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UNITED STATES DEPARTMENT OF AGRICULTURE
WASHINGTON, D. C.

MAJOR TRANSACTIONS IN THE 1926
DECEMBER WHEAT FUTURE

By J. W. T. Duver, Chief, and G. Waicur Horrman, Consulling Grain
EBeonomist, Grain Futures ddministration t
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PREVIOUS STUDIES

This is the third of a series of studies releting primarily to large-
scalo speculative trading in wheat futures. In this study, as in the
two earlier ones, the analysis has been limited to the trading on the
Chicago Board of Trade where from 83 to 90 per cent of the trans-
actions in grain futures are made and in particular where practically
all of the Inrge-scale speculative trading in wheat futures is done.
Of the various grains traded in, wheat hasin each case been selected
because it has ranked foremost in speculative interest.

The first of these three studies covered the period from Januery
2 to April 18, 1925. The investigation was occastoned by the extreme
and erratic fluctuations in wheat prices during this period causing

oneral uncertainty in the grain trade. It was published as Senate
%ocument No. 135? under the general title of ‘“Fluctuations in
Wheat Futures.”

The second study covered the period from Apnl 19, 1925, te May
29, 1926, with particular emphasis on the 1926 May wheat fufure.
It carried forward the previous analysis and ccvered a longer time,
although s period during which price movements were less spectac-
ular. The results of this second study confirmed the conc]fusions

1Thiz study 15 based primar(ly on repocts to the Chicago officn of the Grain Folures Administention.
Much of the stotlzticnl meterinl was compiind In the Chiesgo oflice under the direction of L. A. Fitz, grain
exohanye supervisor in cherge, ILdkewise, Mr. Fitz, J. M. Mehl, Poul Mehi, and E. M. Blaylock ren-
dered vulunble assistance la connection with the prepuration of this repert, espeelally through helpful
critlen] rending of the menuseript.

1 8ixty-Nigth Congross, frst sess{en, June, 1826, *
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reached in Senate Document Ne. 135. The second report was pub-
lished as Dopartment Bulletin No. 1479,% entitled “Speculative Trans-
actions in the 1926 May Wheat Future.”

The purpose of the present study, the third of the series, is to
carry the enalysis from June 1 to December 31, 1926. It presents
an anglysis of the operations of the leading speculators on the Chicago
Board of Trade in which their trading is contrasted, (1) with the
trading of & group of firms whose business is representative of small
and medium-sizeg speculative traders; (2) with the trading repre-
sented by a group of hedging accounts; and (3) with the movements of
wheat-futures prices. The transactions discussed herein were pri-
marily in the 1926 December future; however, transactions in the
1926 July and Sepfember and in the 1827 May futures have been
included in order clearly to present the facts.

While these three studies vary somewhat in methods of analysis
and in the number and type of accounts included, the most important
sections are sufficiently similar to allow the reader to obtain one
continuous picture of the entire period. Taken together, they
extend over o period of two years, from January 2, 1925, to December
31, 19286.

EXPLANATION OF TERMS

Many of the terms used by the grain trade, and especially those
portaining to transactions in grain futures, are distinctly tecbnical
in character.  For the sake of exactness and brevity these technical
terms, along with some others, have been used throughout this
report. Inasmuch as some readers will not be familiar with the
meaning of all of these technical terms, a brief description of the more
important ones is given herewith,

ROUND LOTS AND JOR LOTS

Contracts to buy or sell must cover quantities of 5,000 bushsls or
multiples thereof if the price is to be registered as an official quotation.
Such trades are commonly known as round lots ; whereas, quantities
of less than 5,000 bushels are known as job lots. Prices on job lots
are not registered as official quotations. Purchases of job lots are
usually at one-eighth cent above and sales at one-eighth cent below
the prevailing market price as determined by transactions in round

lots.
LONG AND SHORT

A trader who buys 5 December wheat, meaning & contract covering
5,000 bushels of the December wheat future, immaediately assumes 2
“long” position, provided that he had no interest in the market,
that 1s, was ““even” &t the time he made his purchase. In other
words, he “bought for long account” and is “long’ 5 December.
Stmilarly, if his transaction were a sale instead of puerchese, i e.,
“sold for short account” he would then be “short” 5 December.

During 2 single day & trader might buy 50 December wheat and
likewise sell 25 December, thus leaving him *net long” or “long”
25,000 bushels 2t the closs of the market. Should his purchases
exceed his sales over a period of several days or weeks %o the extent

PDgvey, I W T, and Horruay, G. WRIGHT. SPECULATIVE TRANSACTION I3 TOE 1823 MAY WHEAT
FUTURR, U, 5, Dept sgr. Dul, 1479, 55 p., iflus., 1997,
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that his “long” holdings were continuelly increasing, he would be in
the position of *accumulating a long line.” Similarly, if his sales
exceeded his purchases to tho extent that his ‘““short” holdings were
continually increasing, he would be “acecumulating a short line.”

AGGREGATE LONG AND AGGREGATE SHORT

-A commission house has many customers. Some are buyers, and
others are sellers. At the close of the market each day some of these
customers will bo *“long,” sonre ““short,” and others “even.” Talking
the tote! of all “‘long" accounts gives the ‘‘aggregate long.”” Like-
wise, tho total of all “short” sccounts gives tho “aggregate short.”
The difference between these two would represent the *‘aggregate
not long” or the *‘aggregate net short.” For example, the open
contracts of the customers who were long might total 4,500,000
bushels and for those short 5,000,000 busbels, thus leaving an * agere-
gate net short” position of 500,000 bushels.

In any special group of traders, be they speculaters, hedgers, or
sealpers, some will be “long” and others “short.” For example
m this bulletin special reference is made to she transactions and
market positions of 42 speculators. Of these, 20 might be in the
market on the long side snid would be known as “longs,” 15 might
be in the market on the short side and would be known us “shorts.”
The remaining 7 ab a particular period might have po position in the
market, or be “even.” On the other hand, some of the 7 might be
“long” in September wheat, with an equal quantity “short” in
December wheat, and their market position, when all futures are
corabined, would likewise be considered as “‘even.” Let us assume
that the aggregate of the 20 long accounts totaled 12,000,000 bushels
and the ageregate of the 15 short accounts totaled 10,000,000 bushels.
The ““combined net position’” of this group of 42 traders including
the 7 who were cven, would therefore be 2,000,000 bushels long.

OPEN COMMITMENTS, OPEN CONTRACTS, OR OPEN INTEREST

A trader who has no interest in the market at the beginning of

a trading session and who buys during the day 25 December wheat and

makes no other trades on that day, closes the day’s business with
“ol}?en commitments’ aggregating 25 “long” December.

he open commitments or open inberest in esch future for the

market as a whole on the “long™ side must of course be equal to the
open commitments on the “short” side. In othcr words, every time
one troder buys 5 December wheat another trader must likewise
sell 5 December, In this report the ““total open commitments’
applies to oue side only, that is, does not include the contracts open
0_1:1 the ‘“long” side combhined with the contracts open on the ““short’’
side.

LIQUIDATION AND COVERING

A trader who has a long position in the market eventually closes
his contract by selling the same quantity of the same future, or by
teking delivery of the actual grain sometime during the delivery
monti specified, the actusl date of delivery being optional with the
seller. gnly a fraction of 1 per cent of the contracts ave satisfied by
delirery, the grest majority being closed by transactions in the “pit.”




4 TECHNICAL BULLETIN 79, U. 8. DEPT. OF AGRICULTURE !

When a “long” closes his contracts by selling in the pit he liquidates
his heldings. Generally, however, “liquicTat.ion " applies to the
closing of fong accounts on o declining market In an effort to save
profits.or to prevens further losses, whereas the closing of long accounts
on an advancing market is spoken of as *‘teking profits.” In either
of these cases, the transactions represent ‘‘selling for long account.”

‘A short interest in the market is closed by making delivery or
by buying an egual quantity of the same future in the pit. The
latter is known as “covering’’ or ““short covering.” The closing of
short trades on an advancing market fo prevent further losses is
often referred to as “forced to cover’ or “running to cover.,” Such.
purchases represent “ buying for short account.”

SPREADING

The buying of futures in one market and at the same time selling
an equal quantity in another market is known as *“spreading.” It
also applies fo fransactions covering the purchase of one future and
the selling of another future in the same market or m a different
market, Spreading transactions may also be made between grains,
such ns the buying of & wheat future and the selling of & corn futurs.
Persons who make a practice of this character of trading are commonly
koown as “spreaders.”

