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SUMMARY AND CONCLUSIONS

Prices of raw cotton and of cotten yarns and fabrics at times fluc-
tuate widely during relatively short periods. Holding substantial
quantities of these products from the time they are ready for market
until they are needed by consumers involves both risks of losses from
price declines and possibilities of gains from price advances. The
maein purpoese of this hulletin is to show the nature and extent of the
risks from these price changes and to indicate means of improving
the marketing of cotton and cotton products by reducing or offsetting
these risks.

Losses and gains from changes during the year in prices of cotton,
for the 6 years ended July 1853, averaged more than total cosis in-
volved in taking cotton from farms and delivering it to mills. The
corresponding changes in prices of colton yarns and fabrics were
greater than those for raw cotton. Ap alternafive to taking the
gains and suffering the losses on market interests in these commod-
1ties, as a result of changes in prices, is to offset them through the use
of futures as hedges.

Cotton merchants usnally hedge their long- or short-market in-
terests in spot cotton by offselting sales or purchases of futures con-
tracts. Operators of cotion mills may use futures markets in obtain-
g direct hedges against Josses from changes in prices, but usually
they buy cotton “on call” and leave hedging largely to cotton mer-
chants. Small local buyers and farmers as a rule do not hedge their
cotton, but most of them sell promptly and pass on the risks from
price changes to the larger dealers.

Effectiveness of futures trading in reducing risks from changes in
prices of spot cotton, yarns, and fabrics depends mainly upon the
extent to which changes in prices of these commoditics are associated
with similar changesinprices of futurescontracts. Largeswingsinprices
of spot cotlon usnally are associated with more or less similar changes
in pirices of futures contracts, particularly for the near-sctive months.
Because of the value added by manufacture and other factors, changes
in priees of cotton futures usually are net so closely related to chauges
in prices of cotton yarns and fabrics as to changes in prices of spot
colton,

Relationships between spot prices of cotion, yarns, and fabrics and
prices of futures contracts are alfecled by o number of factors. Ab-
normally large market supplics of cottor, when relatively smaller
supplies are anticipated, may depress spot prices in relation to prices
of futures contraels, particularly for the more distant months. Short-
ages of cotlon iramedintely available, along with the anticipation of
relatively larger supplics, tend (o rajse spot prices in relation to prices
of futures contracts, particularly for the more distant months.

Disparities between changes in spot prices and prices of futures
contracls at times result in considerable changes in basis (spread he-
tween the price of spot cotton of a specified quality in & given market
and the price of a specified futures contract). Gains and losses from
changes 1 basis are not offset by the normal hedging procedure. A
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practical consideraticn, in evalusting the usefulness of futures con-
tracts as hedges agﬂmst losses from changes in spot prices, is con-
cerned with determining how the risks from changes in spot prices
compere with risks from changes in basis.

Changes in spot prices compared with changes in basis show that,
during the B-year periods ended July 1941 and 1953, changes over 8-
week perzods in spot prices of Middling ¥s-inch ¢o tton in New Orleans
exceeded the corresponding changes in basis, caleulated from prices
of near-month fufures in New Or]ea,ns, 75 percent of the time. Changes
in spo$ prices averaged 2.3 times as great as the corresponding changes
in basis. These proportions are fawly typical for other qualities of
cotton and for other markets,

Relation of changes in prices of spot cofien fo changes in basis
varied considerably from year to year and from one period to another.
Usually, changes in spotb prices and in basis aversged greatest near
the change in the crop years, but the ralios of aversge changes in
basis to the corresponding changes in spot prices varied u;eculmly
from ome part of the season to another.

Changes in prices of ihe guantity of yarns and fabries obiainable
from a pound of cotton, over 8-week pericds, and the corresponding
changes 1n spread befween these pr'oes and prices of cotton fuiures
show that, during the 6-venr pemods ended July 1941 and 1953,
protection afforded by cotion [utures as lhiedges usually was less for
yarns and fabrics than for raw cotton.

Gains and losses from transferring hedges and from straddle
transactions may be used to supplement or offset gains and losses
from changes in spot prices and in basis. But data relating to changes
over 8-week periods in spread between prices of nesr-month and those
for more distanf month futures, during the 6 years ended July 1953,
when related to the corresponding chanoes in spread between prices
of spot cotton and prices of Tutures, for both current and 1mmedmtelv
following 8-week periods, showed htllc if any, correlation.

Trading in futures may give some protcctlon from changes in prices,
aside from offsets through hedges, by reducing them, Some students
of futures trading have concluded that huying and selling futures
by competent speculators tend to result in smaller but more frequent
fluctuations in prices. Others contend that conclhisive evidence is
lacking with respect to whether prices are in any measive leveled
purely as a resuit of trading in futures.

Any influence that futures trading may have on the average level of
farm prices of cotton comes mainly {rom its influence on cost of
marketing and menufacturing cotton. [Futures trading makes pos-
sible & Teduction in these costs by supplying means for mducmtr risks
from changes in prices and for making savings in interest {.halges and
in capital requirements.

Benefits of reductions in risks and in capital costs are offset to some
extent by direct charges for trading in {utures, the bulk of which are
represented by commissions. Apny pel suvings in marketing and
manufacturing costs, as o result of futures trading, wonld make pos-
sible & reduction in margins necessary for markeling and manufnc-
turing cotton. Available inlormation is not aderjuate for ascertaining
to what exfent any such savings are passed on Lo growers in the form
of higher farm prices or to consumers in the form of lower prices, but
1t appears reasonable to believe that both producers and consumers
would be benefited by such savings.
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Price Risks for Cotton and Cotton Producis
and Means of Reducing Them'*

By L. D. Hlowern, agrievliural cconomist, Agricultural Muarketing Service

INTRODUCTION

Prices of raw cotion and of coiton yarns and fabrics sometimes
fluctuate widely during relatively short periods. Changes in these
prices are accounted for mainly by changes in the relative supply-
and-demand situation und in purchasing power of the monetary unit
in terms of which the prices are expressed (12). *

Cotton growers normally market most of thelr crop from September
to December. Operators of cotton mills usually are not disposed to
buy their whole year's requirements during this short period. Con-
sequently, cotton merchants ordinardy buy more cotton during the
harvesting season than they sell to mills during this period. Holding
cotton from the time it is ready for market until it is needed by mills,
invelves both risks of losses from declines in prices and possibilities
of gains {rom advances in prices.

Operators of cotton mills seldom find 1% possible to buy spot cotton
and to sell simultaneously the yarns and fabrics to be made from it,
or to sell yarns and fabries and to buy simultaneously raw cotton
{or use in their msnufacture (8). Consequently, they may buy raw
rotton at fixed prices long before the yarns and fabrics made from it
are sold at fixed prices, or thoy may sell cotton yarns and fabries ab
fixed prices long before they buy at fixed prices the raw cotton used
in their manufacture. These operations, when practiced, result in
risks of Josses, a5 well as possibilities of gains, from changes in prices.

Cetton merchants and operators of cotton mills usually specialize in
raerchandising raw cotbon and in manufacturing yarns and fabries,
respectively, and generally they are not in a favorable position to
assume the rislk of loss from changes in prices. Consequently, they
make use of the futures market in hedging, or in buyiog and selling
“on call {see p. 46). Scme farmers also sell “‘on call.”

Cotton merchants usually hedge their long- or short-market in-
terests * in spot cotton by offsetting sales or purchases of futures
contracts,t  Operntors of cotton mills may make use of the futures
market in obteining direct hedges against losses from changes in
prices, but usually they buy cotton on call, leaving hedging largely
to merchants, Small local buyers and {armers, as o general rule,

1 Submitted for publication, Qctober 1 1954,

? Ttalic nwinbers in parentheses refer to Liternture Cited, p. 97.

3 The term “market interest,” as vused in this bulletin, refers to the guaniity
of the products purchased al fixed prives or otherwise owned (long-markct in-
terest} und that sold “short” at fixed prices (short-market interest).

4 The expressions “buying or selling fetures or futures contracts’ are used in
this bhulletin to mean entering ielo & contract to buy or to sell eotton for delivery
during o specified monih in accordance with the rules and regulations of fubures
exchanges.
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do not hedge their cotton. But most of them sell promptly, passing
on the risks from price changes to the larger dealers.

Fear of loss and the possibility of gain motivate futures trading in
cotton. Trading in cotton futures consists either in assuming these
risks zs speculators or in offsetting them as hedgers. The term
“speculation’” in common business usage is generally applied to the
field of ventures, the outcome of which is relatively uncertnin and,
hence, {rom which profits or losses are likely to be lnrge (8). In
{utures trading it is applied particularly to atlempts to malke profits
by voluntarily assuming the risks, along with the possibilities of gain,
from changes in prices. The success of the speculator depends mainly
upon his buying and selling on the busis «f an accurate anlicipation
of ehanges in prices.

Hedgers include principally cotton merchants and cotlion manu-
factwrers who buy and sell cotton fulures as & means of transferring
to speculators and other hedgers who are willing {o assume the risks
involved in later changes in prices. Cotton merchants mainly sell
futures (short hedges) to protect purchases of spot cotton against the
possibility of declines in prices bhefore the cotton is sold ot "“fived”
prices, although at times they maxy sell spot cotton for forward delivery
at fixed prices and buy futures (long hedges) to proteet themselves
against o possible advance in prices hefore the cotton is bought.
Manufacturers, on the other hand, may buy futures as a hedge against
o possible tise in prices of cotten when they have sald varns or fabries
alead and sre not able, or are not disposed, to purchase simultaneously
the cotfon required. They may also sell futures as a hedge against
losses from a possible decline jn prices when eoflon is bought at fixed
prices hefore the cotton produels are sold and their prices fixed.

Purpose of This Bulletin

The main purposes of this bulletin nre: (1} To show risks of losses
and possibilitics of gaing [rom ehanges in prices of cotton and of colton
yarns and fabries; (2) io ascertain lo what extent futures Lrading
aflords proteetion from these changes by offseliing the risks from
price changes through hedging and other transactions; (3) to indicale
the influence of varous factors an the spot-futires price relationships
and prefection aflorded by futures as hedges; (4) to show guins and
losses from transferring hedges and from straddle (ransactions; (3) to
indicate the effects of trading in fu{ures on fluctuations in prices of
spot collon; and {6) to give some indications of the effeets of trading in
futures on the stability and level of cotton prices, on thecosta of market-
ing, on incomes Lo producers, and on cvsls to consmers.

Method of Procedure and Scope of Study

Gains and Josses from clianges in prices of cotton, yarns, and labries
and [rom siraddling, and protection aflorded iy Tutures as hedges, ars
indicated by changes in prices and in price spreads over speetfied
periods.  No atlemptl was made {o show results for netual operations
of individuals in the market, as was done on a limited seale in the
case of “A Study of Cotlon Hedging for Grey Goods Mills, 1021-26"
(17). Data (o show average results of such operations would need
to include delerils of all transactions for a representlative sample of
operators during a representative period of time. Problems involved
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in selecting a representative sample of operators, in making satis-
factory arrangements for obtaining from each operator detailed data
for all transactions during a representafive period, and in tabulating
and analyzing these data may be such as to make this kind of study
impracticable.

It 15 recognized, of course, that price risks for cotton and cotton
products may be influenced by Government; i. e., price support and
production control programs, surplus removal programs (including
subsidies to domestic consumers and to exporters), and price ceilings
and floors. But no atlempt is made to show in this bulletin the
influence of suel programs on price risks for these commeditics.

Results presented in this bulletin are based on analyses of data
relaling to prices of (1) spot coiton, (2) cotton futures, and (3)
selected cotton yarns and fabries for the prewar period—August 1935
to July 1941—and for the postwar period—August 1947 to July 1953.
Prices of spot cotton ol specified gualities in New Orleans and Augusta,
Ga. (as officially quoted), closing prices of New York and New
Orleans cotton futures contracls and prices of selected cotion yarns
and fabries in New York, adjusted to approximate the value of the
gquantity of yams and fabrics obtainable {rom a pound of cotton,
were used in the analyses.

Data used are mostly quotations on Wednesday of each week.
Quotations on Wednesday are thought to represent a fairly typical
cross section of prices from time to time for the commodities and in
{he markets studied. It is recognized that closing prices vary from
day to day and that prices during the day may vary considerably
from those at the clese. Furthermore, closing prices on Wednesday
ilo not reflect all varintions in prices registercd on cotton futures
exchanges nor in prices at which spob ectlon was sold in the specified
markets. Consequently, the results obtained from the use of these
data represent typical averages. They may show considerably more
or less gains and losses from price changes and hedge protection
alforded by futures than was actually obtained by some individuals
iy making specific trapsactions in ihese markets during the periods
eovered by this study.

Obviously, those who were adept in predicling changes in prices of
cotion, yarns, and fabrics and in “hasis” 3 may have Leen able to
obtain greater gains and to sufler Jess losses {rom price changes, to
realize more hedge protection, and to make greater gains and take
gmaller Insses from {ravsferring hedgoes and from straddle transactions
than the average results of this study show. On the other hand,
those who were less able to prediet changes in prices and in basis may
have pealized less hedge proteclion and had ereater losses or made
less aains from changes in prices than indicated by the average results.

The nunther of observations used in the analyses generally amounted
te one cach wock, exeept in February and AMareh 1951 when quolations
were not available because of price ceilings. When (he markets wore
closed for hiolidays on Wednesdays, price quotalions for Thursdays or
Tuesdays uvsually were used. Dilferenees hotween spot priees of
eotton, varns, end falrics on Wednesdays, separated by 4-) 8-, and
16-week periods, were used o show gains and losses from ehanges in
spot prices.  Differences in the spread hetween spot prices and prices

5 The term “hasis,” as employed in fhis bulletin, means the differcnee or sprend
between the price of spol cotinn of a speeified quality in a given market and Lhe
price of & specified futures contract.
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of futures contrects on Wednesdays, separated by 4-, 8-, and 16-week
periods, were used to show gains and losses from changes in basis, or
spread belween spob prices and prices of futures contracts. Dif-
ferences in spread between prices of two futures contracts for the same
and for different markels on Wednesdays, separated by 8-week periods,
were used to show gains and losses from switching hedges and from
straddle transactions.

Simple averages of these differences were calculated, and no attempt
was made to use weights based on estimates of the quantity of hedges.
Substantial changes during the year in the quaniity of hedging are
indicated by date showing open commitments, semimonthly, of large
merchants and mills in connection with their long and short hedging
commitments, as reported by the Uommodity Exchange Authority
{21). The published data on hedging commitments in cotton are not
shown separately for each futures contract and consequently do not
provide a basis for weighting the relative hedging importance of the
various futures in estimating gains and losses per pound of colton.
Caleulation of totel gains and losses of all merchants and mills from
hedging operations is not possibie from the hedging commitment data,
as they do not include commitments of merchants and mills whose
futures positions are smaller than the reporting requirement. Data
showing length of hedging periods ate not available, and periods of
4, 8, and 16 weeks were arbitrarily selected for use in this study.

Gaias and losses are shown in cents & pound for cotton and in cents
for the quantity of cotton yvarns and fabrics obtainable from a pound
of cotton. Gamns and losses from changes in spot prices, {from changes
in basis, from transferring hedges, and {from straddle transactions are
shown separately. It is recognized, of course, that individunl cotton
merchants or manufacturers may cngage in one or more types of
operstions involving long- or short-market interests in the spob com-
modity not hedged, long or short interests in the spot commodity
offset by sales or purchases of futures contraets, the transfer of hedges
from one futures contract Lo another, and siraddle transactions between.
futures months and markets (3).

Gains and losses from one type of transaction may be supplemented
or offset, in whole or in pari, by those from other types of transactions.
Furthermore, transactions in spot and Tutures marlkels may be parls
of larger ventures involving a variety of interests. Tt micht be helpful,
in evaluating the protection afforded by trading in futures, to know
under whal conditions and to what extent cotton merchants and
mapufacturers supplement or offset their gains and losses {rom one
typa of transaction with those [rom other types.  But the information
available for this sludy is not adequate for this purpose.

RISKS IFROM CHANGES IN SPOT PRICES

- Risks of loss, as well as possibilities of zain, from changes in prices

of cetion and of colton yarns and fabrics are functions of market
interests in these products combined with the probability of chanees
in prices. The extent of market interests in cotton may be indicated
by deta which show Uiat stocks of cotton in the United States during
the 6 years ending with Jduly 1941 ranged from 4.5 million bales in
July 1937 to 23.5 million bales in Angust 1939, and averaged 14.6
million bales. Similar data for the 8 years cnded July 1953 show
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that stocks ranged from 2.3 million bales in July 1951 to 20.1 million
bales in August 1949, and averaged 10.1 million bales (20).

Similar data for speciﬁed cotton yarns and fabrics are not available,
but, according Lo information made available by the American Cotton
Manufacturers Institute, Inc., stocks of broad woven cotton goods,
dunng the 5 years ended 1941 ranged from 2.8 to 11.7 equivalent
week's production and &TGI'&U'(‘C] 7.2, During the 8 years ended 1953,
stocks of these goods ranged from 1.1 0 5.7 cqulmlent week’s pr oduc-
tion and an;'emo'ed 2.8. Similar data relafing to unflled orders show
that, during the prewar period, they ranged from 4.8 to 32.0 cquivalent
week’s production and averaged 13.3.  In the postwar period, unfilled
orders ranged from 3.3 to 16.2 equivalent week's production and
averaged 9.6,

It is apparent from these data’™that marvket interests in raw cotion,

rarns, and {abries usually ave great cnough to result in large gains or
osses from substantial changes in prices of these pr oducts.

Extent of Changes in Spot Prices

Drata relating to changes in prices of raw coilon, colion yarn, and
cotton {abrics are presented in the ovder listed.

Raw cotton.—Quoted prices of cotton inn contral markets show wide
fluctvations during the vear (fig. 1), In 1937, for exnmple, spol prices
of Middling 15'16-ineh cotton in New Qrleans deelined {rom 15.50 cents
& pound on Mareh 17 to 8.50 eents on October 6, a decline of 7 cents

] ]
Frint cloth { cbloinoble from 1 1b. of coiton)
Corded yorn toblainobla from 1 1B, of cotion]
— Middling 1514 inch cotton

Fulures pricas lor peor-octive month

i

0 lv..}l..l.'.:I,..i..:.l.i..lh.q:.<1I.,i...:1.‘..l. ,.i.,,.u,, .I,].,.I.,-I"..- ..i-.JI'..;...
1938 1937 1938 1939 1940 194

TYEAT EMBTHE TULY

U 4 TEFARTHEHT OF LSRMCULTUML HEC. 1278= 24117 AGRICULTURAL HAPCETING LEPYICE

Fioure 1.—S8pot prices of Middiing 15'16-inch eotton and colton fuiures {or
thie near-aetive month in New Urleans mad prices in New York of tbe guantities
of earded cotlon yarn {10s) and colton print cloth (397 S0 x S0) obluinable
from o pound of collon, 198611,

The larpe ehanges in prices of spof catlon, earded yarn, and print cloth usually
ere assoecinfed with mwore or less similar changes in prices of collon futures, biub
at times the spreads between spol prices, particularly of yarns and [abrics, and
prices of cotton fulures yvary widely.
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within less than 7 months. In 1941, prices of this cotton advanced
from 10.11 cents on February 5§ to 15.40 cents ou July 16, an advance
of 5.29 cents within less than 6 months. During the 6 years ended
July 1941, ranges during the year in these prices averaged about 3.78
cents & pound, or about one-third of the lowest price during the year.

In more recent years, prices of cotton have advanced to relatively
high levels and the extent of price change has also increased. In
1950, spot prices of Middling 15/16-1neh cotion in New Orleans
advanced from 33.90 cents a pound on Sepiember 5 to 42.90 cents on
December 5, an advance of 9 cents within about 3 months. In 1952,
prices of this cotton declined from 40.15 cents on August 6 to 32.40
cents on December 17, a decline of 7.75 cents within less than 5 months.
During the 6 years ended July 1953, ranges in these prices during the
yvear averaged about 7.96 cents & pound, or almost one-fourth of the
lowest price during the year (fig. 2). These ranges in prices averaged
substantially more than total costs involved in taking cotton from
farms and delivering it to mills (15).

Data on quoted prices of Middling 15/18-inch spot coiton in New
Orleans show ratber large changes over relatively short periods.
During the 6 years ended July 1941, differences hetween these prices
on Wednesdays, separnted by 8-week periods, reached as much as
3.59 cents a pound and they averaged 0.74 cent (table 1). These
differences amounled Lo 2.25 cents or more & pound about 6 percent
of the time. In the postwar period, August 1947 to July 1953, differ-
ences between prices of this cotlon on Wednesday, separated hy

¢ PER LB. R

H i

= Prini cloth {obtoinable from b, of cottan} .
=== Corded warn [obtainable lram 1 b, of cotiond -
—e Middling 15fi& inch cattan

~—— Futures pritas for neor-octive month

-

e
-, -
- e =

ACTWE FUTLRES MWO1IM
wid ot (L b uir T ST L [lad i hnv b
wat mr wan LCA I o 5 mat owr ead L A i
{2 T T T T S T B T ' 1l 1 LI B R I LAY
P

1948 1949 i950 1951 1952 1953

TLaR £9OWE JULY

2% i
L |

LTS P

:'v:1..|.|h,.F..i...'..1,,..‘1,,]..1‘..'!1,.|..|..|.,

U 3} ODCFSRTUIKT OF AGH.CULTLRE HES IT7tea0th. AGRICULTRAAL WAGKE LG SCRVICE

IFigure 2—5pot prices of Middling 15/16-ineh cotton and cotton futures for
the near-active month in New Orleans and prices in New York of the quantities
of coarded cotton yarn (10s) and cotlon print cloth {39 30 x 80) obtainable
from a pount of collon, 1948-53.

The large changes in prices of spot cotlon, earded yarn, and print eloth ususlly
are asscciated with more or less similar changes in prices of cotlon futures, but
at times the spreads belween spot prices, particularly of yarns and fabrics, and
prices of cotton futures vary widely.
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8-week pericds, in some instances ¢xceeded 8 cents a pound, and they
averaged 1.98 cents (table 2). The differences amounted to 3.25
centis or more a pound glmost 22 percent of the time.

Extent of the changes in prices of spot eotton over 8-week periods
vary from year to yesr and from one part of the senson to another.
Such changes usually are greatest toward the end of one erop-year
and near the beginning of the next. when changes in the immediate
and prospective supply-and-demand situation for cotten usually
are greatest. During the 6 vears ended July 1941, changes in spot
prices of Middling 15'16-lnch cotton in New Orleans over S-week
periods ended May to September averaged 87 percent greater than
the average for 8-week periods ended during the other months (table
3). During the 6 years ended July 1953. similar changes over S-week
periods ended July to September averaged 44 percent greater than
those lor S-week periods ended Octeber and November, and averaged
more than twice s great as those for S-week periods ended during
other months {table 4).

Tasre L—(hanges orer S-week periods in spol prices of MMiddling
15, inck coefton in New Orleans, 1036411

Year ended July—

Item
1946 1037 1838 1639 1040 1841 Total
Change in eenis per : )
pound: Number N umber Numher Numher Number Number Number
Under —2.25__ _._ ) S L g
—225 10 —1.V0G_._ 1 2 A el el 5
-~ 172t —1.28___ 2 4 e i wmaweman 1
—-1.2510 —U7o__. 1 B 4 U 3 6 25
—0.75 0 —0.26___ 17 v 11 | 4 14 & 33
—025in 034 .. I T 9 23 - 21 g 30
.25 to 074 ... i 13 12 10 7 L 63
Q75w 124 ____ .. T s { T 3 s 36
.25 te 154 o ... 1 S 3 oo 7
1.73 w224 .. 1 e Ceoas 1 4 n
2,23 and over-. .. o e e 1 5. 10
Totalo._ ... .. 43 52 52 an 53 32 07
Gain .o Ty ey ey 9% 95 35168
Loss oo kit 3 32 2t pti- 13 138
Cents  Cenis Orats {eris Cents Cenis Conls
Averaee clianee . L o {L GO =1 0.4s {41 033 1,01 0. 74
Gain, ... . .63 a2 L34 L4 e 1,13 i)
Loss..o ... - LT w3 124 37 37 .13 L TG
Alaxhinan:
[R7: VT, VR, 2, 62 1, 52 .om 110 243 3.20 3. 20
Loss . ... ... 2,37 1. i 3. 59 1. 14 1. 02 1. 18 3. 30

1 Prives as officially quoted, usually an Wednesday or Thursday of ezeh week,
? Gain and lpsa on long interests in spot cotron net hedzed,
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TasLe 2.—Changes over 8-week periods in spot prices of Middling
We-tnch cotton in New Orleans, 1948-58 1

Year ended July—

Item
1948 1949 1630 I 1951 1952 1953 | Total
Change in cents per
pound: Number Number Number; Number Number Number| Number
Under —3.25_____ 12 S I, i g 36
—-3.25 to —2.76___ 2 1 1 P 6
—2.75 to —2.206___ 4 1 3 8
—2235 to —1.76.._ 1 1 4 3 12
—1.75tc —1.26._. 1 2 4 4 17
—1.25 to —0.76___ 4 3 5 3 2 17
—0.75 to —0.26___ 2 4 2 3 6 17
—0.25 to 0.24____ 1 I4 3 13 5 16 al
0.25 to 0.74—____ ! 3 13 7 2 3 7 35
075to L.24_______ 2 7 8 3 1 2 23
125 to LVd o __._ 1 2 12 2 b T 20
1756w 224 ____ 3 R 3 2 3 e _ 11
223 t0 274 ______ 1 o [, 4 O g
275 {0324 ______ 4 . 7 U I A 8
3.25 and over_____ 9 . i 3 S 9 29
Total. .o . __. P50 52t s 0] 531 52 299
Gain?________._____ P24 26:  a35) a8 25 20 158
Loss? oo .. L2, 24} 17 4 28 30 129
! Cents 'r Cenis | Cenls | Cents | Cents | Cenls | Cents
Average change.____i 2,98 1.10 L80j 217 3.00} 132 108
Gain__...________ 276 .62 1307 235 288] .37 L73
Toss_ oo __ P34 LY L2005 24 3. 27 2,03 2,47
Maximum: i . i ; i
Gaino__________ 58 135 5.20 0 5. 20 705 - L20 7.95
Loss o ___o_o__ 790 603 2,03 S 41 i 10. 36 F 4, 35 10. 36

! 8pot prices as efficialiy quoted, usually on Wednesday or Thursday of each

week.,

* Gain and loss on long interesis in spot eolton not hedged.
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Tasre 3.—Changes over B-week periods in_spot prices of l\/ﬁ,ddlmg
185 inch cofton in New Orieans, by pertods ended during specified

months 1986-41 1

Changes for periods ended—

Iiem
July lo-loct ]5— Dee. 15-‘\[:11' 15~ May 15- Total
Oct. 14 [ Dec. 14 I Mar. 14| May 14 | July 14| P
Change in cents per
pound: Nuyumber | Nymber | Nwmber | Number | Number | Number
Under—2.25________ L S FUU SUPEUR SOV 9
—2.25 to—1.70..__. K P I S 2 ]
—1.76to—126G__._._ 4 2 . 1 3 10
—1.25 to—0.70.____ 19 3 1 2 25
—D.75 to— 0260 ____ 18 6 i2 i 10 53
—0.25to .24 ... 144 13 20 22 11 &0
0.25 to Q.74 __ . ___ [§] 18 28 8 5 G5
0.75t0 124 ___._.__ 2 3 9 8 9 36
125 to 174 .. ) I O 3 b 3 IR 7
1.6 to 8.234_ el 2 2 3 7
225 and OVer.__ o _feooo_ 2l L. 8 10
I 13
Total. oo e oo 76 52 7 A2 53 307
Gain®___ . ________ 16 33 84 31 a4 1G8
Loss ... 60 18 20 21 19 138
Clenfs Clenis Cenis Cenis Cenls Cenlis
Average change. ... 1. 00 0. 53 4. 53 0. 52 1. 03 0.74
Gain_ ... .43 . G7 . 51 . GG 117 .73
Loss. oo 1. 14 .45 .20 .32 .79 .76
Maximum
[@F:4] W 1. 51 2. 62 2. 12 1. 82 3.29 3. 29
Losae oo 3. 5% 1. 42 .73 1. 70 i. g6 3. 89

1 Year ended July.

Prices as officially quoted, usually

Thursday of each week,
2 Qain and loss on leng interests in spot cotion not hedged.

on Wednesday or

13
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TasLE 4.—Changes over S-week periods in spot prices of MiddEng
YWe-inek cotton in New Orleans, by specified periods, August 1947~
July 1958

Period ended—
Ttem i | |
waly 16— 0et. 15— Dee. 15~ Mar. 15 May 16 Fotal
, Oct. 14 | Dec. 14 | Mar. 14 | May 14 | July 14 [ t©
. 1
Change in cents per ,l : l
pound: Nuwmber ¢ Nuwmbar | Number ~ Number | Number | Number
Under—3.25.__..___. ! 22 | 8 3 T ' 3
2325 t0—2.76. .. IR I O D ; 2 6
—2.75 to—2.26_____ 1 2 LS S 1 8
—225 to—1.76_____ 2 I 6 | 12
-1.75to—1.26.____! 11 1 L P, 1 17
—1.25 to—0.76.____ b 2 3 1 6 17
—0.75 to—0.26____ E] 2 4 3 3 17
—0.25to 0.24_._____ L 11 i 13 18 51
025 to 0.74_________ 2 4 g 15 B 35
¥dto 124 ____| ______. 5 11 4 3 23
125t 174 ___ 2 2 7 2 7 20
175 t0 224 ___ - 1 1 4] 1 2 11
225 to 274 ________ 3 3 -3 I 1 9
2756 t03.24 . ____ 2 1 2 1 2 8
3.28 and over__.____ 2 11 5 4. ! 1 29
Total____________ T3 53 70 45 a6 299
Gain L _ 19 34 44 24 27 158
Toss 2 ____.___. 55 18 23 g 22 128
Clents Cenls Cenis Cents Cenis Clents
Average change.. ... 3. 35 2 32 159 0.85 112 1. 68
Gain._____._______ 2. 87 2. 39 1. 52 1. 13 1. 18 L 73
L0858 3.58 2,31 1. 77 . 55 1. 40 2. 47
Maximum: :
Gaino___________.___ 5. 20 7. 0b 4. 90 5. 85 3. 65 7. 08
Tossoo e . b10. 36 | 4. 35 I 3. 50 l 1. 80 3. 91 10. 36
I ' !

! Bpot prices as officially quoted, usually an Wednesday or Thursday of each
week,
* Gain and loss on loug interests in spot cotton not hedged.

The extent of the changes in prices of cotton vary considerably with
the length of the period. Resulls of analysis of data relating to prices
of Middling *¥e-inch cotton in Now Orieans, for both the prewar and
postwar periods combined, show that differences between spot prices
on Wednesdays, separated by 4-week periods, averaged about 64
percent as great, and those for 16-week periods averaged about 149
percent as great, as those for 8-week periods. Changes in these prices
over specified periods vary somewhat with the quality of the cotton
and from one market to another, but, on the average, these variations
are nof great.

Cotlon, yarn—~—Daba relating to flucbuations in prices of cotton
yarn in New York show that for the prewar period, August 1935 to
July 1941, the range during the year in value of the quantity of carded
cottonn yard (10s) ovtainable from & pound of cotton averaged 6.9
cents, or about 38 percent of the lowest price during the year (fig. 1,

14




p.9). Similar data for the postwar period, August 1947 to July 1933,
show that annual ranges averaged 8.77 cents, or about 16 percent of
the lowest price during the year (fg. 2, p. 10).

Quoted prices of carded cotton yarn in New York show rather large
changes over relatively short periods. During the prewar period,
August 1935 to July 1941, differences between the values of the
guantity of carded cotton yarn (10s} obtainable from a pound of
cotton on Wednesdays, separated by S-week periods, reached 7.2 cents,
and averaged 1.45 cents (table 5). These differences amounted to 3.25
cents or more abont 10 percent of the time. Comparable data for the
postwar period, August 1947 te July 1953, show that in some instances
changes over 8-week periods exceeded 7 cents, and they averaged 2.28
cents (table 6). These changes amounted to 3.25 cents or more about
22 percent of the time.

TaBLE 5.—Changes over §-weeck periods in prices of carded cotton yarn
(10s) in New York, 1956-411

Year ended July—

Ttem . i

i ; X ! i
1936 | 1937 | 1938 © 1939 1940 1841 | Total

1
. .

Change in cents per

' :
pound: Number Number Number Number Number Number Number
Under —3.25__.__ ) T 4 b2 S [P : 13
—3.25 to —2.76___; 1 5 I Ll ; 10
T275 to —2.26 - e SRR B S 37T i 9
—2.95 o —1.76._.; 6 | 1. B oo 19 I, : 24
—1.75 to —1.26.. 4 1 2 - S .- 15
—1.25 o —0.78___. 4 1 B el ! 1 it 18
—0.75 to —0.26___i 2 41 10 10 1 7 3
—0.25 to 0.24_____} 6 3 71 i6 | 11 6 49
0.25 to 074 _____. T 5 2 12 3. 11 43
0.75 to 124" 3 £ 4 7 3, 1 29
125t0 V74 ______ 1- 4. n 3. 3 18
1.75to 2.24______. 4 B o s 3 3 17
225 t0 274 _ .. HI o - 3 4] 15
275 t0 3.24 . ' 1 L e e | R 4
3.25 and over.___. i 1, s e mmm ' 4 0 19
Total.o__._.... 52 52 52 52 53 52 313
Gain o oeoo 22 32 6 ag i 20 35, 141
et 24 17 39 10 . 22 Ll 123
Cents  Cents . Cents : Cenls + Conts | Conls 3 Cenis
Average change. ... LG8 LBG - 132 0.4¢; L51; LB8G, 145
B e L53- L74. .75, .81 2.07¢ 2357| 175
LoSS. ot e 2.25: 241 LGh .45  LT6° L6L1 L 70
Maximum: : ) . :
Gaine oo - 360 3.60 L900 1.35 0 450 200 7.20
OB e m e e 4. 50 4. 50 3.60 .45 2,70 .90 4. 50

1 Prices as reported in Deily News Fevcord, usually on Wednesday or Thursday
of ench week, adjusted to approximate the value of the quantity of yarn oblaio-
able from a pound of cotlon. .