BULLS AND BEATS

These terms are probably well understood. A *bull” is a buyer,
o booster, or one who believes that higher prices are to preveil. A
“bear”” holds the opposite view and sells in anticipation of lower
prices.

PRICES AKND TRADING DURING THE SUMMER AND FALL OF 1926

Wheat prices during the summer and fall of 1926 were more stable
than during the same perieds in 1924 and 1925. The two earlier
yvears were characterized by pronounced price swings. During the
seven-month period from June to December, 1924, the December
future rose from o low of $1.0724 on June 3 to a high of $§1.7914 on
December 27, having a total price range for the period of 72} cents,
During the year 1925 for the same period December wheat declined
from s high point of $1.70 onr June 5 to a low of $1.33 on October 3, and
then turned upward to s final high of $1.8714 on December 31, with
a range of 5414 cents. The range for each of these years was large,
especially when compared with the range during the same period in
1926. The high price for the 1926 December wheat future was
81.5014, on JuTy 19, and the low price was $1.32, on December 31.
The range was 1814 cents. .

A widely fluctuating market attracts speculative traders and espe-
cislly pubiic participation, while a market of smsll price movements
discourages speculation. The price range was somewhat smaller
during the latter half of 1926 than during the corresponding periods
in 1924 and 1825, This suggests that the last seven months of 1926
was a less attractive speculative period than the corresponding
periods in 1924 and 1925. This is clearly shown In Table 1.
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TaBLe 1.—Average daily price fluctuations comparcd with the volume of trading and
open commitments, for wheat futures, for the scoen-montk period from June I, to
ecember 31, i 1928, 1534, 1925, and 1886

T-rmonth periol, Tone to Decomber

Avernge dally
1923 1025 1926

Volumo of trading {all futires), bashels. . .| 25,263,000 4, 20 36, 667, 000
Open comutitments (all fulures}, bushels 143, 587, 000 163, 723,00 | 46, 489,600
Range in price (dowlvans future), ventd . Iy 334 114

1 Avernge for the period July 9 to Dec. 3t, 1922; no eavifer detn available.

Table 1 gives the average daily price range for the seven-month
period from June to December for the years 1923, 1924, 1925, and
926. It will be seen that in 1924 and 1925 the average daily price
ange was considerably larger than in 1926. Similerly, the average
aily volume of trading m all futures was larger for these periods,
d, to & more limited degree, the average daily open commitments,
e., customers’ future contracts open on the books of clearing firms
at the close of each day’s tvading.  As compared with the year 1923,
Mhowever, 1026 shows s larger average daily price movement and
fikewise a lareer volume of trading and open commitments. The
summer and fall of 1926 constituted therefore on the whole a period
of medium price fluctuation, volume of trading, and open com-
nitments,

Figures 1 and 2 have been prepared to give a comprehensive
picture of the price movements, the volume of trading, and the open
commitments during the summer and fall of 1926. The price data
for these charts wil be found in Tables 2 and 3 of the Appendix.
The charts present, by days, the course of prices, the volume of
trading, aud the open commitments in wheat futures for the Chicago
Board of Trade.

Figure 1 shews only the 1926 December future. This future has
beeo chosen for separate study because, for this particular peried of
the year, it is relatively the most iinportant.

Trading on the Chicago Board of Trade 13 carried on mainly in
four different futures—duly, September, December, and May. At cer-
tain periods of the year each of these four futures becomes relatively the
most important as a trading medium. Their relative importance
can be measured either by the volume of trading done in each future
from day to day or by the relative quantity of open contracts in
each future each day. In the present analysis, as in previous studies
made by the Grain Futures Administration the open commitments
have been used to measure the period during which each futuce is
the most-important, i. e., its period of dominance.

TaBLE %.—The period of dominance of eachnof the various wheat futures during the
year 1928

Futuse Perlod of dominance

1826 May .| From Oct. 22, 1825, to Apr. 20, 1020,
192 July - From Apr. $Q to Juoe 2, 1026,
1028 September. From JTuna 30 to Ang. 14,1826
197 Devonber. . From Aag. 10 to Nov. 15, 102,
1007 May From Nov. 16, 182G, to Apr, 20, 1027,
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It will be seen from Table 2, that, during the period covered by
this study, the 1926 December future was more important over a
longer period of time than any one cof the other futures* In a
subsequent section material presented concerning the trading during
this period will show that the December future also included most
of the large speculative trades of the period. ¥or these reasons the
December future has been chosen {or separate analysis.

Regular trading began in the 1926 December future on May 5, the
market that day closing af $1.373{. Prices remsined at about this
figure until June 29, when they began to advance, reaching e high of §
81.50Y for the life of the future on July 19. From this top a swing §
downward of 18 cents occurred, a preliminary low price of $1.3214
being veached on September 4. The price then gradually movedy8
higher until Netober 23, when it reached $1.463¢. It theon turned
downward to a new low of $1.3224 on November 19. I'rom thisy
point on, the price trend was fairly regular, making two minor swing
and reaching a final low price for the life of the future of £1.32
Deceember 31, the dnte on which the future expired, Open commif
ments and the daily volume of trading in this future assumed relj
tively large proportions from the latter part of August until the lattdy
pars of November.

Tigure 2 throws some additional light upon the price movement:
and the volume of trading of this period. It starts with April 3
and continues through December 31, 1926. Beginning with April 30§
which was the day on which the July future became dominant, priceg
are shown by successive segments of each future, each being shown fo!
the period during which it wes relatively the most important—i. e.Ji8
during its period of dominance. ‘

The volume of trading is shown both by futures and for all future
combined. The open commitments are shown for all futures corp®
bined. As they are shown on a daily basis, one can trace the direct
relation between the daily volume of trading during this period and
the daily range in price. Days baving a large volumg of trading are
usually days with a large price range, in some instances the price
moving upward for the day and in others downwurd.

Simitarly, ono can compare by days the relation between the total
ol the open commibments and the corresponding price movement.
As an example, it will be scen from Figure 2 that during August there
was a large increase in the total of open contracts. During this same
perind prices declined, which shows that shert selling was 2 more
powerful market factor than the buying for long account. Earlier
studics showed that prices frequently meve directly with the trading
of large-scale speculators. It might tnerefore be assumed that the'
short selling of this period was done principally by the leading specu-
lators. From early September to early October prices, advanced,
while the total of the open commitments decreased, showifig that the
prices for this period were more responsive' to short coveting than to
new buying for long account, which suggests that the large traders
were covering a shorb position. -

Such an apalysis, however, eroups all traders together and does not
permit of separate study of each type of trader, What is needed
is 2 breaking up of the transactions making up the total volume of

+ For o period coverfug an wilire yoar, however, the May future is Whe mest important.
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trading and of the positions long and short composing the total open
commitments by classes of traders, so that one can examine the opera-
f: ~10ms of each class with reference to price changes and to the trading
L of each of the other clusses. In so far as the information currently

- 2ceived by the ‘Grain Futures Administration will permit, this has
veen done in the sections following,

MARKET POSITION OF 42 LARGE SPECULATIVE TRADERS
COMPARED WITH PRICE

The clearing firms of the Chicage Board of Trade report daily to
the Grain Futures Administration the total volume of trading and the
eggregnte of the open commitments of their customers. 'The latter
is given as.of the close of the murket each day for both those who are
long and those who are short. These reports are given by futures
and by grains. Among the customers of a clearing firm thers may
be individual speculators who trade on a large scale; there may be
included n large number of small speculators who venture to the
extent of buying or selling 5,000 or 10,000 bushels; there may be
scalpers who buy and sell large amounts during the day but who even
up their market position each day before the close of the session;
there may be spreaders who buy in one market or future and sell an
equal quantity in another; therc may be hedging accounts repre-
senting the balancing trades of some mill or cash-grain firm ; there may
also be accounts of other firms, correspondents of the clearing firm,
who in turn may have customers of varying types. The extené to
which & clearing firm will have accounts of these various classes will
depend upon the size and character of business which it receives.

In addition to a report of the total of the open commitments cov-
ered by all accounts, each clearing firm during 1926 was required to
report daily the position of each separate account which equaled or
exceeded a designated amount. For whesat this amount was 500,000
bushels in any one future. Some of these special accounts reported
were for individual speculators trading on a large scale, some were
hedging accounts of cash-grain firms, some were accounts of other
commission houses being carried on the books of the clearing firm as
& single account. This general description of the reports received
by the Grain Futures Administration has been given in order to explain
more clearly Figures 3 and 4 and others to be presented in later sce-
tions. :

Figure 3 has been prepared from the special accounts of 500,000
bushels or over reported by clearing members. It shows, by dsys,
the combined net position of all of the accounts of individual specu-
lative traders reported by clearing firms from April 30 to December
31, 1928.

For all futures, there were 42 of these individusl speculative
traders, each of whom had a position in the market of 500,000
bushels or over in some one future. Fifteen of the 42 held a position
of a half million or more in only one of the four futures, 12 in two
futures, 4 in three futures, and 11 in all four futures. The length of
time each trader held a position of 500,000 bushels or over varied
from 1 day to the entire period of 202 trading days. Soine of these
42 speculntors were long, while others were short.  The curve repre-
senting the group as & whole, shown in Figure 3, is the net of the
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egeregato of all of the long and of the aggregate of all of the short
positions, all futures combined. The agaregate of all of the long
positions and the aggregate of all of the short positions, together
with the net, is shown in Table 1 of the Appendix.

In Figure 3, in addition to the combine net position in all wheat
futures of the 42 speculative traders, there is presented the trend
of the futures prices covering the same period. The price curve is
a composite of each of the four futures, the one used foreachperiod
being relatively the most important at the time. Both the net-
position curve and the price curve are drawn on the block plan so that
one may comparce not only the course of trading with the cowrse of
prices for the period as a whele but also the change in net position
oceurring on individual days with the corresponding change in price.

As an example, on July 31, the combined net position of the 42
traders in all wheat futures was long 6,080,000 bushels at the close
of trading, while the price of the 1926 September wheat future closed
at 81.43%%. At the close of the market the following trading day,
August 2, the combined net position of the 42 traders was short
535,000 Lushels, while the 1926 September future closed at $1.30%4.
The difforance between the two not-position figures gives the net
trade of the 42 speculators on August 2. This net is represented by
sales ngercgating 6,615,000 bushels. Similarly, the difference
botwoen the twoe clesing prices gives the net change in price on
August 2, which was a decline of 434 cents. The vertical bars in
Figura 3, therefore, represent the net trades and the net changes in
price occurring each day.

The high degreo of reiationship between the net position of the 42
large speculasive accounts and the price can be easily seen. Through-
out the period of eight months, each major movement in the net
position of the 42 traders had its counterpart in the movements in
futures prices. As arule, also, the high points and the low points of
net only the major but alse the minor net-position movements are
closely duplicated in the price curve. Tinally, when compared by
individual days, 1t will be readily seen that as & general rule on the
days when the net trades are purchases, the net price changes are
upward; while on days on which the net trades are sales, the net
changes in price are downward.

To measure quantitatively the exact relation between these two
curves, & correlation coeflicient has been employed. The net position
of the 42 speculative traders correlated with the closing price of the
dominant future for this period of 202 {rading days resulted in a
dircct correlation of +-0.71 where a perfect relationship would be
represented by a +1.00, and & complete lack of relationship by a 0.00.

Figure 4 shows & comparison of the changes in price and net posi-
tion Irom day to day for the 1926 December future only. Of the 42
speculative traders whose daity net position in al futures eambined
is shown in Figure 3, only 32 held & position of 500,000 bushels or
more in the December future. The net position curve in Figure 4
shows the combined position for these 32 traders, and it is compared
by days with the price curve of the 1926 December future.

It will be seen that from the early part of August until the latter
part of November, essentially the same picture is presented in Figure
4 »s in Tigure 3. In other words, the cutstanding net trades made

09542°—28 p-
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MAJOR TRANSACTIONS IN THE 1926 DECEMBER WHEAT rurune 11

during this poriod were in the December future, and they are fully
roflecied in both charts. Prior to August aud during December, only
a small portion of tho combined position of all of the large speculative
traders was in the 1926 December future, and consequently the net-
position curve over these periods shows little correspondence with the
price. The proper comparison to be made prior to August is the trad-
Ing and price changes in the July and September futures, and for
December the trading and price changes in the 1927 May future.
Figure 4, representing only the 1926 December wheat future, shows
to a large extent the rensens for the market changes from August to
Novembor, Figuro 3 supplements and enlarges the picture by stiowing
the 1826 July, the 1926 September, and the 1927 May future com-
bined with the December future. It compares the combined figures
with the price of the approprinte future: This makes a complets
survey over an eight-month peried, showing the combined operations
of uil of the lcatgiing speculators.  The results show a remarkable
correspondence in smovement between the net-position changes and
the net-price chenges, whether the comparison is made-for major
movements, for minor movemernts, or for individual days.

NET POSITION OF SMALL TRADERS COMPARED WITH PRICE

In the earlier bulletin entitled “Speculative Transactions in the
1926 May Wheat Truture’” o compilation was made showing the com-
bined net position of 15 clearing firms of the Chicago Board of Trado.
The 15 firms were selected from a total of 135 clearing firms. Each
of the 15 firms solected was known o have a clientele consisting mainly

of small and medium-sized speculntive traders. AR of the houses
hnndling the business of the leading speculators of the market wero
avoided, as well as those houses known to be directly connected to
any considerabls extent with the cash-grain business.

Tho trading of the customers of these 15 clearing firns was con-
trasted with the transactions of the large traders and with the changes
in price. FRikewise, the not position of these 15 firms was compiled
for the 1926 MMay whoat future and compared with the May futuro
price by days from October 22, 1925, to and including April 28, 1926,
the pered during which this particular future was relatively the most
important, The comparison shows an inverse relationship of net
position to price throughout the peried, the correlation figure being
—0.74.

A similar analysis has been made for the present study covering
the period frem April 30 to December 31, 1926, The transactions of
the same 15 firms have been used, but instead of one future being
used, all futures have been eombined to obtain the net-position data,
and a composite of sll four futures has been used for the price series.

Figure 5 shows the vesults of this analysis in graphic form, the
detailed data being recorded in Table 1 of the Appendix. In addition
to the combined net position of the 15 clearing firms and the com-
posite price, Figure 5 reproduces, for comparative purposes, the net-
position cwrve of the 42 large speculators already shown in Figure 3.

Aninteresting fact brought out by Figure 5is that an inverse relation
ovidoently exists between, the transactions of small and medium-sized
traders, as indicated by the curvo representing the trading of the 15
clearing firms, and thet of the 42 large-scale speculative traders, as
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indieated by the curva representing their combined ' transactions.
[t is oven more importans, however, to bear in mind the fact that
for overy purchase there is also & sale. If ono group in the market
is heavily short, some othor group or groups must hold an equal
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amount on the long side. In the operations of the leading specu-
Intors on the Chicago Board of Trade, the opposite réle falls largely
to the small or medium-sized traders, usuaﬁy referred to as the
“goneral public,”




MAJOR TRANSACTIONS IN THE 1920 DECEMBER WHEAT FUTURE 13

Of groater significance is the fact that the combined net position
of the 15 firms moved in the direction opposite to that of the prico
movement. The extent to which this is true, when measured statis-
tically, ts represonted by an inverse corvelation of —0.83. Mxpressed
difterently, on days during which the price advanced, small traders
generally sold more than t?my bought, aud on days during which the
price declined small and medium-sized traders generaﬁly bought
more thaa they seld.  This observation is the resuit of three anatyses’
covering a period of two years and including periods of unusual us
woll as periods of usual market activity.

This inverse rolationship of price to the trading of small and
medium-sized speculators is somewhat at variance with popular
ideas regarding the trading methods of this group. This type of
trader is generally consideved a bull entering the market on the long
side by buyme. Oune would expect him to buy when the market is
strong with considerable promise of an upward movement. Hwven
more, one would expect, and it is quite generally held, that with each
reaction in prico a so-called *‘shake-out™ of the small and financially
weals tekes place, this liguidation consisting of hurried selling as the
price declines,

Figure 5 shows that, taken as a group, this type of trader does
just the oppostte. On days when prices are rising, this class sells
more than it buys; and on days of falling prices, it buys more than
it solls. Turthermore, the results are based upon a sufficiently large
sample to be fairly conclusive. Some other explanation is therefore
necessary.