2 Ginin and loss on long interests in yuro not hedged,
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TasrLe 6.—Changes over 8-week periods in prices of carded cotton yarn
(10s) in New York, 1848-531

i
f Year ended July—
|

Ttem : H
| 1948 © 1949 1950 1951 1952 1953 | Taotal
. | . T
Change in cents per | | i i
pound: 'if\"mnbcr Number, Number Number Number A umber Number
Under —3.25. . __.)_ ______ i 1 15 8 31
—323t0 =276, ____ L3N I I 3
—3F5to —2326._ _f.______ [T I, 2 1 3 11
—2.25 to ~1.76.__¢ 4 9 A 2 I 12 28
—17hte —1V.26. . .- [ 2 D E 1 ). _____ o
—1.35t0 —0.76___ 5 12 11 [ ] 6 40
—0.75 fo —026___ 8. 1 9
—0.25 10 0.24.____ i1 g i I 8 9 54
0250074 ______ D PRV PSSR ROUPRUUOUOR (N N SRR 2
0.75to 1.24 ______ 4 2 F 3 1 17
1.25to 174 ______ ) O SRR RSOSSN IV AR AU 1
1T 224 _____. kI G 2 1 10 22
2.95 to 274 ______ o S - S 2 2 16
2ybto 324 . __ 1 e e DI P 2
3.23 nod over_____ 2 1 23 L 35
Total. ... 49| 50 3 s 47} 51 276
Gain 2. _______.___ 21 | 2 29 25 | 12 13 95
Loss ? o eeeees 17 39 12 3 27 2y 127
Cenis | Cenis | Cends | Cen's | Cenls | Cents | Cents
Average change____ ! 1,45 1.83 LI 33| 277 1. 84 2, 28
L T 2. 66 i SO0 293 G605 2.55 1 L.87 3 51
Los8. e . a0 2. 83 . 68 3. 60) 3. 68 239 2 34
Maximum: : !
Cain. o 5. 40 O 0 B.10 ;) 13580 1 6. 30 2,70 13. 50
L1058 e 1800 6301 LS0{ 540, Q457 450 945
i i I

¥ Prices as reporled in Daily News Record, usually on Wednesday or Thursday
of each week, edjusted (o approximate the value of the quantity of yare obtain-
able from g pound of eotton.

? Guin and loss on long itnterests in yarn not hedged.

The extent of changes aver S-weck perinds in prices of the quantily
of carded cotton yarn obtainable from a pound of colten vary con-
siderably from wear (o vear and from one part of the season to an-
other. In the prewar period, yearly average changes in prices ranged
from 0.49 cent for the year ended July 1939 Lo 1.86 conts for the
years ended July 1937 and 1941 (able 3). TIn the postwar period,
similar changes i prices ranged from an average of 1.15 cents [ar the
yvear ended July 1950 to 6.59 cents for the vear ended July 1953
(table 6). Average changes over 8-week periods ranged from 1.17
cents for 8-week periods ended December Lo February to 1.83 conts
Tor 8-week periods ended March and April. in the prewar years {table
7), and from 0.6G cent for 8-weck periods ended May and June to
4 cents for 8-week periods_ended July to September, in the postwar
periad (Lable 8), - '

The extent of the changes in prices of carded cotton yarn vary
considerably with the lenglh of the period. Results of the analysis

16




of data relating to changes in value of the quantity of carded cotton
varn (10s)} obtainable from a pound of cotton, for both the prewar
and postwar periods combined, show that differences between prices

o on ednesdays, separated by 4-week periods, averaged about 57
percent as great, and that these for 16-week periods averaged about
175 percent as great, as those for 8-weck periods.

Cotlon fabric—Data relaiing to fuctuations in prices of cotton
{abrics in New York show that for the prewar period, August 1935
to July 1941, the range during (he vear in prices of the quantily
of cotton print cloth (3977 80 x 80) abtainable from a pound of cotton
averaged 8.4 cents. or about 36 percent of the lowest price during
the vear (fig. 1, p. 9). During the postwar period, August 1947 fo
suly 1953, these ranges averaged 235.49 cents, or about 35 perceny of
the lowest price during the year {Ag. 2, p. 10).

TanLe T.—hanges over S-week perinds in prices of carded cotton
yarn {108y in New York, by specified periods, August 1935-July
19411

S-weelk periods endoed—

Iiem : :

Juiy 15~ Oet, 15~ Dee. 15~ Mar, 15— 3ay 15— Total

Uel. 14 Dee. 14 Mar, 34 May 14 July 14 ~9H
: T

Change in cenls per

pound: Number Numher Nymher Number Number . Number

._ Under —3.25 . ... 2 . T oo 4 13

—3.35 to —2.7G__ .. 1] 1 I oeiea-- 2 10

- 2750 —2.236G__.. + 1 2 1 1. 4

— 225 ta —1.56G... . 2 Q 4 8" Co x|

—L¥bte —1.20G L. ..o, e 4 {} 5 15

— 1253 t0 —0.70_ ... 2 . 3 8 5 18

- 0TH W 0.2 11 1 . 5 5. 34

-2 0 24 L L. 14 2 N 5 i 49

1i T 14 4 7 43

4 1 ] 1 G 22

4 T 1 3 3 18

1 & . 4 i 17

2 ) X} 1 | I ’ 18

RAPES FTO 15 F T 2 I 1 . L U 3

3.25 aed over .. s 4 1 T 2 19

Toinl... .. . ._ b 52 Y 53 HE 13

Cidinn 2. ... o An a4 26 20 19 141

Tass 2 ... .. 27 12 3U 28 26 124

{ enis Cenly £t ads {ents Cents Cenls

Average change | 12y 1080 i.17 1. 83 L4l 1. 45

Gainao. . . . . L3 1,93 123 300 i. 35 1,73

Toss. ... ... . L7 1. 64 93 1. 29 1. 78 1. 70
Mavimum: :

{infn. .- .. . I 4. 068 A, o 7. 20 i 360 7.20

Tass (oo L. 360 S5 3,60 270 . 458 €. 80

. 1 Prices as coporlidd in Paily News Rrecord, vsually on Wednesdoy or Thursday

of each werk, mbjusted fo approvimaie the value of yacn oblainuble from & pound
ol cotion.
T (ruin and loss on long inforests in varn not bedged,

430709 55 - —-2 i7
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TaBLe 8-—Changes over S-week periods in prices of carded cotton
yarn (10s) in New Tork, by specified mperrods, August 1847-July
1958 1

i
I &week periods ended—
1

!
July la- Oct. Ia— Dee. }a—IMar 13- May 15—
Oct. 14 | Deoc, 14|\1ar 14[\{9,;, 14%July 14

i ' | :

Change in ceats per t ! | !
pound: PN umber i Nunber ; Number | Number | Nwmber | Number
Under —3.25 : . 3

--2‘70 to —1 fG__-_" 1
—1.73t0 —1.26_ j
—1.25 to —0. -'6____1
—O 75 to -—G 26 i

G bt pmd Qa5 2 1D bt 1t

LD bR b D
Bl b =] LD -]
[=11 IR+ R~TEw1] |

5andover_...___|}

Total..._._____. _f

34
1d

Cenfy (e ;
.00 ) . . ' . . 28

., 32 2. 94 \ . . . 31
3 2,42 - . : . : . . 34

.56 - 6 . 40 .45 .80 13.E0
45 4 50 50 495, 2.70 45

1 Prices as reporied in Daily News Record, nsually on Wednesday or Thursday
of each week, adjustecd to approximate the vaive of yarn obtainable from a pound
of cotton.

* (Gain and loss on long inferests in yare nol hedgod.

Large changes in prices of print cloth over relalively short periods
are shown by official quotafions for the New York market. During
the prewar perted, dilferences hebwoeen the values of the guantity of
colion print cloth (30’ 80 x 80) obtainable from a pound of cotton
on Wednesdays, separated by 8-week periods, reached §.47 cents, and
averaged 1.79 cents (table 9). These differences amounied to 3.25
cents or more aboub 19 percent of the time. Yenrly averages of these
changes ranged from .84 cert for the year ended July 1939 o 3.10
cents for the year ended July 1937,

Similar data for the postwar period show that these changes over
8-weck periods in some instances excecded 18.00 cents and a.\*er&gcd
5.87 cents (table 10). I‘hev amounted to 13.75 cents or more aboul
10 percent of the time. Vearly averages of Lhcse changes ranged from
3.58 cents for the year ended July 1953 to 10.35 cenls for the year
ended July 1948.

18
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The extent of the changes over 8-week periods varied markedly from
one part of the season to another. In the prewar period, the changes
ranged from an average of 1.63 cents for 8-week periods ended March
and April to an average of 2.13 cents for 8-weels periods ended October
and November (table 11). In the postwar period, the changes ranged
from an average of 3.24 cents for 8-week periods ended December,
January, and February to an average of 7.70 cents for 8-week periods
ended July, Angust, and September (table 12),

Changes in prices of print cloth vary with the length of the period
under consideration. Data relating to changes in value of the quantity
of cotton print cloth (39" 80 x 80) obtainable from & pound of cotton
show that, for both the prewar and postwar periods combined, dif-
ferences between prices on Wednesdays, separated by 4-week periods,
averaged about G0 percent as great, and those for 16-weel periods
aversged about 175 percent sas great, as those shown for 8-week
periods.

TarLe 9.—Changes over 8-weck periods in prices of print eloth in New
York, 1986-41 1

Year ended July—

Ttem -

1936 1937 1838 1838 1940 ¢ 1941 . Totai

| . . . _ !

Change in cents per . g . !
Number Nwmber Number Number Nunmber Number Nuniber
) 7 10 . & : I ' 25

.25
D
.25
.75
25
75
25

a8

 Cents Cents
Avernge chaoge L3750 8.0

GRiD. L6 875 L20 . .38 . 2,78 1
C 160 2550 202 . (25 49

60 047 2,23 . 2,97 : . 7.45
25 4250 450 1.565: 205 .62, 450

Maximum;

! Prices of print eloth {397 0 x 80} as reported in Deaily News Record, usually on
Wednesdny or Thursday of eneh week, adjusled o approximate the value of the
quantity of fubric obiainabie from a pound of cotteon.

2 Gain aod loss on long interests in fubries not hedpged.
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TasLe 10.—Changes over 8-week periods in prices of cotion print cloth
in New York, 194853 1

Year ended July—

|

1948 l 1949 1950 1 1931 1953 19532 | Total

. ! .: | |
Change in cents per I i ] I i
pound: Number Number Number Number Number Nwmber Nusnber
Under —13.75.____ 1 3 i 3 ! 2
~18.75 to —11.26_
—11.25 to —8.76._
—8.75to —6.26.__
—6.25 to —3.76_..
—3.75to —1.2G.__
—1.25 to 1.24
1.25 to 3.74
375t 6.24
6.25 t0 B.7¢4
875 to 11,24, _...
11.25 to 13.74
13.75 and over.___

3
g

i
i
i
|
|
i

i
:
|

A et BI 2D B

LD €2 53 00 b GO 0t 2 A0 = o R 20

)]

ek 20
B e ] b | w2

Cents
4,02 ¢

3. 43
1. 45

0. 70 -.rIC!.E
8. . 18.90

o ,h_)
=
ol

=]

LT

mien

Sl Wnie

-1

Sk i
Ll

1 Prices of print cloth {397 80 x 80% as reporied in Daifly News fecord, usually
on Wednesday or Thursday of each week, adjusted 1o approximate the value of
the quantity of fabric obtainable from a pound of eoiton.

2 %ain and loss on long interests in print cloth not hedeged,
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Tanir 11.—Changes over 8-week periods in prices of cotton print cloth
wn New York, by specified periods, August 1836-July 19411

J Sweek periods ended—

Lem i : i ! i
YJuly 15—, Qet. 15— Dee. 15— Mar. 15— May 15+
; Oct. 14 | Dec. 14 Mar, 14 i May 14' July 14

i Total
l N
! * -* | I

Change in cemis per |

pound: Number ~ Number | Number | Number | Number | Number
Tnder —3.25._____ : 7 19 10 1] 6 | L
—3.95t0 —2.76____ S | 1 i, 14 4
—2.75 to —2.26_ ... 2 4 2! 2l i 10
—2.25to —1.76____ 4 3 51 21 3 17
—1.75 to —1.26____ 3. 3 4 81 3 21
~1.25 to —0.76.._ 5" 2 g 10 | & 30
—0.75 to —~0.26. . 5 . 3! 71 g 5 ! 30
—0.25 to 0.24_.____ : 8 10 1 7 8 | 7 | 40
0.2510 0,74 ... 11 5 7 5 | 3 31
0,75 t0 1.04________ 5 3. 10 21 20
1.25 to 1.74-_______ 2! 4} G jurmean i 3 i 5
17510224 _______ 12 3 4 31 22
2.25 to 274 ______ 3| 1 2 IR .I 6
275 t0 3.24. ______ 3! 1l [ ' 1! 5
3.25 and over_____._ 5! g 3 9 § | 33
Total o el 77 52 | 77 53 | 50 | 309
GRit P o a4 . 29 36 | 15 | 18 | 142
LosS 2o oo . 28 21 | 39 [ 36 ! 28 | 152
Y Cenfs ¢ Cents l Cents ' Cents I Clonls l' Cents
Average change ... .76 2130 164 LG3: LOUG i 1. 79
Cnine oo L7128l 3,400 3.08) 2827 2,14
Lo08S oo 186 L3 1L95: 111! 170, 164
Aaximum ; ; : :
Gain_ e 260 . 9.47 | 5.65. 5.40: 7.45 9. 47
1088 e 450 3.060: 425° 4.03 ; 407 4350

! Priges of print cloth (397 80 x SO) as "'-“porled in Daz(J News Record, usnaily
on Wednesday or Thursday of each week, adjustied to approximate the "value of
ihe quantily of fabric oblainabie lrom a pound of colton.

t (ain and loss on lony interests in fabrics oot hedged.
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TasLE 12.—Changes over 8-week periods in prices of cotton print cloth
in New York, by specified periods, August 1947-July 1958 *

8-week periods ended—

i i
July 15—! Cct. 15— Dee. 15— Mar. 15— May 15
QOct, 14 i Dec. 14 | Mer. 14| May 14 | July 14

Change in cents per :

pound: Number | Number Number | Number | Number
Urder --13.75 5 1 7
—13.75 wo —11.26__
—11.25 to —8.76__.
—8.75 t0 —6.26....
—6.25 to —3.76____
—3.754%0 —1.26____

7
4
g
i}
3
3
7

b= -0 I DI LI LIt T
Pt et G2 ik Gad d ST bt e G LR

L.

25 10 13.74

31 15
28 36

s Cenls Cents Cents Cents
.70 ; 6. 28 3. 24 7. 34 5. 14

5 7. 18 2.77 .52 3. 66 5. 85
5 a8.19 4 53 815 8. 19 6. 52

Maximum: .
Gain__________.___ 20. 70 14 40 8. 14 .30 14,40 20. 70
18 80 15. 73 21. GO 21. 60 17. 10 21. 60

t Prices of print cloth (3% 80 x 80) as reported in Deily News Record, usually on
Wedaesday or Thursday of each week, adjusted to approximate the value of
the guantity of fabric obtainable from a pound of cotion.

z (C'_"xain and loss on long interests in print cloth not hedged.

Gains and Losses from Changes in Spot Prices

Changes in spot prices of cotton, yarn, and fabric include both
advances and declines, and they represent both gains and losses on
long- and short-market inierests in these commodities. Results of
analysis of changes in spot prices as shown in tables 1 to 12, inclusive,
are presented primarily from the viewpoint of those who have long
market interests in the spot commodities. It is recognized, of course,
that the gains and losses shown on long-market interests represent
losses and gains, respectively, on short-market interests in the spot
commodity.

Raw cotton.—Changes in prices of Middling 15/16-inch cotton in
New Orleans, over 8-week periods, showed declines less than one-half
of the time during the prewsr period, August 1935 to July 1941, and
during the postwar period, August 1947 fo July 1953, but the losses
for both the prewar and the postwar periods averaged greater than
the gains {tables 1 and 2, pp. 11 and 12). The proportion of the time
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that gains and losses were shown and the aversge amounts of the gains
and losses varied considerably from year to year and from one part
of the season to another. The proportion of the time that these
changes in prices showed losses, and the average amounts of the losses,
were greatest toward the end of one crop year and carly in the next
when changes in the demand and supply situation usually are greatest
{tables 3 and 4, pp. 13 and 14).

Cotton yarn.—Changes over 8-week periods In New York prices
of the guantity of carded cotton yara (10s) obtainable from & pound
of cotton showed declines 39 percent of the time during the prewar
period and 46 perceut of the time during the postwar period. Max-
mmum and average declines 1n prices were less {han the advances.
Proportions of the time that changes in prices resulted in gains and
in Josses and the average amounts of these gains and losses on long
market interests varied widely from year to year {iables 5 and 8,
pp- 15 and 18) and {rom one part of the seeson to another (tables 7
and 8, pp. 17 and 18).

Cotion fubric—Dilferences between prices i New York of the
guantity of cotton print cloth (39’ 80 x S0) obtainable from a pound
of cotton on Wednesdays, separnted by 8-week periods, showed
declines 49 percent of ike time during the prewar period and 52
percent in the postwar peried. Iu the prewar period, declines
averaged 1.64 cents compared with aversge advances of 2.14 cents;
in the postwar period, declines averaged $.52 cents compared with
average advances of 5.85 cents. The proportion of the time that
changes in prices of print cloth showed advances and dechines and
the average amounts of the advances and declines varied widely
from year fo year {tables § and 10, pp. 19 and 20) and {rom one part
of the year to another {tables 11 and 12, pp. 21 and 23).

RELATION OF SPOT PRICES TO PRICES OF
FUTURES CONTRACTS

The effectiveness of futures trading in reducing risks {from changes in
prices of cotton and of cotton yvarns and fabrics depends mainiy on the
relationship between spot prices and prices of futures contracts (79).
The extent to which losses from changes in spot prices can be offset
by the use of futures as hedges, the adjustments In spot prices from
market o market and from one period io another that may be brought
sbout by futures trading, and the dependsbility of [utures price
guotations as & guide to buying and selling cotton depend mainly
on the relationship between spot prices and prices of futures con-
tracts. Information showing lhe extent to which changes in spot
prices of cotton and of cotton yarns and fabrics are associated with
similar changes in prices of {utures coniracts, and factors aflecting
spol-futures price relationships, supplies 2 basis for an understanding
of the protection from fluctuations in spot prices afforded by trad-
ing 11 fulures.