If the explanation is to be found, ene will need to observe what
takes place within each trading das. In this bulletin, as well as in
previous studies, each trading day has been treated as a unit, pur-
chases and sales being combined as a net for the day and changes in
market position being measured by taking daily cross sections as of
the close of trading.  This sorves to tell what has happened for the
day as a whole and from day to day or week to week, but it s not
sufficiontly detailed to give the trading, the changes in market position,
and the changes in price within each day.

To make an intraday study of a large enough sainple to be repre-
sentative of all of the traders on the market would require consider-
able work. Such a detuiled study, which would add greatly to our
knowledge of future trading, must therefore be deferred for future
consideration. Tt is evident, however, that if the purchases and
sales, and the changes in market position of cach of a considerable
number of small traders were tabulated and classified, it would then
be possible to see just how each individual or subgroup acted under
the pressure of price movement. For example, on a day in which
tho price advanced 4 cents one could classify the small-scale traders
inte = number of groups: (1) Those who limited their losses by buying
to covar a short position; (2) those whe took profits by selling to close
out a long position; (3) those who bought to acquire & long position
expecting the price to conlinuse its upward course; and (4} those who
sold short, thinking the upward movement a “bulge’ in the market
and expecting momentarily a downward reaction. One could also

1 Spe also Fluetuntions in Wheat Futnres, pp. 51-50
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classily these traders by tho longth of time and amount of price
movement required to induce them to act.

Perhaps it would be found that on days of upward price movement
those who were short would quickly cover by buying and others
would buy to acquire a long pesitioz, but that, as the price continued
to rise, sentiment changed and selling developed in considerable
volume, either in tho taking of profits on long holdings or in shoct
solling 1n the hope of a reaction in price movement. Similarly, on
dayrs during which the price broke rapidly, it might be found that
late buying ou an assumed “break’ in prices, together with the
tnking of prolits, more than counterbalenced earlior short selling
and selhing to stop losses on long holdings.  This is one possible expla-
nation of the fact that on days when the price declines, the small and
medinm-sized *raders, taken as a group, buy more than they sell;
and on days when the price incrouses, the traders of this samne class
sell more than they buy.

It shouid nok bo inflerred from the inverse relationship, whatever
the explanation may be, that the small and medium-sized traders
arce 8s a group generally wrong and lose monpey in their trading; nor
should one conclude that they aro goenerally right and profit thereby.
In the absence of specific price data giving the purchase price and
sales price of cach trade, it is impossible to tell what the probable
profits or losses for the group were at any time or for any period
of tinre. This is equally true of the operations of other groups
analyzed in this study.

Certain it is that for the day as a whole and from day to day the
trading of this group is not the direct and immediate cause of price

changes. Rather its trading secms to act in response to changes in
price, ulthough a knowledge of the forces at work causing it to so act
nwaits a further and more minute analysis.

NET POSITION OF 22 HEDGING ACCOUNTS COMPARED WITH
PRICE |

In an attempt to determine the character of future trading for
hedging purposes and how it is related to price and to tho trading of
other groups, an analysis has been made of 22 hedging accounts for
the period covered by this bulletin. Theso 22 aceounts were reported
to the Grain Futures Administration by the clearing firms of the
Chicago Board of Trade and include all of the accounts that could be
definitely identified as purely hedging in character. They belong to
the class of special accounts described in an earlier section, being
reported only when they had a position in any enc future of at loast
500,000 bushels. While the number of accounts included in this
list is small, each account is large so that when combined they nggere-
gate {lm considerable share of the total hedging position during this
period.

Figure 6 shows the combined net position of these 22 hedgin
accounts from day to day, the data for this chart being found in Table
1 of the appendix, The chart shows not only the net position but
also the aggregate of the long accounts and the ageregate of the short
accounts throughout the period.  The composite price curve is shown
for comparative purposes. In connection with figure 6, it is of
interest to note in the first place that the net position of this group
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of hedging accounts was long throughout the major portion of the
period. Sne would expect ﬁuring this period of the year that the
accounts taken together would have a short position of considerable
size. It is generally heid that during the late summer ard falk, when
the wheat erop is moving frecly, the large purchases of actuul grain
and the aceumulation of stocks are accompanied by heavy selling of
futures for hedging purposes. This was the case in 1925 and to a
more iimited degree in 1923 and 1924,

The reverse apparently held frue in 1926. Tho explanation is to
be found mainly i the unusually large forward sales of flour made
during this period buf in part also in the very brisk export demand
for wheat. In the milling industry so large were their forward sales
in the late summer and fall of 1926 that the sales of flour exceeded
the cash-grain purchases by a large margin. This required heavy
purchases of [utures as a bedge,

Table 3, which has been prepared from reports of the Millers’
National Federation, shows the pronounced change in the hedging
requirements of mills for the years 1925 and 1926.

TasLe 3.—The comdbined aggregate long, the combined aggregate shorl, and the
combined net fulures posiltion of wll milly reporting to the Millers' National Feder-
afran, for specified daies during 1925 and 1936

AgEregate iutures

posilion Mut futures position

Tong Short Short

115,000 | 18, (54, 000
JUBE B0, L L i mrbe e i G7H, 000 | 4, 203, 000
8 L N R 5245, 000 | 14, 633, 000

June 3%, e aaan . vl 1,204,000 | 10, £50, 000
Sop, 50 L, - oo W0 1EE Q00 | 4, 308, 00
Dwe Bl i e e e s iammmacicerra e o] 18,730,000 | 0, 148, D00

These figures do not include all mills, the reports being from mills
manufacturing between 50 and 60 per cent of the total flour output
for the United States. They are, however, representative. They
show a marked change in position from the short side of the market
during 1925 (due to the fact that the wheat stocks carried were larger
than forward sales of flour) to the long side of the market in 1926
(due to the fact that forward sales of Hour greatly exceeded wheat
supplies purchased). The aggregate long position of 35,123,000
hushels and the aggregate short position of 9,398,000 bushkels on
September 30, 1926, is surprisingly large in view of the fact that the
total of open commitments in wheat futures for that date, one side
only, was 96,225,000, bushels,

Of the 22 hedging accounts, as charted in Figure 6, those showing
a long position aggregate 17,686,000 bushels, and those showing &
short position aggregate 8,089,000 bushels on that same date,
September 30, 1926. Of these 22 hedging accounts, 11 were long
accounts during the major part of the period, and 11 were short.
Five of the accounts were those of milling companies; others were
accounts representing a combination of grain and milling business.

g,
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The exact extent to which the position of these 22 hedging accounts
reflected the position of the milling industry can pot be definitely
measured, although it is known that a considerable portion of the
combined net position came [rom this source.

In addition to the fact that this group of 22 hedging accounts was
net long throughout the major portion of the perioi as shown in
Figure 6, it should be observed that the course of thetr market.
position is not dircetly related to the [futures price. Instead, it
moves opposite, in general, to the movements in price, having an
inverse correlation of —0.67 for the period. In particular, during
the downward price swing in August, the net long position of the
hedging accounts inerensed rapidly, serving as a markel support.
In this it was similar to the movement representing the transactions
of the small and medivm sized traders shown in the curve of the 15
clearing firms. Certainly for this season the downward movements
in price were not caused by hedging pressure so frequently mentioned
in the ““trade gossip” as having a depressing inlluence on prices.

IMPORTANCE OF FIVE LEADING SPECULATORS

The transactions ol thres classes of traders have thus {ar been
presented, each in furn being compared with the movementis in price.
It has been lound that the net position of one of these classes, the
one composed of 42 large speculative traders, correlates directly with
the price, the movements in net position from day to day having
their counterpart in the dey-to-day changes in price. The net posi-
tion of each of the other two classes, the small or medium sized
speculative traders and the 22 hedging accounts, correlate inversely
to price, the movements in net position from day to day being opposite
to the correspending movements in price.

There are two other groups of traders which should be mentioned—
spreaders and scalpers. Spreaders are ot times a market factor of
importance, although previous investigations indicate that as a
group their operations are neither as significant nor as large as is
cenerally supposed.  Sealpers, ot those who primarily confine their
operations to buying and selling equal quantities within a trading
day, closing even or practically so, are an important class in intraday
trading. In this bulletin, howe=er, prices and trading are considered
only as they change from day to day, and no attempt has been made
to determine the influence of trading by scalpers or other intraday
transactions,

Of the various classes of traders, therefore, the one which is directly
related to price movements is the group of 42 large-scale speculators.
The operations of five of these 42 speculators stand out as far more
important than those of the others and will be further analyzed in
the three sections following.

NET POSITION OF FIVE LEADING SPECULATORS

Figure 7 has been prepared to show the combined net position of
these five leading speculators in all futures and, in turn, to compare
the course of their market position with the trend of futures prices.
These five traders have been designated for analysis in this bulletin as
traders A, B, G, D, and E, arranged in the order of the size of their

98542°—28—-3
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market position during this period. Each of the five had a net
position of over 2,000,000 bushels in wheat futures at some time
during the period covered. These five were the only speculative
traders having a market position of this size. Four of these
five tradors had & market position of 2,000,000 bushels ot more in
the 1926 December future, trader E reaching the 2,000,000-bushel
level in only the 1926 September future.  The combined net position
ol the four traders for the December future, together with the 1926
December price curve, is shown in Figure 8.

1t can be seen from Fizures 7 and 8, for the period in which the
December future was of major importance, that the position of these
leading traders is related directly to the price to a high degree. By
referring to Pigures 3 and 7 it will be seen that the curve of the com-
bined net position of the 5 traders closely resembles the curve repre-
senting the combined net position of the 42 speculative traders.  The
position of the iatter zroup shows a direct corrclation with the
composite price curve of +0.71, while the position of the group of
five traders shows a direet correlation of +0.72,

The reason why the position of these 5 traders so closely resembles
that ol the 42 is because the other 37 usually were in the market for
only & short time. Likewise, whenever the 37 were in the market
their position was much smaller and much less consistent. The
trunsactions of the 37 traders, as a group, show no definite relation
to the futurces price for this period.

The direct 1'Qilati0n between the operntions of large-scale speculators
and price is thus limited to five leading traders. In an earlier report®
there were eight such leading traders, each having a position of at
lenst 2,000,000 bushels. In the bulletin covering the Speculative
Transactions in the 1926 May Wheat Future, there were also only
eight “2-million-bushel-or-over’ traders.

The markot position of eech of the five leading traders, as covered
in this report, has been compiled by futures and is shown in Table 2
of the Appendix. Figures 9 and 10 show the position of each in chart
form; Figure 9 for all futures combined, and Figure 10 for the 1926
December future only. )

It will be seon from these two charts that traders A and B in
particular held unusually large lines. Trader A reached a maximum
posttion of 12,545,000 bushels short on September 8, all but 200,000
of which was in the 1926 December future. Trader B on this same
date held » maximum position of 10,250,000 bushels short, all in the
1926 December future. Together the two traders had on this date &
short position of 22,795,000 bushels, all but 200,000 of which was in
the 1926 December wheat future. This short selling evidently
exorted a very heavy pressure on prices at the very time when farmers
were marketing heavily. Their holdings amounted to 21.4 per cent
of the total open commitments in all futures (one side only) at the
close of the murket that day znd to 32.6 per cent of the total of open
commitments in the 1926 Decembar wheat future, which also carried
most of the current hedges. .

While the market holdings of traders G, D, and E appear small be-
side those of traders A and B, they were far from small when compared
with the market positions of hundreds of averaged-sized traders.

5o footaote 2.
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Trader C reached » maximum position, in all futures combined, of
4,875,000 bushels short on May 21, trader D reached a maximum

of 2,950,000 long on June 26, while treder E reached a maximum of
2,200,000 long on July 20.
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Reference should be made also to the combined position of these
five traders compared with the fotal open commitments for the
markes. For all futures combined they averaged for the entire
period, April 30 to December 31, 3.3 per cent of the total open com-
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mitments on the long side of the markot and 10.5 per cent of the tatal
on the short side. Ifor tho December future only they averaged for
the long side of 1.6 per cent of the total open commibments and 12
por cent of the total for the short side.  On individual days the com-
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bined position of the five, of course, amounted to considerabiy larger
fractions of the total, the largest porcentages being on June 3 and from
September 2 to September 10, inclusive, days on which the proportion
of tho aggrogate of the short positions amounted to over 20 per cent
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of the totnl. There were no days on which their aggregate long
commitments amounted to as much as 20 per cent of the total oper
commitnents.

KET TRADES OF FIVE LFEADING SPECULATORS

In the preceding section the market positions of the five leading
speculators were given and compared with the price. The block plan
of presentation was used so that one might compare not only the
cowrse of trading throughout the period with the course of prices
but alse the changes taking place on each individual day. In this
section a tabulation and classification is made of these mdividual-
day changes in market position with & comparison of the corre-
sponding price changes from day to day.

The chango in the net position of a trader from the close of trading
on ona day to tho close of trading the following day constitutes the
net trado of that trader during the latter day. To illustrate: At the
close of the market on July 81, trader A was long 990,000 bushels in
the 1926 Soptember future and long 1,240,000 busheis in the 1926
December future. This is shown in Table 2 of the Appendix. At
the close of the marke$ on the following trading day, August 2, this
trader was short 1,610,000 bushels in the 1926 September future and

remained long 1,240,000 bushels in the 1926 December future. His
net trades for August 2 were, therefore, sales aggregating 2,600,000
bushels 1n the September [uture, with nothing for t%le December.

A net trade on a single day, such s&s the illustration of the sale of
2,600,000 bushels, is of course not a sale made st one particular time

within the day but instead is likely to consist of sales (or in some in-

s{.lan(:es the net of purchases and sales) made at different times during
the day.

The net trades may thus be obtained for each day, by futures end
by traders, or bo combined for all futures and for all traders. Similarly
the amount the futures price moved to correspond to the net trade
1s the difference between the closing price of one day and the closing
prica the following day, called the net change in price. '

TasLe 4.—The days on which five speculative traders made purchases or sales 0 a
net amount of 500,000 bishels or more in wheat futures, together with the net change
in fulures prices, from June 1, lo December 31, 1926

. 1928 September 1428 Decamber 3
1920 Juiy future Pareidad it Net par | xet price.
sales, all ‘Z‘gg}f
Net pur- Net price Nat pur- futures :

Net, price nant
t o h A cOTm-
°S::'?§;, T change # | CHRE 0T ohange 1| EPT | future)

et pr-
chises or
sales

et price
change ?

1,000 1,000
bush, . Bush,

1:The plus sign () Indicates o patrchaso and the minus sign (=) n sals,

tThe plas sten (43 Indentes an incrense and the minues sign (—3 A decrense In the futures prico from the
close of the day previous 1o the close of the day shown,

* Witenover the net trading in o si.plo futnrs was less thon 500,000 bustels, sueh qusetily was not included
in the net transaetlon of all fotyres eointined, *

¢ Thu net price cliange used Or oaeh dote npplles to the {uture with (e Iorgest open interest.
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TasLg §—The days on whick five speeulative traders made purchases or sales lo a
net amount of 500,000 bushels or more in wheat fulures, logether with the net change
in future prices, from June 1, to December 31, 1926—Continue
126 September 1928 Decomber
1926 Tuly Iuture [utare future cl\lrlitse[fsutfr Nl prico
s:[:les. all ?ﬁiﬁf
tures
Nat put- | jre prico | 106 DU { jrop nrjoal IY6L DUE- | agpp nia T gams *| | At
chhasos or DIICO | o hnses or . o chases or o con future)
snley change anles change sles change bined
1,000
bush.

1

Jubty 16 e

July 16 ..
Tho.
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TapLe 4—The days on which five specidative traders wnade purchases or sales lo a
net amount of 500,000 bushels or move in whent futures, together with the net change
in future prives, from June L, to December 31, 1826—Continued

1926 July Mture

1920 September
fublirs

192G becember
futurd

Net par-:
chuses or|

Trader! i
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snies
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chanyge
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snles cimige
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sales, all
futures
cotl-

Net price
chanye
{dowi-
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future)

Juby 23 .
July 21

Jutv 2 .

July 26
July 7.