Spot-Futures Price Relationships

F Large swings in prices of spoel cotlon usually are associated with
more or less similar changes in prices of cotton futures contracts,
particularly for the nearacilive month {figs. 1 and 2, pp. 9 and 10).
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Prices of spot cotton and of futures contracts are largely determined
by the same group of factors. In addition, futures contracts can be
converted into spot cofton ai the date of their maturity if either the
seller or the buyer so desires (although in actual practice only a small
proportion of the futures contracts 1s liquidated by the delivery of
cotton). These facts larzely account for the larger and principal
changes in prices of spot colton being associated with more or less
similar changes in prices of futures contracts. DBut these prices do
not always change by the same amounts or in the same direction.
Consequently, the spread between prices of spot cotton of a specified
grade and staple length in a given market and prices of a specified
futures contract may vary considerably.

During the prewar period, August 1935 to July 1941, and the postwuar
period, August 1947 to July 1953, thespread between prices of Middling
15/16-inch spot cotton in New Orleans and prices of New Orleans
futures contracts, particularly for the more distant months, showed
wide changes over relatively short periods (figs. 1 and 2, pp. ¢ and
10). Changes in the spread were substantially greater in the postwar
than in the prewar period. In the prewsr period, the spread belween
spot prices of Middling 15/16-inch cotton in New Orleans and prices
of New Orleans futures contracts changed by amounts ransing up to
1.4 cenis a pound over 2-mouth periods. Similar changes in spread
during the postwar period ranged up to about 7.7 cents & pound over
1-month periods. Usually, the spreads were greatest belween spot
prices and prices of new crop futures toward the end of the old crop
year and near the beginning of the new.

Prices of cotton futures contracts usually are not nearly so closely
related to spot prices of colton ynrns and fabrics as to spot prices of
cotton. The value of the quantity of carded cotlon yarn (10s), for
example, obtainable [rom a pound of cotton are a grent deal more than,
and sometimes it is twice as much as, the price of cotton futures
contrects (figs. 1 and 2, pp. ¢ and 10). Simtlarly, the value of the
quantity of cotton print cloth (397 80 x 80) obtainable from a pound
of cotton usually is more than twice as much, and sometimes 1t 1s more
than three times as much, as prices of cotton futures contracts (figs.
1and 2, pp. 9 and 10). Differences in changes in prices usually are
associated with these differences i values, with the resuit that changes
in the spread between prices of colton futures contracts and prices
of cotton yarns and fabrics usually are much greater than those be-
tween prices of futures contracts and prices of spot cotlon.

Factors Affecting Spot-Futures Price Relationships

The spread between spot prices of raw cotton and of cotton yarns:
and fabries and prices of futures contracts, and varialions in these
spreads,are accounted for mainly by differences iu place of delivery
and in terms and conditions of sale; differences in date of delivery and
between the immediate and prospeclive demand-and-supply situation;
and differences in the nature, quality, and classificalion of the produets.

Differences in place of delivery and in terms and conditions of sale.—
Spot prices for cotton of the same guality in different market places
vary considerably, and these variations are reflected in the spread
hetween spob prices and prices of futures contracts.  Prices of cotton
in surplus-producing arcas that are long distances from consuming
centers usually are Iower than prices of cotton of the same grade an




staple length in deficit-producing areas near centers of consumption.
Consequently, the spreads between prices of o specified {utures con-
tract and prices of Middling %sinch cotion at specificd markets show
substantial differences. During the year ended July 1953, spot prices
of Middling Yrg-inch eotton at Augusta, Ga., averaged 1.33 conts a
pound higher than at Dallas, for example, and these differences are
reflected in differences in spread between prices of speeified futures
contracts aml spot prices in these markets.

Differenees in terms and conditions of sale may also sffect the
amonnts axl variations in the spread hetween spot prices and prices
of [utnres contreets 111, 1%, Cotton futures contracts are for
Middling ¥,-inels cotton, hut cotion of other grades equal to or better
than Low Middling and of other staples seven-cighths inch and longer,
provided the cotton is of ool character, may be delivered in settle-
raent of the vontract obligations at specified premiums and discounts
from the prices specified for Middling 25¢inch cotion. Those who
take cotton on fatures contracts must accept whatever combination
of the=e gualitics that are offered, reardiess of the number or the
relative desirability of the qualities ineluded.  On the other hand,
contracts in the spot market may be for laree lots of cotton that are
even running in erade and staple length and of the quality or qualities
most desired. Spot prices for eotton Middling ¥e-inch or better
natnrally would be somewhat hizher than prices of futures contraets
for delivery in the same market at about the same time.

The probability that cotion teudered m settloment of the futures
contract oblieation will be slelivered at the designated delivery point
withh the lowest price lovel may deerease the desirability of the contract
from the viewpoint of (he buyer.  Delivery points for the New York
antd New (hleans cotton futures eontracts inelude New York,
Norfolk, Chareston, Savavnah, Mobile, New Orleans, (falveston,
and Houston.  On July 1, 1253, for example, spot prices of Middling
el eolton ranged from 52,60 conts in Honston to 33.30 cen(s in
Charleston,  Adequate supplics of the qualities of colton most
profitable for delivery on futures eontracts, at the delivery point that
has the loweat price level, may be pecessaey for the foll effect of dif-
ferenices in priees of spot cotton at various delivery points to be re-
Heetedd i the basiz,  Sinee the differences between prices of spot
eotioen ai the markets desiznated as delivery peints may change over
relutively short pertods, any eifect of these differences on basis is most
fikely o be in ovidenee ear the date of maturity of the futures
conlreis.

Frethernore, uneertaintios with recard to where delivery will be
made may add additional costs since some merchants, particularly
the smaller opes, may not be in position to receive, without some extra
cost, cotton al saime points ol which € may be delivered. I addition,
costs of delivering sud recsving cotton on Mitures contraets nsually
ate greder than eosts of <elling and buyime spot estton.  These addi-
tional eosts may diseonragze the delivers and receiving of cotton on
futnres contrnets aml may depeess priees of fitures in relation {o
priees of =pot cotion.

Titicronecs i date of dediecry awd hebeecs He fwonediale qnd - pro-
speetere dowapd-nnd-sipply sibiadion .- Dillerences hetveen spol prices
of Middling 3g-ineh cottan al delivers points and prices of Tutures
contrnets depend considerably upen the date of maturity of the
Fulures conteaets, alonge with differeness between e immediate and
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prospective demand-and-supply situation. When market supplies
of spot cotton are large in relation to the demand for cotton, with no
significant changes in the relative demand-and-supply situation in
prospect, prices of spot cotton for immediate delivery tend to advance
in relation to prices of cotton futures contracts by amounts approxi-
mating the costs (such as storage, insurarice, interest, cte.) of carrying
spot cotton (14, 18). But changes in the relative demand-and-supply
situation in recent years have been such that, during most of the
pericd covered by this study, the changes in spread between spot
prices and prices of futures contracts were not even approximately
equal to costs of carrying spot cotton. During a substantial part of
this period, prices of spot cotton advanced a great deal less or declined
much more than prices of futures contracts.

If supplies of cotton made available in the market are abnormally
large in relation to the demand, when relatively smaller supplies are
anticipated, spot prices may he depressed in relation to prices of futures
contracts, particularly those for the more distant months (77, 19).
Such situations may exist during or soon after the ginning season
when the crop is abnormally large if price supports or other control
progrems arc not in effect.  But the extent to which prices of futures
contracts may remain above prices of spot cotton at delivery points
under such conditions probably would be limited, fairly definilely,
to an amount equal to the cost of carrying spot cotton to the date of
maturity of the futures contracts plus the cost of making delivery on
futures contracts.

If prices of futures contracts were higher than spot prices at delivery
points by amounts appreciably greater than the cost of carrying the
cotton to the date of maturity of the futures contracts, plus the cost
of delivering it on futures contracts, an inducement would be ereated
in the form of assured profits for traders to sell futures for the purpose
of making deliveries. But prices of futures would need to exceed
spot prices plus carrying charges by more than the cost of buying spot
cotton plus the cost of delivering it on futures centracts, before assured
profits could be obtained by buying spot cotion and selling futurcs
contracts for the purpose of making deliverices.

A relative shortage of spot cotton immediately available in the
market, along with the anticipation of relatively larger supplies,
tends to raise spof prices in relation to prices of futures contracls,
particularly for the more distant months (14, 19). The elleets of
such situations may be particularly noliccable during seasons of
small crops and relatively small available supplies, cspecially if
merchants have sold large quantities of cotton {forward. Under
such econditions, the difficulty of obtaining cotton with which to
fulfill their commitmenis stimulates keen competition on the part
of cotton merchants for the available supplics of spot colton; a
shortage of the most desired qualitics of cotton sumulates early
purchasing of spot cotton by mills; and the advance in prices with
short supplies stimulates slow marketing by farm producers,  All this
may advance prices of spot cotton more rapidly than prices ol futures
contracts, particularly for the more distant months.

Price-support programs and other forms of organized control may
result in a relative shortage of supplies of spolb cotten immediately
available in the market, so that prices of spot cotton may be high in
relation to prices of futures coniracls, particularly for the mmore
distant months, even when the total physical supply of cotton in
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existence is relatively large. The 1348 crop of American cotton
was about 3 million bales larger than the 1947 crop, and the carryover
also increased in 1948; but more than 5 million bales of the 1848
crop were pledged for Commodity Credit Corporation loans. Prices
of Middling '¥einch cotton in New Orleans from January through
April 1949, for example, averaged more than 4 cents a pound above
prices of New Orleans futures contracis for delivery in October and
December. An examination of figures 1 and 2, pages 9 and 18,
shows that prices of New Orleans futures contracts, particularly for
the more distant months, were below spot prices of Middling %
incl{i cotton in that market during most of the period included in this
study.

The extent to which prices of {utures contracts may go below prices
of spot cotton cannot be so definitely mdicated as that for the reverse
relationship. Prices of futures contracts may go below prices of spot
cotton plus carcying charges at points of d(%livery by an samount

reater than the costs of receiving the cotfon on futures contracts,
yefore purchasers can obiain cotton af the date of maturity of the
futures contracts, and at lower costs, by purchasing futures contracts
and requiring delivery than by purchasing spot cotton at the same
time. Acute shortages of spot cotion immediately available in the
market abt current prices, along with prospects of rclatively large
supplies, may raise spot prices m relation to prices of futures con-
tracts, particularly for the more distani months, by amounts sub-
stantially greater than the costs of receiving cotton on {utures con-
tracts. In addition, uncortainties with regard to time and place
of delivery and to the gualities and commercial values of cotton which
may have to be accepted on futures contracts, as indicated in more
detail Tucther on in this bulletin (sce p. 28}, may alse depress prices
of futures contracls in relation to prices of spot cotton.

A relative shortage of available supplics of spot cotlon ab prevailing
prices, together with rather large long-market inmferests in near-
month futures contracts, 1s favorable to & “squeeze” of the near-
month futures contract. The term “‘squeeze” is used to describe
a situstion in which more cotton is expecied to be called for in settle-
ment of maturing futures contracts than is readily available for that
purpose. As a resulh of & squeeze, prices of futures contracts matur-
ing or about Lo mature usually may be raised above prices of contracts
maturing in more distant mouths. They may also advance censtd-
crably in relation to prices of spob cotton not readily available for
delivery on futures contacts.

The oplion on the part of the seller of a futures contract to deliver
cotton on any day during the month of 1ts maturity makes him less
vulnerable to being sgueezed and permits him to make deliveries at
the time when it is most convenient, or more advantageous, {or him,
These advantages increase the desirability of the contract from the
seller’s wiewpoint. On the other hand, such options add an clement
of uncertainty {o be considered by one who anticipates receiving
cotton on futures contracts. Ide must hold himself in readiness to
receive the cotton at any bime during the month. This uncertainly
reduces somewhat the desirability of futures contracts from the
purchaser’s viewpeint. These advavatges to the seller, and dis-
advenlages to Lhe buyer, may weaken the prices of futures contracts
in relation to prices of spot cotton, particularly as the date of maturity
of the coniract approaches (14, 19).
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Differences in nature, guality, and classification of the products.—
Differences between prices of fubures contracts and spol prices of
cotton, yarn, and fabric vaery widely with the nature and quality of
the products to which the spot prices apply. Prices of futures con-
tracts apply to Middling '¥s-inch cotton, whereas prices of spot
cotton may apply to any one or more of the various grades and staple
lengths. Averages for the year ended July 1953, for example, show
that prices of cotton of other grades and staple lengths at Memphis,
for example, ranged from 9.72 cents a pound below prices of Middling
We-inch cotton for Good Ordimary % inch o 15.14 cenis above
prices of Middling ¥{e-inch cotton for Good Middling 14-inch
cotbon. Spot prices of the higher grades and louger staples may be
a great deal higher than prices of futures contracts; wheress, at the
same time and in the same market, spot prices of the lower grade aud
shorter staple cobton may be considerably below prices of futures
contracts,

Cotton yarns and fabrics differ [rom raw cotton as o result of the
valus added by monulacture. Inm 1950, for example, net cotlon cost
accounted for about 72 percent of total cost to manufacturers for
carded cobton yarn (10s), about G5 percent for cavded cotlon varn
(20s), about 30 percent for cotton print cloth, and 34 poercent for cotton
voile (18, 28). ISarly in BMay 1950, prices in New York of the cotton
carded yarn (10s) obtainable from & pound of cobbon averaged about
50 cents, or about 55 percent ligher thon prices of coktlon futures
contracts in New York for delivery in May.

Stralarly, prices in New York of the guantily of coelton print cloth
(3977 80 x 80) obtainable from a pound of cotton averaged about 70
cents, or more thon twice as much as prices of eobton futures in
New York for delivery in May. Chapges in the relative demand-and-
supply sibuation for raw colton and for cotton products, and in wages
and other iteras of cost of manufacturing these products, may resull
in wide variations in spread bebween prices ol cotlon futures conlincls
and prices of cotton yarns and Tabrics (figs. 1 and 2, pp. 9 and 10).

Cotion of varicus grades and staple lengihs may be delivered in
settlement of the futures contracl obligation at the soler’s option ab
quoted premiums and discounts. The buyer ol fulures conlrnels
cannot tell in advance how many or what qualilies of cotton will be
delivered; but he may reasonably expect that the eotion tendered
will be ol the grades and staple lengths least desirable at confract
prices, and of the lowest qualitics of each such grade and staple length,
that the seller has available to offer (19).

If central-market quetations do not reflect accurately the diflerences
m spot values of the various grades and slaples available for delivery
on fulures contracls, it is advantageous for the seller to cowfine lus
deliveries fo tbe grade or grades for which the prices allowed oun
fuburcs conbracts m relation to prices of spot cotton are relatively
highest. Under such situations, prices of futures contbracts may be
depressed by aun amouni cquivalenl to the differences bebween the
evaluations in the spol market and for delivery on [utires conbracts
of the grade or grades most likely Lo be delivered on fulures contracts.

The scller may also find it advantageous to deliver the lowest quality
of cotton included in the grades and staple lengths mosi profitable
for him %o deliver. As no gualificalions sre made in the Tubures
contracts with regard Lo the qualily ol colbon within the deliverable
grades, the buyer may reasonably assumec that the seller probably
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will deliver on futures contracts the lowest quality of the cotton
available of the most profitable geade for the scller to deliver. In
gnticipation of such deliveries, futures prices may be depressed by
an amount approximately equal to the differences in value between
the average quality and the poorest quality of cotton of the most
profitable grade avaiable for the seller to deliver.

Some indication of the tnflucnce that variations in quality of cotton
of the same grade and staple designation may have on the hasis may
be obtained from a comparison of variations in price with quality.
During the year ended July 1953, the 10-market discount for Strict
Low Middling $igineh cotion averaged 1.35 cents a pound, and that
for Low \[1(1(111.[1rr weinch averaged 4.81 cents, from the price of
Middling 1515-111ch cotton. These discounts pl(-sumn,bly represent
averages for the various qualities included within the limits of the
respective grades. The change in value per unit change in grade
inereased from the higher to the lower grades, so that the range in
value between Strict Low Middling and Low Middling was greater
than that between Strict Middling and Good Aiddling.

II differences in value {or the diferent qualities within grades are
proportionately about as great as the differences in value {rom one
grade to another, and this'appears to be a reasenable assumption, the
differences between the central-market value ol the highest quality
of Low Middling 1,”, inch cotton and the value of the lowest guality
of Low \I1d(l1my Ys-ineh cotton in the same market during the year
ended Julvy 1953 averaged about 3 cents a pound. The central-
market value of the highest quality of Low Middling Y4¢-inch cotton
amounted, on thie average, to as muels as 1.0 cent a pound more, and
the central-market value of the lowest quality of Low Middling '3~
meh cotton amounted, on the average, to as much as 1.5 cents less than
that for the average quality of Low Middling Y¥s-inch colton in the
same market at the same time,  The lowest quality of Low Middling
13-ineh eotton, when delivered on fulures contracts, however, was
worlh just as much as the highest quality of Jow \Ilddll[l" l,lr—mch
colion,

The range in value for cotton of the various qualitics of the same
grade and staple designation was progressively less for the grades
above Low AMiddling,  Differenees in these vulues for grade may be
supplemented by simular differences for staple designalions, so that
even for the higher grades these differences may be great enough to
affect materially the basis.