Centy

-2..815

+1, 500
-1, 50

— 500

1027 way future

Nat

Aug. 14

99542°—28—4
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Tagns 4—The days on whick five speculative tradecs made purchuses or sales to a
nel amount of 300,000 bushels or more in wheal futures, logelher with the net change
in fulwre prices, from June !, to December 51, 1926—Continued

028 8 2
1977 May future | 1078 Seotember 1920 g&;""’]‘m“m Net par-
chii.sm; Gﬁ
Tracter] ™ snles, o
: T futures
MNet - ot Net pne- P oG A TTES B :
R indl price A Wet priee] 05 Wetprice| com-
d!;ﬁ';sm chiage d‘;:;‘:sm change "h;“&éﬂr ;o | bined

Nel prico
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nnat
fuetarra)
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11 JO——
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Nt

Bept. 1

I
13

Bopt. i
Bk, 17,
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o

Nut..
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Tasre 4—The days on which five speculadive traders made purchases or seles lo

1

net amount of 500,000 bishels or more in wheat futures, together with the net change
in fulure prives, from Fune 1, to December 81, 1826—Continued

1077 Moy futwre 1036 Deconiber

1
1528 Scptomber
future futura

MNet - [
chuses or '\ﬁg’;’fg
- snles, alij oA
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stes clhiaugs
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e | change id’::;é“r changs | blueg | fueuwre

™
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Netooo..
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Nov. 16

L S,
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B0

+
+1, 735
Nov. 2.
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Nov, 20, .. :
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TabLe 4.—The days on which five speculative traders made purchases or seles lo g
ret amount of 500,000 bushels or mare in wheat futures, logelher with the net change
in future prices, from Sune £, to December 31, 1926—Continued

1026 Eept 1926 Docen
1927 May futurs "ﬂ[mul{:rgm ber I| 26\mmm toer h;et pur-
clinses or | 4
- ' ! I s?les. nli ‘(']'_;3::5?
Net pur-! e Nek prir- N L Netpur-1 - ; tures ount
hasas or et price Net prico” *. o Netpriee|  coin-
¢ s":ﬁ:s or ; chaznge chases ar clange th;zsle;s or chinge bined future)

Net price

1,000
bugh, | Centa
L i

_|’

I

Dee, Beee
bl

L+ S,

+3, 545 i

=00 i
—55U
—560

+300 ©
—1,410 §
—M0

+625 |
~5i0) ;

Dee. 2. .. : 500
Dec. 97, ... ] +500 ¢ =+500

Dee, MW _____.i _ (% . +1,000

Table 4 has been prepared to show the principal net trades of the
five leading speculators for the period from June 1 to December 31,
1926. In Ebepartmenb Bulletin 1479 & similar compilation (p. 22)

" was made covering the period from. April 18, 1925, to and including
Msay 29,1926, In the earlier report® s similar table (p. 61) was

 Sew footmots 2,




MAJOR TRANSACTIONS IN THE 1026 DECEMBER WHEAT FUTURE 29

given covering the period from January 2 to April 18, 1925. Together
these three tables cover a period of two years—I1925 and 1926,

Ir the preparation of Table 4 only the net trades of 500,000 bushels
or more of cach of the five leading traders were included. These
were entered by futures and by days, and whether they were pur-
chases or sales wasindicaed. They were then combined by futures for
cach day and the net change in prico of the appropriate future entered
opposite the net trade. Finally, the futures were combined by days
and breught to the right-hand column with the net price change in
the dominant future set opposite whenever the net trade amountod
to 500,000 bushels or more.

These five speculators traded to a net amount of at least 500,000
bushels on 111 ol the 176 trading days of this period. They mede
222 net trades during the period, 34 of which were in the 1926 July
future, 54 in the 1926 September, 86 in the 1926 December, and 48
in the 1927 May. Classified by traders, A made 62 of the 222 trades,
B 64, ¢ 58, D 26, and 1 12,

Tabies 5 and 6 summarize the results of Table 4 in comparing the
degreo of correspondence between the net trades, whether purchases
or sales, and the net price changes, whether increases or decreases.
These twp tables present an enumeration of the days on which the

rice and not of purchases and sales moved in the same direction.
]i‘nble. 5 giving tho results by futures, and Table 6 by sall futures
combined.

Both tables show that, as the size of the net trade for these five
traders increased, the proportion of days on which the price moved
concurrently with the irading niso increased. DBoth tables show that
when the net trade amounted to 2,000,000 bushels or more for one
trading day, prices and net trades moved in tho same direction on
over 80 per cent of the days. When the net trade amounted to
3,000,000 bushels or more the coneurrent days amounted to 77 per
cent when considered by futures and to 87 per cent when all futures are
combined. Above the 4,000,000-bushel limit, both tables show a
similarity in movement of 100 per cent.

Table 7 is a summary £able, all futures combined, for each of the
three periods and combines the results in a column of totals. The
results are very similar to those of Table 6. Trades which reached
a Himit of 2,000,000 bushels moved in the same direction with the
price on 82 per cent, of the days, and for trades of larger size the degree
of concurrency is still greater. This compilation covers a period
of two vears and includes all futures and the largest speculators in
the market. It is believed, therefore, to be suffictently comprehen-
sive to assure reliable results. Summarized briefly, the data show:
(1) That the larger the net purchase or sale mafg:a by the leading

speculators in the market and made within the limits of one trading
dny, the greater the degree of certainty that the price will move
in the same direction; (2) that when these net trades reach an amount
of 2,000,000 bushels or more the probabiliby is 4 to 1 that the net
trade and the price will move in the same direction—if a purchase,
upward; if a sale, downward.
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Tanue 5—~Number of days on which the net
GO0000 bushely or over and the
wheat, for five large speculutors,
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of individual purchases and sales of
futures price moved in the some direction, for
by futures, from June I to December 31, 19261
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Number of days when price
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TanLe 6.—Number of days on which the net of individual purchases and sales of
500,000 bushels or aver und the fuiures price moved in the same dircction, for wheat,
Jor five lurge speculators, all futures combined, from June I to December 31, 1996
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TARLE 7-—Number of days on which the net of ind

iridual purchases and sales of

800,000 bushels or over and the futures price moved in the same direction, for
wheat, for leading speculators, all futures' combined, from Jaruary 2, 1925,
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DAYS OF IMPORTANT PRICE CHANGES AND LARGE NET TRADES

The period covered by this bulletin was on the whole considerably
less spectacular than the periods analyzed in the tawo earlier reports.
This fact was mentioned in an earlier section where fizures were
presented showing a smaller average daily volume of trading, a
smaller avernge of open commitments, and a smaller average daily
range in price during 1926 than during 1925.

The lesser activity in the latter half of 1926 is also reflected some-
what in the number, though not in the size, of large trades made by
lending speculators. During the first of the three periods, January
2 to Apol 18, 1925, there were net trades of 2,000,600 bushels or
over on 25 per cent of the trading days, treating the operations of
the leading speculators s a group. During the second period,
April 19, 1925, to May 29, 1926, 2,000,000-bushel-or-over trades
were made on 22 per cent of the days. During the last period,
Junec 1 to December 31, 1926, the 2,000,000-bushel-or-over net
trades of the group of leading speculators were made on only 16
per cent of the days.

While the number of large trades was fewer the size of each was
as large as in the eavlier periods. On certain of the days of this
last period, particular trades—the operations of these five traders
being considered as a group—were unusually large. Table § shows
the days on which the combined trading of the five leading speculators
amounted to 2,000,000 bushels or more. The details of the trading
on each of these days—i. e., the transactions of the individual traders
and the amounts each bought or sold and in what future—can be
found in Table 4.

TasLe 8.—Days on which the combined net of the purchases and sales of five leading
speculators awmounted to 2,000,000 bushels or more in all wheat Jutures, logether
with the net change {n future prices, from June 1, to December 31, 1928

Nat of pur-

Net of ptir-
ehases and

chases and
hange change

sales, all chan sales, all

fatures | (Gominant fotures | (dominaat

combined ¢| fture)! combined :| future)?