It is recognized, of cowrse, that these dilferences in guality within
grade and sLn.ple designations are not always clearly reflected in
prices of spot cotton hecause of a lack of sensitiveness of the market,
due in part to a laclk of precision in classing and in part to differences
in bargaining power and other factors. Dilferences in values, as a
result of differences in quality of the same grade avnd staple lengih
designations, hewever, ave vecognized in the various markets, and
prices in central marlkets rvefleet these dillerences to a considerable
degree,  The rules of the New Orleans Cotlon Exehange, lor example,
state that, unless prohibited by law or by ruling of the Secretar v of
Aguculbme the value ol cotton “within® mldwny Letween grades
promulgaled by the Secrelavy ol Agriculture shall be cousidered the
mean of Lthe adjacent grades.

The extent to which differences in quality within specified grade
end staple lenglh designations may be reflected in prices in central
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markets was also indicated by date relating to sales of spot cotton
on ex-warehouse terms in New Orleans during the seasons 1929-30
and 1830-31. These data show that cotion called “full” in grade or
staple commanded & premium over the price of cotton equal in guality
to the average for the standard. These premiums, on the average,
amounted to approximetely one-half of the difference between the
price of the specified grade or staple length and that of the next
higher grade or longer staple.

Cotton described as “shy” in grade or staple sold at 2 discount from
the price of cotton equal in quality to the average for the standard.
The discount amounted, on the average, to approximately 30 percent
of the difference between the price of the specified grade and staple
and that of the next lower grade or shorter staple length.

Yhen these discounts for cotton, shy in grade and in staple, were
applied to data relating to prices thot prevailed dwing the year
ended July 1953, the discounts for shy Striet Low Middling *3{e-wch
cotton, for example, from the price of Strict Low Middling *¥s-inch
cotton equal In quality to the sverage for the standard, averaged
spproximately 1.3 cents & pouad. Such differences in value, resulting
from differences in quality of cotton of the same grade and staple
designation, would exist even if classing were absolutely accurate.
Any lack of precision in classing may inerease the range in value of
the cotton included under specified grade and staple designations.
These ranges in value, slong with the option on the part of the mer-
chant to sell the best quality bales of each grade and staple-length
designation in spot marltets and to »ull out the poorest guality bales
of each tenderable grade and staple-dength designation for delivery on
futures contracts, may at times depress prices of futures comtracts,
particularly those for the near months, in relation to prices of spot
cotton.

RISKS FROM CHANGES IN BASIS

An alternative to taking the gains and suffering the losses irom
changes In spot prices of cotion and of cotton yarns and fabrics, as
previously indicated (p. 22}, is to hedge long- and short-market
interests in these commodities by offsetting sales and purchases of
futures contracts. This means of hedging 1s based oo the assumption
that changes in spot prices of these commaodities will be associated
with more or less similar changes in prices of futures contracts.
When the movement of spot prices and prices of futures contracts are
parallel (which s by pno means the ususal relationship), those who
hedge long market interests in cotton, yarns, and {abrics by offsetting
sales of futures contracts lose on the spot commodities as prices
decline, but the losses from a decline in spot prices are offset by gains
from changes in prices of futures contracts.

On the other band, as prices advance, the gains on the spot com-
modity are offset by losses on futures contracts. (Gains and losses on
long-market interests in the spot commodities would have as their
counterpart losses and gains, respectively, on short-mearket interests
in these commodities. The hedge under such conditions would offset
both losses and gains from changes in prices.




Although, as indicated earlier (p. 23}, the large swings in prices
of spot cotion usually are associated with more or less similar changes
in prices of futures contracts, substantial changes in the spread between
spot prices of cotbon, cotton yarn, and cotton fabric and prices of
futures comtracts occur in many instances during relatively short
periods (fAgs. 1 and 2, pp. 9 and 10). ZRisks from changes in the
spread between spot prices and prices of futures contrects, ususlly
referred to as changes in basis, are not offset by the normel hedging
procedure. They may be responsible for substantial gains and losses
to merchants, manufacturers, and others who may hedge invariably,
but who fail to anticipate correclly ithe changes In basis. The
extent of such gains and losses may be indicated by data showing
changes in spread between spot prices and prices of futures contracts.

Extent of Changes in Basis

As indicated in an earlier section of this bulletin {p. 24), prices of
fulures contracts are muech more closely related to prices of spot
cotton than (o spot prices of cotton varns and {abrics, with the result
that changes in the spread between prices of futures contracts and
prices of spot cotton usually are much less than those between prices
of fulures contracis and spot prices ol cotfon yarns mnd fabrics.
Data relating to changes in spread between prices of {utures contracts
and spot prices of cotlon, yarns, and fabries are presented in the
order listed.

Raw cotion~—Dale relating to the spread between spot prices of
Middling '%e-inch cotton in New QOrleans and prices of New Or-
leans futures centracts for the near-sctive month show thet changes
over 8-week periods in spread between these prices, during the 6 years
ended July 1941, amounted to as much as 1.30 cents o pound, and
averaged 0.28 cent (table 13). During the 6 years ended July 1953,
the corresponding changes in basis amounted in some instances to
more than 5 cents a pound, and averaged 0.90 cent (table 14).
Changes over 8-week periods amounted to $4.75 cent or more & pound
about 8 percent of the time doring the earlier period, and they amount-
ed to more than 2,25 cents & pound about 11 percent of the time dur-
ing the later period. The extent of the changes varied considerably
from vear to yvear (tables 13 and 14).

Changes in basis vary considerably with the length of the interval
and the futures contract used in calculating the changes. During the
§ yvears ended July 1941, changes m basis for Middling *¥e-inch
cotton in New Orleans, when ealculated from near-month New
Orleans futures, sveraged 0.16 cent a pound for 4-week, 0.28 cent {or
8-week, and 0.43 cent for 18-week periods.  Similar changes for the
§ vears ended July 1953 averaged 9.50 cenl o pound for 4-waeek,
0.90 cont for §-week, and 1.69 cents lor 16-week periods. Chaoges
in bhasis ealeulated from futures contracts for the near-active months
usvally were sornewhat less than thosé caleulated from futures for
the more distant months. Usually changes in basis for cotton of
other grades and stapie lengths and in other markels were about the
same as to somewhat greater then the corresponding changes for
Middling 13s-inch colton in Now Orleans,




TaBLE 13.—Changes over 8-week periods in spread between spot prices
of Middling ¥e-inch cotton in New Orleans and prices of New
Orleans futures contracts, 1936-411

j Year ended July—

Ttem i i i [
I 1936 [ 1937 | 1938 | 19 ; 1940 | 1041 | Total
Change in cenis per 5 . - ) .
pound: NumbertN umber| Numberl N wmber| N wmber| Number' Number
Under —0.75_.____ : L Y (T, 2 9 20
—0.73 to —0.26___. 232 12 8 12 17 g 80
—0.25 f0 0.24 ____ 21 35 44 36 149 28 183
0.25 to 0.74_______ . 3 b T I G 3 19
0.75 and over. ____ R PRRRO RRON IO 3 1 5
Total .. _____ : 48 32 32 50 53 52 307
Gnin®_.___._______ s| 211 83 12 32 16 104
Loss2 . ____ ____ 40 30 15 33 4 3t 192
Cenis | Conts | Cenfs | Cente | Cenfs | Cenis | Cenls
Averape change_____ - &334 018! w15 .21 0. 13 n 37 0. 28
Gnin._.__________ -5 B V-3 R N | A3 L 29 .18
Loss . _.___ .35 {o-E200 L34 .28 .43 .46 -33
Maximum: . :
Gain___._________ 118" B 1 S . I .23 ‘ 97 1. 28 1, 28
Loss_ .. _..__ 127 G2 - 70 f L8 122 Las4! 130

t Prices as officially quoted af the elose of the luurres market, nsually on Wednes-
day or Thursday of each week. Iutures prices are for the newr-active month,

* Giain and loss on long interests in spot cotion hedged by (he sale of futures
coniracts.

The extent of the changes in hasis varied somewhat irregularly
from one part of Lthe year to another, but usually they were greatest
toward the end of the old- and near ihe beginning of (he new-ceop
year, when changes in crop prospeels and in prices of spot cotion
usually were also grealest. During the 6 years ended July 19041,
changes in Dasis for Middling *¥-inch spot “cotton, calculated from
near-month Tuteres in New Orleans, over S-weclk periods ended July
to Seplember, averaged more than twice as ereal as those for com-
parable periods ended October through April (table 15), Similar
data for the G years cnded July 1953 show (hat changes in hasis, over
8-weels periods ended July (0 Seplember, averaged nore (han five
times as great as those Tor similar periods ended during other months
(table 16). Changes in buasls over > week perieds, when ealculated
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TasLE 14.—Changes over 8-week periods in spread between spot prices
of Middling ¥e-inch cotton in New Orleans and prices of New
Orleans futures contracts, 1948-531 :

Yenr ended July—

1948 1949 1950 1951 1952 1853 . Total

Change in cents per
pound: Number Number XNumber Number Nwmber ¥Yumber XN uaber
Under--2.25_ _ __ 9 3 3 2 7 7 33
—2.2510 —1.76___
~—1.73 to —1.26__.
—125to —0.76___
—0.75 to —0.26___
—0.25to 0.24____.
0.25 to 0.74

; S 119
28 42 L 178

Cents enis . Cents Cents s . Cenls
1. 08 . B | 8 0.36 ° 1.25: 0.7 &. 90

L2700 L 16 . . .31
LG9 L5340 1. 1. 30

Maximum: . i
(Gain . .5 . T .92 .56 . .87 .87
: . o0 9,30 834 2 . 834

! Prices as officially quoted at the close of the futures market, usually on Wednes-
day or Thursday of each week., Futures prices are for the near-active month.

® Gain and loss on long interasts in spot corton hedeed by the sale of futures
contracts,

from near-tuonth futures, averaged less for periods ended December
to April than for these ended in other months.

Coffon yarn—Data relating to the spread hetween spol prices in
New York of the quantity of carded colton varn (10s) obtainable
from a pound of cotton and prices of cotton futures in New York
show considerable changes over relatively short periods. During
the § vears ended July 1941, these changes, over 8-week periods,
amounted to 3.25 cents or more 7 percent of the time, and they aver-
aged 1.25 cents {table 17).  Similar changes for the 6§ vears ended
July 1953 amounted to 3.25 cents or moere about 22 pereent of the
time, and they averaged 2,29 cents (table 18).  The extont of these
changes varied widely from one year to another (tables 17 and 18).
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TaBLe 15.~—Changes over 8-week periods in spread befween spot prices
% Middling *He-inch cotion tn New Orleans and prices.of New
leans futures contracts, by periods ended during specified months,

198641 °
|
: Changes for §week periods ended—
Item ‘ ;
s July 15-! Oct. 15—} Dec, 15— Mar. 15-{May 15- Total
i Cect. 14 i Dee, 14 Mar. 14 | May 14 | July 14
Chanpe in cents per
pound: Naumber | Number | Number | Number | Number | Number
Under—8.75 . ____ 17 L. 1 2 pid
—0.75 to—0.26._____ 40 108 9 16 11 80
—025100.24 . 18 35 58 40 32 183
0.20 t0 0.74.________ 1 4] ] 1 § 18
0.75 and over_______{_____.__ 1 1 1 2 3
Tobal ____ . ______ 76 52 T4 52 53 307
Galm®_.__________.. ¢ 22 30 i6 30 104
Loss L __.._.___ 69 30 37 33 23 192
Cents . Conts Cends Cenls Cents Cenls
Average change..__ ___ 0. 48 022 0. 18 018 0. 28 0. 28
Gaino e . .10 .22 .16 .13 .28 .18
Loss .. __. .33 .23 .22 .21 .37 .35
Maximum:
Gain _..___________ .32 1. 18 .97 1. 28 .82 128
Loss. oo _ 127 ; . GO 1,22 . 58 1,30 1. 30 .

! Prices as officially guoted at the close of the futures warket, usually on Wednes-
day or Thursday of each week. Futures prives are [or the near-active month.

z Gai? and loss on long interests in spot cotton hedged by the sale of futures
contraets,
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TasLe 16 —Changes over 8-week periods in spread befween spol prices
of Middling %e-inch cotton in New Orleans and prices of New
Orleans futures coniracts, by periods ended during specified months,
® 1548581

Changes for 8week periods ended—

. i 1 ] !

' July 15— Oct. 15-] Dec. 15— Mar, 15— May 15—
. Qet. 14 i Dec. 14 1 Mar, 14' May 14 July 14 |
i ! i i

Change in cents per l i
pound: - Awmnber - Nwmber | Nwmber | Nummber | Number | Number

0 i ! i 11
) 11
6‘!

23

118
178

Cents | Cents Cents
0, 47 0. 23 0. 48 G, 90

.13 1 . 36 .17 . 38 .31
. b6 .21 .32 . 87 130

. b6 - . 36 L 87 .51 .74 . 87
8.34 . 268 .62, 113 164 8. 34

! Prices as officially quoted at the close of the futures market, usuzlly on
Wednhesda.y or Thursday of each week. Fulures prices are for the near-active
month.

? Gain and loss on long ivterests in spot cotlon hedged by the sale of fubures
contracts.




TarLe 17.—Changes over 8-week periods in spread belween prices of
carded cotion yarn in New York and prices of cotion Juiures in New
York, 1986-41 1

Year ended Juiy—
Ttem

! 5 : i : . :
i 1936 1 1937 ¢ 1938 | 1939 © 1940 ; 1941 _ Total

i

Change in cents per : :
pound: Number Number Number
Under—3.25 7 2

—-275 t6—2,25____
—225to—1.76..__
—1.75 to—1.26.___
—1.25 to—0.76. ___
—0.75to—0.26.___

Lo
[
Ly

b T b o b )
ek 1 €3 0 &3 WD DD DT sk s b
St
3 bt 20 T3 i 0D bt 51 2 D 1D 1D i

RACH QI e gn

Sl S T LD S D e S

©3 1D 1D bt s

nd over

[+]]
e

{ Cenls ~ Cents  Cents _
.63 L3107, 039 1 oL .25

.08 133 .40 .42 1.49 . 2,331 12§
282 L3{ .86 .36 150! 1 J28
D234 3180 99 1L 4. 15 6.15
w32 2300 308, 2 81 482

! Prices of carded cotinn yard (10s) as reported in Dailty News Record, adjusted
to approximate the value of the quantity of varn obiainable from a pound of
cotton, and closing priees of New York futures for Lhe near-sctive month, useally
on Wednesday or Thursdey of each week.,

* Gain and loss on long interests in carded yarn hedsed by sales of New York
futures gontracts,
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TaBLE 18.—Changes over 8-weck periods in spread between prices of
carded cotlon yarn in New York and prices of coiion fulures in New
York, 19848-53 1

. :

Iiem

Year ended July—

1048 1940 , 1930 - 1951 1932 1953  Total

Change in cents per |

pourd: Number Number Number Number N umber Number X umber
Coder—3.25....__. 8 11 1 oo 13 - 33
~3.25 to—2.7{.____ 3 - 1 1 7
—275 £0—2.26. o 11 1 2 4 6 . 24
—2.26 to—1.76..__, ! g 1 1 3 8 22
—1.75 t0—1.26.___- 3 2. 0 ... b B 18
—1.25 to—0.76.._! 3 ] G .. G: 7 24
—0.75 ta—0.2G... 2 2 4 1 1- g 19
—0.25+t0 028 ____ 10 3 G .o 4 3 28
0.25 to Q.74 . 4 3 3 S 4} 3. 18
0.5 t0 1.24_____._ ) ; S L T 2 2 9
125 %0 174 .. ! 8 . 4 2 | RS 10
17510 224 _____ ' Poooooo 2 1 2 % 8
2.95 to 2.74. . ... A S 6 5 1zl 15
275 t03.24______} 1 .. 2 2 .. 2 ¥
3.25 aud over___.__! 9 - PR _ 14 4 28

; oo reTTTe : - .

Total. ..o .. 44 50 - ol 28 47 51 | 276
Gain 2 .. . ... i 25 5, 24 24 il 15 104
B R : 24 . 45 27 4 36 - 36 172

. ! Cents  Cenls - Cenix Cenls | Cenls © Cents : (ents

Average ehange . __.¢ 241 2, 14 .37 413 2005 L6011 229
Gainoo_ __.......0 273 .22 1. 4% 4. 14 .52 - 2.3Y . 253
Loss ..o ... 207 . 235, L2326 1498 334 1. 28 313

AMaximum: . .
Gainecocoooe...-. .80 L33 288, 41y 505 521, @17
Toss. oo © 8.43] 558 5-00{ 2.70 ; 1L 86 - QQU;I 11. 86

i i : H :

! Prices of earded cotton yard {10s) as reported in Daily News Record, adjusied
to approsimate the value of the quantity of yarn obtainable from a pound of
cotton, and closing prices of New York futores for the near-aclive month, usually
on Wednesday or Thursday of cach week,

2 (Gain and loss on long interests in carded yarn hedged by sales of New York
futures contracis.
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The extent of the changes in spread between prices of the quantity
of carded cotton yarn (10s) and prices of New York futures contracts
varied irregularly from one part of the year to another: no consistent
pattern of seasonal variations were indicated. During the 6 years
ended July 1941, these changes ranged from an average of 0.93 cent
for 8-week periods ended July, Auvgust, and September to 1.55 cents
for 8-week periods ended March and April (table 19). Similar data
for the 6 years ended July 1953 show changes whicl: ranged from an
average of 1.36 cents for 8-week periods ended May and June to 2.97
cents ior 8-week periods ended July, August, and September (tabls 20).

TanLe 19.—Changes over S-weck periods in spread between prices of
carded cotlon yarn in New York and prices of cotton fulures in New
York, by specified periods, Auyust 1935-July 1841} -

S-week periods ended-~

Ttem
July 15~ OQet. 15~ Dee. 15— Mar. 15~ May 15 Total
- Oct. 14 Dee. 147 Aar. 14 May 14 July 14

Change in cents per

pound: Number  Number - Namber Nwmber Number Number
Under —3.25._ ... ' T : T oo : i 12
—3.25 to —2.56____ | S : ) 3, 5
— 295 to —2.26_ ... 1 1 4 G 4 . 16
—2253t0 —1.76G____ 3 3 S . 3 2 19
—170to —0.26____ 2 2 5 T a3 19
—125t0 — 076G 1 3 G 3 B 19
—0.75t0 —0.26. 13 4 13 ¢ 5, $ . 44
~0.25to 0.2 __. 11 3. 19 12 131 58
0253t 074 .. _.__. : 23 9 6 4 o} 47
075t0 1.24_______. 12 - 8 2 41 I 27
1.25 t0 1.74_ . 5 7 1 1] 14
1.75t0 2.24_______. 2 s PR 5
235 t0 274 ... __ 3 4 1 L R ] 2}
IToto 324 ... 2 2 - IR 1 4
325 andover. ... oo __. 3. : 6, 1 i0
Totnl __. . ___._. 80 ¢ 52 . 77 a5 51 313
Gain* . . _..___._. 50 37, 24 i 19! 14, 14
Loss e 29 13 52 43 | L 166
: : i I i
Cents - Cents © Cents © Cenls Cenlz (ents
Avernge change. . .. _. 0.93 - 1397 120+ L5171 1.26: 1. 25
Gaino..___...._... L0648 .87 233 .82 1. 25
Loss. . ... _...._. .40 L 15 . 150 115 427 1.28
Maximum: ' j ; '
Gain_ . . ..., 12 4. 03 3187 G.15¢ 4,04 G. 13
Loss oo .__.... 340 2,067 452 2,73 ¢ 3084 4. 52

! Prices of carded eotton yarm ¢105) as reported in Daily News Record, adjusied
to approximute the value of the quantity of yarn oblainable from o pound of
rotton, and cloging prices of New York fulures for the near-aetive mont, usually
on Wednesday or Thursday of each weck.

2 Gain and loss on long Inieresls in earded yarn hedged by sales of New York
Tutures confracts.
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Data for 4-, 8-, and 16-week pericds show that the extent of the
changes in spread between prices of the quantity of carded cotton
varn (10s) obtainable from a pound of cotton and prices of cotton
futures contracts in New York varied directly with the length of the
period. For the 6 years ended July 1941 and the 6 vears ended July
1953 combined, changes over 4-week periods averaged 62 percent and
changes over 16-week periods averaged 158 percent of the average for
8-week periods. Changes in the spread between the value of combed
cotton yarn (20s) and prices of New York futures contracts averaged
somewhat greater than the corresponding spreads for carded cotfon
varn (10s}.

TaBLE 20—Changes over S-week periods in spread between prices of
carded cotfon yarn in New York and prices of cotlon futures in New
York, by specified periods, August 1847-July 1953 !

Sweek periods ended-—

) : { : i
July 15~ Oct. 13- Dec. 15— Alar. 15—~ May 15-—! Total
QOct. 14 . Dec. 14 Mar. 14 May 14:': July 14

Change in cenis per . _ i
pound: - Number Number Number ' Number  Number . Number
Under —3.25.____.._ 1 7 4 14 - :
—~3.25 to —2.76.___
—2.753 to —~2.26___.
~23510 —1.76...__
~175t0 —1.28____
—1.25 to —0.76.__.
—0.75 to —0.26.___
—0.254i0 0.24______
.25

[l e g B ] e BN BT

to 124 ____.
fo 1.7:

Ll M RN DT Y RN R

Qe onen
AN LS b= b e B B b S e =

DRI G R e T e D D e e 1D e

£9 1010 1= b2
L2 =1 b3 =143 =1 A

5 and over

51 ;
30 - 6 !
21 48 39|

|
1
'
i

35

Cenls | Cents =~ Cens - Cents
2.66 - 203 2.2 136

H

269 323 1. 24 01
. 61 Lal 2, 41 .8l

5. 47 7. 80 5. 05 2.33 R
4. 78 3. 48 G. 43 a. 60 11,

! Prices of earded colion yarn (10s) as reported in Daily News Record, adjosted
to approximate the value of the quantity of yarn obtainable from a pound of
cotton, and elosing priees of New York futures for the near-netive month, usually
on Wednesday or Thursday of each weck.

* Gain and loss on long interests in earded yarn hedged by sales of New York
futures contracts,




Cotton fabric—Dats relating to the spread between spot prices in
New York of the quantity of cotton print cloth (397 80 x 8G) obtain-
able from a pound of cotfon and priees of cotton futures in New York
show changes in spread over relatively short periods that were sub-
stantially greater, particularly in recent years, than the corresponding
changoes in spread between prices of New York futures and spot prices
of cotton and cotton yarn. During the 6 vears ended July 1941,
these changes, over 8-week periods, amounted to 3.25 cents ar more
about 12 percent of the time, and they averaged 1.59 cents (table 21).

Tasre 21.—Changes over 8-week periods in spread belween prices of
cotton prinf cloth in New York and prices of cotion fidures in New
“ork, 1936-41"

Year ended July—

Ilem ]
1836 1037 1048 1930 . 1940 1941 ° Total

Change in cents per
pound: Number Nwmber Numher Number Nuwmber Number Number
Under —3.25 7. 7 :
—3.25 to —2.706
— 275 to —2.206___
—23235t0 —1.76.__
—1.75 10 —1.26___
—1.25 to —0.70___
—0.75 to —0.26._.

]
12
24
29

¢
2
]
5
e
2
—0.25 to .24 ____ 2
1
2
1
3
1

e e enonin,

210N == OO
T =i b2 =112 =113

and over_ . ...._..

a2 a2

13 i 2-!. :
3¢ 2 36

Cents | Cents  Conla ends Cenls | Conds
.46 290 101 S R K|

L0270 350 .TH L83 1Al 1.88
.30 . 5} 112 .7 1.45 103

.81 w38 17D 1, 5.45 - 4. 8§
'34 559 258 1L 203  3.15 -

1 Prices of print cloth (3977 50 x 80) as reported in Dedly News Record, adjusted
to approximate the value of the quantity of fabrie obiainable frown a pound of
coiton, and elosing prices of New York futures for the near-zetive month, usually
on Wednesday or Thursday of each week.

2 Gain and loss on long interests in print cloth hedged by sales of New York
futures contracts.
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Similer data for the 6 years ended July 1953 show that changes,
over 8-week periods, smounted to 11.25 cents or more about 12
percent of the time, and they averaged 5.55 cents (table 22). Yearly
averages of these changes rapged from 0.79 cent in 1939 to 2.99
cents in 1937 for the prewar period and from 3.53 cents in 1952 to
10.11 cents in 1948 (iables 21 and 22).

TapLE 22.—Changes over S-week periods in spread between prices of
cotton print cloth in New York and prices of cotion fulures in New
York, 1848-53 ¢

Year ended July—

Item
1948 | 1949 195¢ 1851 1952 1953 | Total
Change in cents per
pound: Number| Number|Number, Number| Number Numben Number
Under —13.956_____ 13 b 3 I 2 b A P, 21
—13.75 o —11.26. i 4 2 2 T I, g
—11.25 to —8.7G__ 1] 2 5 i 1 4 19
—8.75 to —6.26___ 3 4 1 1 2 3 14
--6.25to —3.76._.. 4 g i 3 8 1 28
—3.75 0 —1.26___ 2 13 3 7 16 1 42
—125{0 124 _.__ 3 14 it 7 i6 13 63
I1.25to 3.4 ... 3 1 g 5 3 ib 38
3.75te 6.24_______ 4 I 4 | 4 8 21
6.25 to 8.74_______ 4 1 13 4 | ___ .. 5 27
BV to 1124 _____ 4| 4 I loeaaooo 1 10
11,25 t0 13.74 . ___ P T F | P P 3
13.75 and over.__. A S - 2 NN S 5
Total. _______._ 52 52 52 a8 83 51 298
Galn 2o 21 L3 34 17 12 37 125
Toss2._____________ 31 44 i7 20 41 14 187
Cenis | Cenfs | Cenis | Cents | Cenls | Cenls | Cenis
Average change. ____ 10,11 473 524 605 | 353 | 879 5 55
L3} « T 7. 09 1. 06 5 18 7. 42 2, 51 3. 30 4. 82
Toss_ e _L.___- 12,15 5.24| 567; 5. 18| 3.8 4. 85 6. 18
Maximum:
Gaine e 17. 41 §.33 9.8 | 16.22 4. 63 g 14 17. 41
Loss_ oo o 25 80 16.11 [ 12,18 ; 14.27 | 16 03 | 10. 26 25, 96

t Prices of print cloth (397 80 x 80} as reported in Daily News Record, adjusted
to approximate the value of the guantity of fabric obtuinable from a pound of
cobton, and closing prices of New York futures for the near-active month, usually
on Wednesday or Thursday of each week.

? (iain and Loss on long interesis in print cloth hedged by sales of New York
fubures contrucis.
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The extent of the changes in spread between prices of the quantity of
print cloth obtainable from a pound of cotton and prices of cotton
futures in New York varied irregularly from one part of the year to
another, as indicated above for carded cotton yara, but no consistent
pattern of sessonal varistion was indicated. During the 6 years
ended July 1941, these changes ranged from an average of 1.22 cents

TasLe 23.—Ohanges over 8-week periods in spread between prices of
cotlonn print cloth in New York and prices of cotton futures in New
York, by specified periods, August 1986—July 19,1 *

8-week periods ended—

July 15| Qet. 15— Dec. 15-|Mar. 15 May 15—
Oct. 14 | Dee. 14 | Mar. 14| May 14| July 14

Change in ceots per !
pound: Number | Number | Number | Number | Nwmber | Number
Under —3.25 14
—3.25 t0 —2.76____
— 27510 —2.26.___
—225t0 —1.76.___
—1.75t0 —1.26____
—125t0 —0.76._..
—0.75 to —0.26____
—(.25 to 0.24

5
12

= =
b 3 €T He e G0 67D O O bt e

Pt oo
b2 b3S b3 O 02 GO 00 20 =1 52 O3 bho

ern{nononon
00 Ptk B3 D 03 O DT S e D B

Bo =1 BD ~F bD -1 b

0.
0.
1.
L
2.
2

3

5 and

-]
=1
4]
%]

24
28 35

b i
Gon

1.22 2,11 1 64 1. 66

1, 42 . 03 . 38 2.08 T
. 80 . 30 .80 1.45 . 45

3. 45 58 231 488 58
2. 08 63 50| &618| 315 59

Cenls Cenis {enis | Cenis
2

t Prices of print cloth {39/ 80 x 80) as reported in Daily News Record, adjusted
to approximeate the value of the guantity of fabric obtainable from a pound of
cotton, nnd closing prices of New York futures for the near-active month, usvaily
on Wednesday or gI.‘lw.rsclﬂ,y of each week.

® Gain and loss on long interests in print cloth hedged by sales of New York
futures comiracts.




for 8-week periods ended July, August, and September to 2.11 cents
for 8-week periods ended October and November (table 23). Similar
changes for the 6 years ended July 1953 ranged from an average of
2.64 cents for 8-week periods ended December, January, and February
to 8.23 cents for 8-week periods ended March and April (table 24).

TarLe 24.—Changes over 8-week periods tn spread between prices of
cotton. print cloth wn New York and prices of colton futures in New
York, by specified periods, August 1947—July 19563 *

2-week periods ended—
Ifem
July 15~| Oct. 15—} Dec. 15—{Mar. 15— May 15+ qg. 0y
Oct. 14 | Dec. 14 | Mar, 14 | May 14 | July 14 o
Change in cents per
pound: Number | Number | Number | Nwmnber | Number | Number
Under —13.75___._ i) 3 1 7 3 21
—13.95 to —11L.26__ 3 ;O 3 2 g
—11.25 o — 8. 76 _.. 2 1 4 10 2 19
—8.75t0 —6.26.___ 1 4 2 5 2 i4
—5.25 to —3.76____ 4 V] 2 G 8 26
—3.754% —1,26____ G 5 i5 i 9 42
—126tp 124 _____ 7 2 29 8 17 63
125to3.74 . ___—__ 12 8 13 [ . 5 38
3.75 40624 ______ 10 3 a i 2 21
625t B4 _____ _ id | 7.2 D SR 1 27
8.75tc11.24 __ __ __ 4 [ [ PR 1 1¢
11.25 to 1374 ____ 1 -3 [ (RN U, 3
13.75 and over..____ [0 RN S SIS S 5
Total .. T4 52 Tl 47 54 298
Gain ®____.._________ a0 31 26 4 i8 129
1088 2 e 23 20 ; 45 43 38 157
Cents | Cenls Cents Cenls Cends Cenis
Average change._____. 6. 58 i 6. 68 2. 54 8 23 4. b 5. 55
Gain____._.____._ 6. 26 6. 55 2. 18 L7717 233 4, 82
7 Y: - 7. 58 7. 20 290 B 84 5. 66 6 18
Maximum:
Gain__ ... 17.41 | 1318 533 4. 15 B. 80 17. 41
Loss. o~ 16, 43 16. 11 20. 38 25. 90 17. 11 25. 90

! Prices of print cloth (39!’ 80 x 80) as reported in Daily News Record, adjusted
to approximate the value of the quantity of fabric obtainable from a pound of
gotton, und closing prices of New York futures for the near-active month, usually
on Wednesday or Thursday of eaeh week,

2 Gain und loss on long inferests in print cloth hedped by sales of New York
futures contracts.




Data relating to changes over 4-, 8-, and 16-week periods in spread
between prices of the quantity of print cloth obtainable from a
pound of cotton and prices of cotton futures in New York show con-
siderable variations with length of period. For the 6 years ended
July 1941 and the 6 years ended July 1953 combined, changes over
4-week periods averaged 61 percent and changes over 16-week periods
averaged 175 percent of the changes for 8-week periods. Changes in
the spreads for print cloth sveraged substantially greater than the
corresponding changes for sheeting and twill.

Gains and Losses From Changes in Basis

Changes in spread hetween spot prices of cotton, yarns, and fabrics
and _prices of cotton fubtures contracts represent gains or losses on
market interests in these commeodities hedged by opposite interests
in futures contracts. Data relating to gains and losses from changes
in these spreads are presented primarily from the viewpoint of long
market nterests in the spot commodity, usually referred to as a long-
basis position. It is recognized, of course, that gains and losses on
these positions have, as their counterpart, losses and gains, respectively,
on short interests in the spot commodity hedged, generally referred to
as & shori-basis position.

When no adjustments are made {for carrying charges, as was the
case for data contaioed in this bulletin, the gains and losses shown on
long-basis positions are the same as the losses and gains, respectively,
on short-hasis positions. Adjusting the changes in basis for costs of
earrying the spot commodity over specified periods would reduce the
gains and increase the losses, shown on long-basis positions, and in-
crease the gains and reduce the losses, shown on short-basis positions,
by amounts equivalent to the carrying charges.

Gains and losses from changes in basis, from the viewpoint of long
market interests in the spot commodity, as shown in this section of
this bulletin, are limited to results from loug interests in the spat
commodily bedged by short interests in cotfon Tutures. It is realized
that such hedging operations may e a part of a larger venture involv-
ing other £ypes of operation, and that gains or losses from basis may be
supplemented or oflsct, in whole or in part, by gains or losses from
other operations, Alternative gains or losses involved in not hedging
market interests in the spot commodity are considered in another
section ol this bulletin (see 1. 8).

Data relating to gains and losses, on long-basis positions, from
changes in spread between prices of cotton futures and spot prices of
1qottgn, cofton yarn, and cotton fabric asre presenled in the order
1sted.

Row eolton.—Datu relating to changes over 8-weelt periods in basis
for Middling *He-inch cotton at New Orleans, calculated from prices
of New Orleans futures contracts for the near-nctive month, show,
for the 6 years ended July 1941, gains on long-basis positions about
34 percent of the time (table 13, p. 32). These gains amounted io
some instances to more than a cent & pound and I'jjey averaged 0.18
cent. These changes in basis show losses on long-basis positions
about 63 percent of the time. These losses in some instances exceeded
o cent o pound and they averaged 0.35 cent. Similar data for the
6 years ended July 1953 show gains from changes in basis about
40 percent of the time, and the gains averaged about 0.31 cent (table
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14, p. 33). Losses were shown about 80 percent of the time, and the
losses averaged about 1,30 cents a pound.

Gains and losses vary considerably with the length of the interval,
the futures contract used 1n caleulating the changes in basis. and from
one part of the year to another. TUsually, the proportion of the time
that chanees in basis resulted in losses on long-basis positions and the
average amounts of these losses were much gr eater for S-week periods
ended July. August, and September than for S-weel periods ended
during other months (tables 15 and 16, pp. 34 and 35).