Net price Nat price

1,000 busheis 1,000 bicxhels
. —3, 345 606

+3, 565 -1

'The plug sign E+} Is used to indleate net purchases nud the mious sign S—) net salas for tha day,

! The plus sign (4} i3 used to Indicste nn advanes and the minos sign {—
dominant futyra,

a declinte in the price of the

Table 8 records 28 individual days, showing the net amount bought
or sold on each of these days by the five leading traders of this period
and the amount of net price movement upward or downward. It will
be observed that on one of these 28 deys, September 11, & purchase to
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a net amount of 7,250,000 bushels was made. This net amount was
bought by one trader and iz one future. Table 8 also shows one net
trade of 8,700,000 bushels madeo on September 14. This amount is a
net of purchases by two traders of 5,300,000 bushels and 2,000,000
bushels and one sale of 600,000 bushels, &ll in the 1926 December
future. There are also three days on whkich the 5,000,000-bushel
limit was reached, the amount on two days being net sales and that
on one day a net purchase. In all of the largest transactions the
price moved in the same direction as the trade. Considering all of
the dates as & group, the price moved in the same direction as the ne$
trade on 24 of the 28 days.

TWhile individual net trades wore large during this period and show
consistent direct relation to daily net price changes, the amount of
the price movement per million bushers of sales or purchase was some-
what smallor than in former periods. During the first peried, from
Jaouary 2 to April 18, 1925, the net price change per million bushels
bought or sold by leading traders on days on which the net amounted
to &b least 2,000,000 bushels averaged 1.76 cents. That is, durin
this period if & minimum of 2,000,000 bushels was bought or sol
within the limits of one trading day, the corresponding average price
change wes 1.76 cents per 1,000,000 bushels bought or sold. For the
period April 19, 1925, to May 29, 1926, if 2,000,000 or more bushels
was bought or sold, the net change in price averaged 0.73 cent per
1,000,000 bushels bought or sold. During this last period, June 1 to
December 31, 1826, the average change in price emounted to only
0.54 cent for cach 1,000,000 bushels bought or sold.

These results indicate in & quantitative way & fact generally known—
namely, that the degree to which the market responds to heavy buy-
ing or selling dcpcncTs upon the condition of the market at the time.
Judged from the change in market conditions from the early months
of 1925 to the close of 1926, these results indicate that when prices
are high, when the volume of trading is unusually large, and when
market news is featured and the public is heavily in the market, prices
fluctuate more widely in response to large-scale trading than durin%
periods of relatively low prices, small volume of trading, and a genersa.
lack of public participation.

During the period from June 1 to December 31, 1926, there were
six days on which the net change in the price of the dominant future
amounted to 3 cents or more. On only four of these six days were
there large trades; on the other two days, June 23 and Augusb 11,
neb price changes of 3}{ and 334 cents, respectively, occurred. On
four days during this period net trades of over 2,000,000 bushels
oceurred, and the price movement was opposite to that of the net
trade. These [acts ave reviewed to call attention to the price move-
ments which are in no measure accounted for by large-scale specula-
tive trades. In some cases unusual and wholly unexpected market
news influencing trading results in & decided price change; in others,
unusual trading by scalpers, spreaders, or hedgers brings about &
decided change. Relative to the major price changes directly related
to the market operations of leading speculators, these exceptional
cases are decidedly in the minority and no attempt has been made
to cover them. ’

No reference has been made in this study to the influence of merket
news upon price. Markoet writers account for price movements
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almost wholly from the news of the day—items about growing condi-
tions, shipments, supplies, domestic comsumption, exports, ete.
To what extent these 1tems explain price movements for the day it is
difficult to sey. To make an analysis of any value, one would need
to give consideration to the exact time each item of market informa-
tion reached the trading floor and observe its elfect on price. An
anelysis of this kind, however, would involve an amount of work
much beyond the limits of this study.

Undoubledly, for certain days the explanation of price movements
would be found largely in particular news items of importance; on
othor days the operations of ieading speculators would rcinlorcs
the news of the day; on still other days the buying or selling of small
traders would be in line with the important market information.
In anyevent, tho outstanding fact rentains that the large-seale trading
of leading speculators divectiy relates to price to a marked degres,
and without this heavy concentrated trading price changes would be
more gradual and move more nearly in line with fundamental market
infermuition.

SUMMARY AND CONCLUSIONS

In earlier investigations made by the Grain Futures Administra-
tion, as reported in Senate Document No. 135, entitled, “ Fluetua-
tions in Wheat Futures,” and Department Bulletin 1479, entitled,
“Speculative Transactions in the 1926 May Whent Future,” it
was pointed out that large speculative operations vepresent an element
of grave danger snd are & constant hazard in the market, the force
of which may move prices far out of line and, temporarily at least,
destroy the hedging value of the {utures market. Reference was
also made o the desirability of a lumitation of some kind on the size
of lines and especially on the extent of buying or zelling within a
da’{\ for purely speculative purposes by individual traders.

he results of the analysis presented in this study concerning the
operations of various groups of traders in their individual and com-
bined effect upon wheat prices fully confirm the conclusions reached
in the two earlier investigations. These three reports taken together
cover a period of two years, the first extending from January 2 to
April 18, 1925; the second from April 19, 1925, to May 29, 1926, and
the third from June I to and including December 31, 1926.

Within this two-year perfod are included months of erratic and
highly uncertain wheat prices and months of medium price Huctus-
tions, seasons of large volume of trading and seasons of moderate
volume, seasons of large open commitments and seasons of small open
commitments, days of individual trading of immense proportions
and days of only small individual trades. It is a period, therefore,
affording opportunity for making a fair and representative study of
the more important phases of market activity. '

In each of these three studies the method of approach was the
same. 'Traders were classified into groups asccording to the char-
acter of their trading—large-seale speculators, smeall and medium-
sized speculators, hedgers, commission-house accounts, scalpers, ete.
The trading and mariceb position of each group was then obtained by
combining the individual accounts. Finally the trading and changes
in net position of each group were compared with the fluctuations in
wheat prices to determine to what extent, if at all, the market oper-
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ations of each group were directly or inversely related to price move-
ments. Each of these studies has been limited to an analysis of the
trading and changes in market position from day to day, compared
with chnges in price; that is, each day has been treated as a unit
and no attempt has besn made to analyze comprehensively intraday
movements.

In relation to the interday problem, the group of traders of direct
influence as a price factor is the large-seale speculative class, and of
this class those speculators whose market position resched 2,000,000
bushels or more are of outstanding iimportance. Each of these studies
shows that the small and medium-sized speculators, taken as a group,
were generally buyers when the leading speculators were sellers, and
sclters when the leading speculators were buyers. Thus their com-
bined trading and day-to-day changes in market position were in-
versely related to price. Of tho other classes of traders, the hedging
group is by far the most important. For the two-year pertod us &
whole this group revealed no significant relation to price, although
for the last period, June 1 to December 31, 1926, the transactions of
the hedging group show an appreciable inverse correlation.

In particular, the results of the present study not only confirm
earlier conclusions but strongthen them as well, In addition to a
study of ono particular [ubure, a parallel anelysis combining all wheat
futures has been made. In doing this, the complete position of the
trader was obtained which is particularly essential for days on which
spreading or switching operations occurred.

The transactions of three groups of traders have been analyzed in
this bulletin. The first group consists of the 42 largest speculators
operating on the Chicago Board of Trade during the period covered
by the study. These 42 traders comprise all of the speculators whose
market position reached 500,000 bushels or over in any one future
ab any time during this pertod. This group is therefore not only
representative but comprehensive.

The second group consists of the customers of 15 clearing firms of
the Chicago Board of Trade. These 15 firms were selected from the
clearing firms 7 of the Chicago Bosard of Trade, their business being
represontative of the small and medium-sized speculative traders,
None of the 15 firms are directly connmected with the cash-grain
business, none include the trading of the leading speculators smong
thetr accounts, but each is known to have a clientele of small or
medium-sized traders. The customers of these 15 firms carried an
average of 38 per cent of the total contracts open on the long side of
the market and 30 per cent of the total of all contracts open on the
short side. These percentages are large enough to be representative
of this class. '

The third group includes as far as could be ascertained, all of the
tadging accounts on the Chicago Board of Trade which at any time
during the period reached & position of 500,000 bushels or more.
There were 22 of these accounts representing milling compenies,
elevator companies, and grain shippers, both those shipping to the
interior and these exporting. Just how much of the total hedging
position for this period isincluded in thisgroup wasnot definitely deter-
mined. Judging from previcus studies and the fraction of the total

7 The sumber of cloaring firms varles from time to time but usually ranges between 130 and 140,
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of open commitments included in this group, it probably consti-
tutes 50 per cent of the total hedging position.