Cotion yarn.—During the 6 years ended July 1941, data relating
to changes over 8-week periods in spread between apot prices in
New York of the guantity of carded cotion yarn {10s) obtainable from
& pound of cotton and prices of cotton futures in New York show gains
on long-basis positions about 46 percent of the time and the gains
averaged 1.25 cents (table 17, p. 38). These changes in apread

showed losses on long-basis positions about 53 percent of the time, and

the losses averaged “about 1.28 cents. Similar data fur the 6 Vears
ended July 1953 show gains on long-basis positions about 38 percent
of the time, and the gains aver aﬁed 2.55 cents {tahle 18, p. 37).
Losses on Iongr-bams positions are indieated ahout 62 percent of the
time, and the losses averaged 2.13 cents.  The proportion of the time
that changes in basis indicated o gaing and Josses on long-hasis positionz
and the average amounts of ilie aring and losses varied widely from
vear fo vear and from one part of the season to another, but no
consistent seasonal patrerns were indicated (tables 19 and 20, pp. 38
and 391,

Colton febrie—Date relating 1o chianges in spread between spot
prices in New York of the quantity of cotton print eloth (3677 80 x S0
obtuinable irom = pound of cotton and prices of cotton futures in
New York show substanriul gains and losses on long-basis positions
over relatively short pertods,  During the 6 vears ended July 1041,
these changes over S-week periods show gains on long-basis positions
about 44 percent of the time, and the gaing averaged 1.77 cents.
The chaunges showed losses on long-lasix positions about 59 [’)(‘I cent
of the time, and the losses averawed 1435 cents (table 21, p. 403,
Similar daia for the 6 years ended July 1953 show gains on Iong hasis
positions about 43 pereent of the tme, amd the gains averaged 4.82
vents.  Losses on long-husi= positiona were indieated about 53 percent
of the time and (e losses aver aeed G.1N conts (table 22, po 41 The
proportion of the time that gains and losses were indicated and the
avetage pinounts of the gains and losses varied widely leom yvear Lo
vear and lrom one part of Thie setson to anothet. but no definite <easonal
pattern was indieated (tables 23 and 24, pp. 42 and 43,

PROTECTION AFFORDED BY FUTURES AS
HEDGES

Futures contracts are used exteasively as hedges against losses from
changes in prices of spot cotton.  Such lwd:rm are obtalned by off-
sotting long- or short-murket inlerests in the spol coinmodity by sales
or purchases, vespeetively, of fulures contrrets. Annual reports of
the Commodity lxebange Authority shew that. during the 6 years
ended July 16953, long-hedging commitments in cotton futures open
on the 15th of each monih, for large traders whose position in one
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future was 5,000 bales or more, averaged 729,000 bales, or about 24
percent of total open contracts (£1). Average open-hedging commit-
ments by months for all years combined ranged from 594,000 bales
in July to 890,000 bales in February. Similar data for short hedges
show that open commitments averaged 936,000 bales, or 31 percent
of total open contracts; the monthly averages for all vears combined
ranged from 587,000 bales in July to 1,284,000 bales in January, In
addition, speculative and hedging commitmenis of the smalier waders
have, in recent years, accounted for more than onc-half of total open
mnterests in ¢otton Iutures.

Protection against losses from changes in prices of the spot com-
modity may aiso be obtained through buying or selling on call. A
cull contract is one in which the seller (usually a cotton merchant or
a farmer) agrees to deliver & specified quantity of eetton of a specified
description and the buyer (usually a mill operator or a cotion mer-
chant) agrees to reccive the cotton within & designated period, with
the price to be derived by adding to or subtragting from the price of
a specified futures contwact a specified number of points previously
agreedd upon by the seller and the buyer. The period within which
the price must be fixed is specified in the gontract. The time within
the period when the price is fixed may he decided by the buyer
(“buyer’s option") or by the seller (“seller's option”) in accordance
with the provisions of the contract (3).

The guantity of call contracls may be indicated by dats showing
“unfixed” call sales and purchases of cotton during the 6 years ende:d
July 1953, as reported by Commodity Bxchange Authority (22).
Unfixed sales of eotton on call based on New York futures, as reported
by merchants with contracts of 5,000 bales or more in onc futures,
averaged 970,000 bales, or about one-third of total open icteresls of
traders in cotton Tutures, during the G-year period.  Yearly averages
ranged from about 706,000 bales in 1949 to 1,384,000 bales in 1951.
Monthly averages for all vears combined ranged from abount 505,000
bales in May teo 1,472,000 bales in Octoler.

Similar data for purchases by merchants of collon on call show that
unfixed purchases averaged 156,000 bales, or about 5 percent of total
open nterests of traders in cotton futures, during this G-year period.
Yearly averages of these unfixed purchases ranged from about 93,000
bales in 1949 to 222,000 bales in 1953. Alonthly averages for all
years combined ranged from 92,000 bales in June to 242,000 bales in
November.

Gains and losses {rom market interests in the spot commodity
bedged by opposite market interests in lutures and from on call
transactions are lmited mainly to changes jo basis.  Aerchants ox
others who have long-market interestz in the spot commodily hedged
iy the sale of futures contracts aod purchasers of (he spet commodity
on coll are considered to be long the basis,  Operators whoe have short
markel interests m the spot commodity hedged by long interes(s in
futures and sellers of the spol commodily on call are considered o be
short the basis (6).

Greater advances or less deelines in spol prices than in prices of
fulures result in gains on long-basis positions and in logses on short-
basis positions.  Smaller advanees or greater deelines o spot prices
then in prices of Tuturces result in losses on long-basis positions and
guins on shorl-basis positions,
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The extent to which gains and losses from changes in spot prices of
cotton and of cotion yarns and fabrics could have been offset by the
use of futures contracts as Liedges, and the extent of the gains and
losses on purchases and sales on call, may be indicated by & comparison
of changes in spot prices with the corresponding changes in spread
between spot prices and prices of futures. Data showing no changes
in the spread between spot prices and prices of futures indicate that
gains and losses from changes in spot prices could have been com-
pletely offset by the use of futures as hedges, and that no gains or
losses would have been realized on call sales and purchases.

Changes in the spread that are less than the corresponding changes
in spot prices mean that gains and losses from changes in prices could
have heen reduced but not completely offset by the use of futures as
hedges, and that gains or losses from on call sales and purchases would
have been less than the changes in spot prices. Changes in spread
as great as or grealer than the corresponding changes in spob prices
indicate that no reductlons i gams or losses from changes in prices
could have been made by using futuies as hedges, and thal gams or
lnsses from on call sales and purchases would have equaled or exeeeded
the changes in spot prices.

Iy is recogiized, of course, that cotton merchanes or manufacturers
may supplement or offset. at least in part, the gains and losses from
chenges m spot prices and in basis through straddie and other trans-
actions involving trading in futures (3}, As indicated earlier in this
buletin, the assumption of risks from changes in spot prices or from
chianees in basis may be a part of larger operations involving atraddle
and other transactions.  An adequate appraisal of the results of such
combined ventures would uecessitate the combinmng and balancing
of the gains and losses from all the operafions involved. But the
information available is neither adequale for sbowing the extent to
which the assumption of risks {rom changes in prices of the spot com-
modity or from changes in basiz are parts of larger operations involv-
inge straddle and other teansaetions, nor for indicating to what extent
going or losses, [rom the assumption of suel risks, are suppiemented
or oflset by other operations mvolved i the combiaed venture.

Price Risks Usually Greater Than Basis Risks

As indiented b earlier sections of this bulletin, risks of loss and pos-
sibilities of gain from changes in prices of the spot commodily and in
the spread between prices of the spat comunodity and prices of fulures
contracts usually wepe nch less Tor raw cotlon than for cotlon yarns
ad fabeies.  Diata showtnge the relation ol gains and losses from
changes in prices of the spol comimnodity (o gains and losses {rom
chunges 1 the speead between prices of the spot commodity and prices
of fulures contracts for raw colton, cotton varns, and cotton fabrics
are presented i the order listed,

Baw eolton.~-The extent to whicly farmers, merchanis, or maou-
faeturers, who have long- or shorlemarket juterests i spot cotton,
eould have reduced or offset thele oizks of loss and possibilities of gain
from changes in 2pot priees by the use of fufures as hedges, and the
gains or losses on sales and purelases on eall, may beindicgted by a
comparison of ehenges In prices of spot eolton with the corresponding
changes in spread bretween these prices and prices of futures contracts.
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The data in table 25 show that changes over 8-week periods in prices
of Middling ¥s-inch spot cotton in New Orleans usually were sub-
stantially greater than the corresponding changes in spread between
these prices and prices of cotton futiwes 1n New Orleans.

During the 6 vears ended July 1941 and the 8 yeors ended July
1953 combined, changes over 8-week periods in spot prices of Mid-
dling '%{s-inch cotton in New Orleans exceeded (he corresponding
changes in hasis, calculated from prices of near-month futures con-
tracts in New Orleans, 74 percent of the time.  Changes in spot prices
averaced about 2.3 (bmes as much as the corresponding changes in
basis.  Advances in spot prices exceeded the corresponding changes
in basis 83 pereent of the time, and the declines in spot prices exceeded
the corresponding changes in basis 67 pereent of the time.

Tanue 25.—Dlisiribution of changes orcr S-week periods in prices of
spot ecotton in Neow Orleans end in basis calewlated from prices of near-
month futures in New Orlcans, Awgust 1935=July 1941 and August
1947-July 19531
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R Th o — 32600
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— 22510 -~ LY.
LTS Lo - 12000
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o R TSR T

— L b LS ] e T B =
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and over . "
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Tatnl, . . 4.4 173 BE 28

! (osingr prices of nenr-mouth Nutures and spol priees of Middling 35{e-inch
cotten in New Orleuns as of the elose of the futuees marked, usnaily on Wednesday
or Thursday of cach week, were naed. Minus {0 signs mean losses ou long-
murkel interest in spot eotlon hedzed by sales of New Orleaus fulures,

The relation of changes in prices of spol cotton to changes in basis
varies considerably from year (o year and {rom one period to another
(fig. 7). During the 6 years ended July 1947, changes over 8-week
periods e basis for Middling #je-incl colinn in New Otleans, cal-
cilated from prices of New Orfenns futures for the near-netive month,
avoraged ahout 35 percent of the corresponding changes in spot
prices, wndd the proportions ranged from 15 pereent for the year
ended July 1938 to 8! percent for the year ended July 1840.
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Similar data for the 8 vears ended July 1953 show that changes in
hasis averaged about 45 percent of the corresponding changes in prices
of spot cotton, and the proporiigus ranged from 286 percent for the
vear ended July 1931 to 83 percent for the year ended July 1949
Althoush these proportions varied widely from year to year, the
variations were not closely related to changes my price level and no
disiinet trends were mdicated,

Although changes over S-week periods in spot prices and in basis
usually were greater near the change of the erop vears, the ratios of
average chanee in basis to the corresponding chanve in spot prices
varied somewhat irregularly from one part of the season to another
(fig. 43, During the 6§ vears ended Tuly 1941, average change in spot
prices was greatest, and the average ratio of changes n basis to changes
in spot prices was least, for S-week periods ended May and June.
The ratio of average change in haais to average change in gpot prices
was greatest for Ssweek peripds ended July, August, and September.

During the 8 vears ended July 1833, averase ehanees in gpot prices
and the ratios of average change in hasis to averase chungee in zpot
prices were greatest for S-week periods ended Tuly, August, and
Seplember.  The greatest protection afforded by Intures as hedges
was indicated fur S-weelk prrinds ended October and November,

Ratios of average changes, over S-week periods, in basis for Aid-
dling '5ie-inch spot cotton in New Orleans, caleulated from prices of
near-month futures contraers in Now Orleans, Lo the corresponding
avertige change it spot prives were [aiely t3pical of those for similar
colton in other rentral markets 14 Pasis caleulated from prices
of New Orleans futures sveraged abont e same as those caleulated

CHANGES (¢ PER LBy —7 7=~ " SPOT PRICE t¢ PER LB.)
1936-41 1948-53 -

3 ———— e e ae . SDOT price
_ Change in IE Change in
~ spol price basis*

1936 1937 11939 [ 1941 1945 % 1949 [ 195) [ j95”
936 1938 1940 1948 1950 1852

CFAR Furel BE T ETSILD L0 TR L cE

Frovee 5 Aserese chunges over Swaock periods In spot priees and in hasis,
eaenliaec - oot nenr-aomty futares i New Orbeans, for Moddine Py -inel
cotbioty, alad wveryrne priee of this enrron i New Ordeans, 1361 aned J90--530

Avorage ehanges in <pot prices awd i basis vacisd wisdels {rom sear (o yesr,
It these ehanees sere pot etosely redated] 1o chnnoes in price hevel, Changes
in busis usezelly aversged sabstaatidly bes than cliamars (i spol prices.
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Fierre 4.—Averape changes in spot prices and in basis for Middling 1% g-inch
cotton in New Orleans over S-week periods ended during specified montls,
1930-41 and 1948-53.

Changes in spot prices and in hasis over S-week periods varied widely from
onc part of the yvear tr another.  Usually they were sreatest toward the ond and
pear the Leginning of the crop year when changes in the supply situntion were
groalost.

from New York futures. Ratios of avernge changes in hasis to (he
corresponding average changes in spol prices averaged somewhat
less when caleulated from near-month futures than when ealculated
from futures for more distant months.  Although average changes in
spol prices and in basis vary with the Iength of the period, the ratios
ol average rhanges in basis to the corresponding average changes in
spot prices for S-week periods were somewhat greater then those for
4-weelk, and somewhat less than those for 16-wesk periods.

Changes in prices of spot cotton include both advances and declines
which represent gains and losses on long-market intorests. and losses
and gains, sespectively, on short-market interests in spot cotton.
Changes in basis as a result of greater advances or loss deelines in spot
prices than in prices of futures refleel gains on long-hasis positions
and losses on short-basis positions.  On the other hand, changes in
basis resulling from smaller advances or greater declines in spol prices
than in prices of futures reflect losses on long-basis positions and gains
on short-basis pusitions.

Changes over S-week periods in spot prices of Middling '%{s-inch
cotlon in New Orleans, during the 6 years ended Julv 1941 and Lhe
6 years ended July 1053 enmbined, showed declines about 45 pereent
of the time, bul the declines averaged vreater than the advances
(lable 26). On the average, for both prewar and postwar periods,
about 90 percent of the guins on long-market interests and Josses on
short-market interests {rom advances in spol prices could have been
offset by the use of New Orleans futures for (he near-active month as
hedges. Furthermore, gains on long-hosis positions and losses on
short-basis positions as o result of prices of futures not advanecing as
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much as prices of spot cotton, on the average, would have been more
than offset by losses and gains respectively, as a result of prices of
futures advancing more than prices of spot cotton.

The net resuit would have been an average loss on long-basis posi-
tions and an average gnin on shorf-basis positions of about 4 percent
of the average advance in spot prices. (lonsiderable viriations from
one year to another in advances in spot prices and in protection
afforded by futures as hedges are indicated (table 26).

The proportions of the Iosses on Jong-market interests and of gains
on short-market interests from declines in spot prices that could have
been oflset by the use of futures as hedges averaged about 67 percent
for the prewar period and about 48 percent for the postwar period
(table 26). In addition, substantial losses on long-basis positions and
gains on shorl-basis pasitions would have resulted from greater declines
n prices of spot cotton than in prices of futures contracts.

The net result would have been losses on long-basis positions and
gains on short-basis positions, which would have averaged about 43
percent of the declines in spot prices during the prewar permod and
about 30 percent of the declines in spot prices during the postwar
period.  Average results would have varied widely {roin year to year
{table 26}.

The degree of protection aflorded by futures as hedges varied con-
siderably from one part of the vear to snother (table 27). During
the 6 years ended July 1941, advances and declines in spot prices and
protection afforded by futures as hedges averaged greatest for 8-week
periods ended May to September. During the 6 years ended July
1953, advances in spoi prices and protection afforded by fulures as
hedges averaged greatest for S-week periods ended July to November.
Declines in spot prices averaged greatest for $-week periods ended
July lo Seplember, but protection afforded by futures as hedges
averaged greatest for S-week periods ended Octlober to February.,

Advances and deelines in spol prices and protection afforded by
futvures as hedges for Middling 3e-inch cotton aversged about the
same as for colion of other grades and staple lengths {table 28).
Advances and declines in spot prices of Middling ¥g-anch cotton,
over 8-week perieds, aversged much greater than those for 4-wveek
periods and much less than those for 18-week periods, hut the pro-
portions of the gains and Josses from advances and declines in spot
prices that could Lave been offset by the use of futures as hedges for
S-woek periods averaged about the same as for 4- and 16-week periods
(table 29).

When prices of futwes contracts are higher than prices of Middling
Bdneh spot ecollon st delivery poinls by amounls approximately
equal 1o costs of carryving the spot eotton Lo the date of maturity of
the futures conlraets, prices of spol eolton normally are oxpecled Lo
advanee more or deeline less than prices of futures contracts {13).
Adjustments for the influence of carrying charges wounld reduce these
differences. On the other band, when prices of fulures econtracts,
particularly for the more distant months, are substantially below spot
prices of Midd)ing 4e-inch cotion at delivery points, as was thie case
during a subslantial proportion of the f-year periods ended July 1841
and 1833, prices of futares contracts, particularly for the near-active
months, normally are cxpeeted (o advance more or to decline less than
spol prices,
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Tasre 26.—Average advance and decline, over 8-week periods, in spot
prices of Middling ‘Hs-inch colton in New Orleans, hedge offsel
afferded by New Orleans futures, and gain or loss on basis, 193641
and 1948581

WILEN PRICES OF SPOT COTTON ADVANCED?
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a | por- : i
Year ended July— l tif}“ chanze
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1 Closing prices of near-month fulures and spot prices as of the close of the
futures market, wsozally on Wednesday or Thursday of pach wrek, are used,
The term “bhasis’ refers to 1he spread between prices of spot cotton and prices of
o specified futures conlract. {iains and losses are ealeulated for loug interosts
in spot cotton hedged by sales of futures contracts,

? Periods showing no chunge in gpot prices are also included.