The trading operations of each of the three groups just described
were comparad with the price for the 1926 December whest future
and fer ali futures combined. This consisted in comparing the com-
bined net position of ench group at the close of the market each
day with the closing price of the appropriate future. This com-
parison revealed o pronounced direct relationship between the trad-
g of the group of large speculators and the price. This relation-
ship when measured statistionlly showed a direct correlation of
+0.71.

The second group cousisting of the smali-trader customers of 15
clearing firms when compared with price revealed an equally striking
relationship, but inverse in character, the correlation coollicient heing
—0.83. In other words, on days on which the price advanced,
this group sold more than it bought; and on days on which the price
declined it bought more than 1t seld. Likewise, the group of 22
hedging accounts also showed an inverse relationship, although not
as pronounced as with the group of traders represented by the 13 clear
ing firms. This inverse relationship was oceasioned in part by heavy
buying of hedges by milling interests as prices declined, their buying
being occasioned by unusual forward sales of flour, especially during
August and September, 1926.

Tho positive relationship between the trading of the group of 42
large speculators and the futures price prompted further analysis of
the transactions of this group. It was found that five of the 42 each
accumulated & long or short position in the market of over 2,000,000
bushels at some time during the period Juns 1 to December 31, 1926,
One of the 5 reached a maximum position of over 12,000,000 bushels
short and another a position of over 10,000,000 bushels short. It
was further found thatthecombined trading of these 5 largest specu-
lators accounted almost entirely for changes in the position of the
42, the transactions of the 5 being direct.%y related to price to the
extent of » positive correlation of +0. 72. The individuals comprising
the remaining 37 of this group traded at irregualr intervals, but as
a class their trading showeﬁr no signifieant relation to price movements.

By uniting the trading of these five leading speculators, a single
figure representing the combined net trade for the group of five was
obtained for anch (?ay. These daily net trades are simply the difference
between the net pesition of the group from the close of one day to
the closo of the following day, and they were therefore compared
with the net change in the appropriate futures price for the corre-
sponding. days.

There were in all 94 days of a total of 176 on which this group
traded to a net amount of 500,000 bushels or more. On 64 of these
94 days, or 68 per cent, the price moved in the same direction as the
net trade of the group—i. e., if & purchase, upward; if & sale, down-
ward. The net trading of the five amounted to 1,000,000 bushels
or more on 56 days; on 44 of these days, or 79 per cent, the price
moved in the same direction as their net trades. There were 28
days on which the net smount traded was 2,000,000 bushels or over
and on 24 of these days, or 86 per cent, the price moved in the same
direction as the net trade, There were five trudes which exceeded
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53,000,000 bushels during the day and in each case the futures price
moved in the same dirvection as the net trade.

These facts are presented in Table 7 (p. 30) and are shown in par-
allel columns with the results of similar comparisons made in the
two earlier studies. Each of the three studies shows substantially
thie same proportion of days on which the price moved concurrently
with the net trade. For all days on which the net trade amounted
to 500,000 bushels or over, the price and the net of purchases and sales
moved in the same direction two times out of three. For days on
which the net trade amounted te 1,000,000 bushels or more the price
aud the net of purchases and sales moved in the same direction threo
times out of lour. Similarly, when the net trades were 2,000,000
bushels or more the price and the net of purchases and siles moved
in the same divection four tunes out of five.

The results of this study und the results of the two detailed nves-
Ligntions Yt'u(‘(\ding it lead to the conelusion that without the accuma-
lation of leng or short “lines™ of millions of bushels by o very fow
leading speculators, the major swings in price would noé have been
so large. Particularly pronounced is the relation of price to the
market position of the lending speculators on days on which net
purchases or sales of large proportions occurred. [t is by no menns
n coincidence that the price and net trade moved in the same diree-
tion on 24 out of 28 of these individual days on which the net trading
of the five leading speculators aggregated 2,000,000 bushels or more.

In the two previous studies relating to the trading operations of
tho leading speculators it was suggested that some limitation should
be placed on the quantity of [utures, either long or short, that a
single trader imay be permibted to acquire, together with a limitation
on the quantity that a single teader may buy or seli in one trading
day for purely speculative purposes. This suggestion is again made.
Prelerably such a rule should be established and enforced by the
exchanges themselves. ere this done, it is believed a greater
degree of price stability would be attained. Price movements up
or down would be more gradual and to a larger extent more in response
to fundamental supply and demand factors. This is desirable both
for the farmer and for the grain trade generally.
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APPENDIX

Tasce 1.—The aggregale long, the aggregate short, and the combined nel position of 42 speculative traders, 15 clearing firms, and 22 hedging
accounts, together with the tolal open commitments of the market, for the 1926 December wheat future and for all wheat fulures combined, by
days, from April 30.to December 31, 1926

{In thousands of bushels—i. e., 000 omitted)

T'otal open com-

mitments 42 speculative traders?

15 clearing firms, all wheat futures 22 hedging accounts, all wheat
combined futures-combined

1926 Decemnber wheat All wheat futures combined
1026 De-
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c‘ev’;‘ctl’l‘;‘r futures
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short) short)
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1 For the 1926 December wheat future, otly 32 of the 42 traded.
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TaBLE 1.—The aggregale long, the aggreg
accounts, together with the tolal open commilments of the maris

“from April 30 to December 31, 1926—Continued

ate short, and the combined net position of 42 speculative traders, 15 clearing firms, and 22 hedging

et, for the 1926 December wheat future and for all wheat fulures combined, by days,

[In thousands of bushels—i. ¢., 000 omitted)
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TasLE 1.~The aggregate long, the aggregale shorl, and the combined net position of 42 speculative traders, 15 clearing firms, and 22 hedging
accounts, together with the total open commitments of the market, for the 1926 December wheat future and for all wheat futures combined, by
days, from April 30 to December 31, 1926—Continued

« [In thousands of bushels—i. e,, 000 omitted]
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TasLe 1.—7The aggregate long, the aggregate short, and the combined nel position of 42 speculative traders, 15 clearing firms, and 22 hedging
accounts, together with the tolal open comanitinents of the market, for the 1926 Deceinber wheat fulure and for all wheat futures combined, by days,
Jrom April 30 to December 81, 1926—Continned

47

[In: thousands of bushels—i, e,, 009 omitted]
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Tanwe 2 —The net posiiion tn whent fulures of five leading traders, by fulures

{In thousands of bushels—I. e., 008 omitimd]
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and for all fulures combined, by days, from April 30 lo December 31, 1926

[In thousnads of busiels—I, o, 000 ommed]l
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TanLe 2.—The net position in wheai futures of five leading traders, by fulures and

{n ihousands of bushels—i, 6., 000 omittod)
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for all futures combined, by days, from A prit 30 lo December 31, 1926—Cuontinued

[In thousands of tneshels—l. o., 100 omittwl] "
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Tanve 2.-—The net positien in wheat fulures of five leading traders, by fulures and

[T thousands of bushels—I., o., D00 omittad)
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for all fulures combined, by days, from April 86 to December 81, 1926—Continued

[in thovannds of bushels—I, s, 000 omitied]

Trader B

1004
e-
con-

1ernber)

Trader E

Traders A, B, O, I, and
E, ail futures combined
1T

0 1320
Sep- | Da-

Aggrepnte

et

1029
Dacember
trslers A,
I, £, and
D eombined

aud

Short

Laoneg

Short

Lamyr

12050770
i M)
T8 U5

—100}— 1285

—163;—1530

— B35 —1770). ...

— 135 =177

— 1351770 ...

— 1770

1, 525
1, 328
735




50 TECHNICAL BULLETIN 70, U. 8. DEPT. OF AGRICULTURE

TasLe 3 —Phe opening, kigh, low, and closing prices of the 19268 Decomber wheat
Suture with the daily runge and the net change in price, by days, from May & to
LDecember 31, 1926,

[Tn cents per hushel]
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Tanue 3.—The opening, high, low, and cosing prices of the 1926 December wheat
Ffuture with the deily range and the nel change in price, by duys, from Mey 5 o
December 31, 1928—Continued
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Tasre t—Average closing price and net change in price in ench of the wheat futures
during its period of dominance,! from L pril 30 to December 31, 1926
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Tance 4.—Averuge closing price gnd nel change in price in each of the wheat futures
during ils periot of dominance, from April 30 to December 31, 1826—Continved
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Fic. 2.—A composite of wheat-futures prives slowing each futire for the period during shich it was relatively the most Important comparod witl
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