* Spot prices and prices of futures contract advanced or declined (he same
amounts,

4 Extent to which advances or declines in sput prives exceeded the correspond-
ing advances or deelines in prices of futures contracts.

* Exlent to which prices of futures declined more than prices of spol cotton,

¢ Exient to which prices of fulures advanced nore than prices of spots.
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TaBLE 27.—Average advance and decline, over S-week pertods,

in spot

prices of Middling '3is-inch cotton in New Orieans, hedge offset
afforded by New Orleans fuiure, and gain and loss on basis, by spec-

ified periods, August 1935-July 1941 and August 1947-July 1958 !
WHEN SPOT PRICES ADVANCED ?
| | - -
. I P;f: : i Hedge ~ Additional \ Cain
Year and §-week li?ion Price . or loss
periods ended— ;" - ladvance ot ) {{—)on
% time  Offset 3. offsat 4. Gain? Loss® . basis
i : : : ;
: 1 : ; . i
1936-41 f { , !
Percent Cenfs © Cents  Cenls  Cents  Cents ;| Cenls
July 18-Qet, 1d___.: 241 0.8 ! 0.81: 0.04 0. 01 020 —0.15
Oet. 16-Dee. 4 ___. B VR S .62 .83 .09 01 L1 =0
Dece. 15-Mar. 14____ 73.0¢+ .61 .33 .08 .01 .07 .02
Mar, 15-May 14____.- 60.§ G20 5% 0 L03 0 187 =15
May 15~July 14+ G0.&  .09° .92 .07 . . 04 .24 —. 13
Average. ... © @0 .71 &L .07 .0l .14 —.00
1945-53 :
July 15-Oct. 14 ____ 252 249! 245 L0t 0 71 —. 67
Oct. 15-Dec, 14..___ (6.0 233 ¢ 230 a0 .29 —. 28
Dee. 15-Mor. 14____ (4.3 1. 49 123 L 26 .05 .03 .28
Mar. 15-May 14__.__ 80.0 . 1.08 .8 07 .02 L 14 —. 05
May 15-July 14_____ ©oG0.4 0 .98 . 80 .18 .08 .12 L1
Average______ 569 1.61. 1,48 .13 .03 . .21 1 —-. 05
WHEN SPOT PRICES DECLINED
1986-41 : ! '_ 5
Tuly 15-Oct. 14—+ 759 113, 0.60F 0.44, 0 - 0.09 | —0.53
Oct. 15-Dec. 24_____ 346 .45 . .37, .08: .03 .08 —. 13
Deo, 15-Mar. 14____1 2.0 .20 .11! .18 0 . .051 —. 23
Aar. 15-May 14 ... 302 .25 220 .05 .02. .03: —.06
May 15-July 14_____ 5.2 .8 .8 ' .04 .11 .03 ! 04
Average_._._ © 45,0 75 .51 .24 .02 .07 —0.29
1948-58 . _ ’ ! !
' : . : !
July 15-Oreb. 14 ___ - 7.8 332 .94 2.38. 0 . .401 —2.08
Oet. 15-Dec. 14_____ 3.0 231 et L6702 08 —-.73
Dec. 15-Mar, 14 .. 357 L77  L727 .05 .24 . .01 .18
Mar. 15-May M. 20.G . 3D .43 212 .09 { .01 —_ 0
May 15-July 14-.._; 30.6 . 144 1.05; .33, .09: .21| —.al
247 L17° 130 .07 .22 —1.d5

AVErage ... -~ t 43.1 ¢ |

i Closing prices of near-month fuiures and spot prices as of the close of the

firtures market, usually on Wednesday or Thursday of each week, we
The term ‘‘hasts’ refers to {he spread between priees of spot cotton an

re used.
¢ prices

of speeified futures contracts. Guoins and fosses are caleulated for long inleresis

ju spot cofton hedged by sules of Tulures contracts.
2 Periods showing no change in gpot prices are also included.

* §pot prices and prices of {uiures contracis advanced or declined the same

amounk.
4+ xtent Lo which advanves or declines in spoi prices exceeded Lbe corres
advances or declines in prices of fotures contracts.

ponding

# Bxtent w0 which prices of fuiures declined more than prices of spot cotten,
s Extent to which prices of futures ndvanced more than prices of spois.
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TaBLE 28.—Average advance and decline, over 8-week periods, in spot
prices of cotlon, of specified grade and staple length in central markets
hedge offset aﬁordedp by New York fulures, and gain or loss on basis,
1936-41 and 1948-58 1

WHEN PRICES OF SPOT COTTON ADVANCED ?

Pro- Hedge Additional Gal
Vear ended July and | por- | p i e
grade and staple tion hrlce ; i o )033
length of | CHATES Offset 3| ot - Gain % | Loss ¢ (b—a i
time 5257 offses 4 { s Sis
198641 i
. Percent) Cents | Cents | Cenis | Cents | Cents | Cents
Miain . ________. 86, 9 Q.74 G 66 0.08 0. 01 012} —0.63
SLM ¥%in._ ... ___ 53. 0 i . 69 L1 . 01 .11 0
SM iin . ____._.___ 86. 7 .79 86 i3 .01 .16 .04
M1¥ain .. 56. 1 . 80 . 65 .15 .02 .1 . 08
M1 ino___________ 543| .88 .65 .23! .03| .11 .15
1948-58
M¥gin_ oo __ 56. 5 157 143 .14 .12 .27 —. 1
SLM ¥iao___.______ v 56,1 1,36 1. 42 .14 . {8 .28 —. 06
SM Yin_______.___ [ Y 1. 68 141 . 1% .09 .26 .02
MIWein . ____._ P 56.81 1.62; 141 -2 .8 . 28 .Gz
Mmoo ____ D535 LGB L 48 L 20 E .03 .30 —. 07
: 1 {
WHEN PRICES OF SPOT COTTON DECLINED
5 i :
1986-41 : 1
M e in . 310 o8l 050) 0.85] 006 005] —o0
SLM ¥ino__._..____ 47.0 i8] .46 L300 (04 .08 —. 34
SMlin o _____.__ 43. 3 .92 .50 . 42 .04 .08 —. 46
M IMaino_____.___ 43. ¢ .92 .38 . 44 .04 .09 —. 49
MIMino o __.___ 45. 7 . 88 .45 .43 .04 .12 —. 51
1948-58
M¥sin_ .. 43.5 2. 37 116 2t}t .12 L2000 —1 29
SIM ¥in.__ . _____ 43. 9 237 15 .22 Q9 .22 —1.35
SM rino_L ... . 42. 9 2. 47 1.17 1. 80 .12 .23 —1L 41
MiYein oo 43. 2 2,45 1.13 1. 32 .13 L2711 —1. 40
M iMin . ______ 48, 5 2 16 1. G1 1. 15 .25 .22 | —1.12

! Closing prices of pear-month futures and spot prices as of the close of the
futures market, usually on Wednesday or Thursdav of cach week, werz used.
Prices of Middiing "${e-inch, Strict Low Middiing ¥4-Inch, Sirict Middling 1-inch,
and Middling 11{s-inch cotton as quoted in Augosta and prices of Middling 174-inch
coiton as quoted in Memphis. The term “basis™ refers to the spread hetween
prices of spot cotion and prices of a specified lutures contract. Gains and losses
are calevnlated for long interesis in spot cotton hedped by sules of futures contracts.

* Perfods showing no change in spot prices are also included.

* Bpot prices and prices of {utures coniracts advanced or declined the same
AmMounts.

+ Exient to which advances or declines in spot prices exceeded the corresponding
advances or declines in prices of futures contracts.

® Extent to which prices of futures declined more than prices of spot cotton.

* Extent to which prices of futures advanced more than prices of spot cotton.
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An examination of the data in tables 26 to 29 shows that a large
proportion of the changes in spread between prices of spot cotton and
prices of futures contracts are accounted for by prices of spot cotton
advancing less or decliniog more than prices of futures contracts.

Adjustments for carrying charges would accentuate these differences.

TasLe 29 —Average advence and decline, over 4-, 8-, and 16-week
pertods, in spol frices of Muiddling *¥e-inch cotion in New Orleans,
hedge offset afforded by New Orleans fuiures, and gain or loss on basis,
1886-41 and 1548-58 *

WHEN PRICES OF SPOT COTTON ADVANCED ?

Pro- Hedge Additionatl

} or- Gain
Year ended July and fi on | Lrice or loss
length of period of change Not {—)on
time Offseb ?} ronp Gain$| Loss® | basis
1936-41
Percent] Cents | Conts | Cents | Cents | Centz | Cenls
4 weeks_ .o _ ... 536 0. 52 0. 48 .08 ¢ 0. 06 1}
Bweeks. oo §5. 0 LTl . 64 .07 ) .14 —. 06
16 weeks.__ .. .____ 55. 0 .89 .81 .08 .02 .24 -, 14
1548-53
4 weeks_ __. o o_o.- 50. 4 i 14 1. 09 .10 .3 .13 a
B weeks.__._________ 58. 9 1. 61 1. 48 137 . .03 .21 —.05
16 weeks . ____. ... 56. 3 2. 49 2 33 .16 .02 .51 —. 33

WHEN PRICES OF SPOT COTTON DECLINED

1986-41 i
4 weekS oo oo 46.4 | 0.52 0. 36 0. 16 6.02| 0.93] —0.17
BweehS. o 45.0 .75 .81 .24 .02 Q7 —. 2G
16 weeks..______.___ 45. ¢ 1.12 .76 . 36 .02 .17 —. 51
1948-53
4dweeks oo .____. 48. 6 1,37 .77 . 80 . 07 .47 —. 60
BweekS oo 43. 1 2. 47 1. 17 1,30 iy .22 | —1. 45
16 weeks _______.___ 43. 7 3. 88 1. 45 2. 43 .11 L 42| —2.74

1 Closing prices of near-month futures and spot prices as of the close of the
futures market, usually on Wednesday or Thursday of each week, are used. The
term “‘basis’ refers to the spread between prices of spol cotton and priees of speci-
fied futures contract. Gains and losses are caleuluted for long interests in spok
gotton hedged by sales of futures conlracts. :

* Periods showing no changes in spot priees are also included.

* Spot prices end prices of futures contracts advanced or declined by the same
amounts.

¢ Bxtent to which advances ar declines in spet prices exceeded the corresponding
advanees or declines in prices of futures contracts.

5§ Extent to which prices of futures declined more than prices of spot cotion.

° Extent to which prices of futures advanced more than prices of spot colton.

Tnrecent years prices of spot cotton that were unusnaliy highinrelation
to prices of futures contracts usually were succeeded by greater declines
or smaller advances in prices of spot cotton than in prices of futures
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contracts. During the 6 years ended July 1953, premiums and dis-
counts in prices of Middling '¥e-ineh spot cotton in New Orleans
during May, June, July, and August, in relation (o prices of New
Orlezns futures for delivery in October, usually varied inversely with
changes in these premiums over the succeeding 8-week periods (fig. 5).

CHANGES OVER SUCCEEDING B8-WEEK PERIOD (§ PER LB.)

0 r==0.95
y=-021-083x

-2
-2 o 2 4 ©
SPOT PREMIUMS OVER OCTOBER FUTURES (¢ PER LB.)

U. 5. DEPARTWENMT OF 4GRICULTURE HEG. 1230- 547 1) AGRICULTURAL WARKETINL SER 1 !

TFreune §—Relation of premiums of Middling '¥¢-inch cotton in New Orleans,
during Mey to August, over prices of October futures in New Orleans in relation
to changes in these premiums over succeeding 8-week pericds, 1947-53.

During™the 6 years ended July 1983, premiums in prices of spot cotton in New
Orleans during May, June, July, and August over prices of October futures usually
varied inversely with changes in these premiums over succeeding 8-week periods,
The correlation coefficicat is —0.95, and [the regression equation s y=—0.21-
0.83x. (z= fofures prices minus spob prices and y=changes in z over subsequent
8-week perinds, Standard error of regression coeflicienl is (.04.)

The correlation coefficient obtained was —0.95. The regression equa-
tion, y=—0.21-0.83%, indicates thal, on the average, for each cent a
pound premivm of spot prices over prices of Ocbober futures during
this period, losses on long-basis positions and gains on short-basis
positions, over the succeeding 8-week period, would have amounted
to aboutl 0.83 cent a pound.

Under such conditions, the possibility of loss on long-basis positions
and the possibility of gain on shori-basis positions may result in o
recluction in the price of spot cotbon for deflerred delivery in relation (o
prices of spotb cotton for immediate delivery and of futures contracts for
old-crop months.

Similar comparisons of the relation of spot prices to prices of
futwres for near-active months other than October show that, during
the 6 yoars ended July 1953, changes over §-week periods in premiums
and discounts in prices of spot cotton in relation to prices of fubures
contracts usually varied lnversely with the extent of these premiums




and discounts at the beginning of the 8-week periods {fig. 6). An
analysis of this relationship gave a correlation coefficient of —0.79.
Theregression equation, y= —0.13 —0.79s, indicates that, on the
average, for each cent a pound premium or discount of spot prices in
relation to prices of futures contracts during this period, losses or
gains, respectively, on long-basis positions and gains ov losses, re-
sipretively, on short-basis positions would have amounted to 0.79
gent & pound during the succeeding 8-week periods.

During the 6-year period ended J L?]}T 1941, changes i spread between
prices of spot cotton and prices of futures contracts, over 8-week
periods, usually varied inversely with the extent of the spread ot the
beginning of the 8-weelk periods, but the relationships were not as
close as those indicated {or the postwar period.

The relationships of premivms and discounts in spot prices of cotlon,
caleulated from prices of futures contraets, to subsequent changes in
these premiums and discounts were found to be similar to those
indicated by Working for wheat (26).

GCHANGES OVER SUCCEEDING B-WEEK PERIOD {¢ PERLB.) |
i

r= - 079

y = - 0L13-0.79=

-2 - 0 I 2 3
SPOT PREMIUMS AND DISCOUNTS {¢PER LB)* -

*FUTURE FRICES FOR NEAR ACTIVE KONTHI IN HEW DALEANT OTHER THaN OCTOHER

U. 5. CEPARTMENT OF AGRICULTURE MEG. 1731=541 E1) AGRICULTURAL MaRnETmG SERVIDE

TFieune 6.--Relation of premiums and discounts in prices of Middling '3le-inch
eotton in New Orleans in relation to prices of New Orleans futures for near-
aekive months viher than Octeber 1o changes in these preminms and discounts
wver suercoding S-week periods, 1947-53.

During the § years ended July 1953, changes over S-week periods in premiums
and discounts in prices of spot cotton in reladion to prices of near-month [utures,
other than October, usunlly varied inversely with the extont of these premiums
and diseounts at the beginning of the 8-week periods. The correlafion o~
eflicient is —0.79. The regression equalipn js p=—10.13—-0.79c (slandard error
of regression coctlicient is 0.06),

Cotlon yarn.—The extent to which manufacturers who have long- or
short-market inlerests in colton yarn could reduce or offset their risks
of loss and possibilities of gnin from changes in spot prices of the
yarn, by the use of colton fulures as hedges, may be indieated by
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comparison of changes in spot prices of yarn with the corresponding
changes in spread between spot prices of yarn apd prices of cotton
futures. Changes in spread, less than the corresponding changes in
spot prices, indicate that gains and losses from changes in prices of
varn could have been reduced or offset, at least in part, through the
use of cotton futures as hedges. But changes in spread, equal %o or
greater than the corresponding changes in yarn prices, mean that
eains and losses from changes in these prices could not have been
reduced or offset by the use of cotfon fubures as hedges.

Data relating to prices of the quantify of carded cotlon yarn {10s)
obtainsble from a pound of cotton and to prices of cotten fubures
show that, during the 8 vears ended July 1941 and the 6 years ended
July 1953 combined, changes over 8-wesk pericds in prices of this
yarn in New York averaged greater than the corresponding changes in
sprend between prices of this yarn and prices of cotton futures in
New York (fie. 7). Changes in spot prices of yarn exceeded the
corresponding changes in spread between these prices and prices of
cotton fubures ic New York about 53 percent of the time. Advances
in spot prices exceeded the corresponding chavges in spread .bout
77 percent of the time. Declines in spol prices exceeded toe cor-
responding changes in spread 52 percent of the time. These pro-
porti}c}ms varied from year to year and from one part of the senson to
another.

¢ PER LB.
- 1936-41 1948-53

_Change in Change in___‘
spot price spread

3
7
)
2
Z
Z
7
4

f 1937 11939 |19 _ L 1951 |
1936 1938 1940 lsgs 1250 1952

YELAR ENDING JULTY

L S LGEPARTUMENT OF AuRICULTUAE HEL, tFz,-%2itl. AGRICULTURAL malEl FIMG SERVETE

Ficure 7.—Average changes over 8-week periods in prices in New York of the
quantity of carded cotbton yarn (10s) obtuinebie from a pouid of cotton und in
spread between prices of this yarn and prices of cotton fv wures in New York,
1936—41, and 194853,

Average changes ip prices of curded cotlon yarp and in spread between prices
of this yarn and prices of cotton futures varied widely from year to year. Changes
over S-week periods in prices of the varn averaged grester in the prewar period
and about the smne in the poslwar periods as the corresponding changes in spread
between prices of the yarn and prices of cotion futnres.




Changes over 8-week periods in prices of this yarn showed declines
39 percent of the time dwring the prewar period and 46 percent of the
time during the postwar period, but the declines during both periods
averaged greater than the advances (table 30). On the aversge, less
than o thwd of the gains and losses {from these changes in prices of
varn could have been oflset by the use of cotton futures as hedges, if
the futures used as hedges approximated the quantily of colten
required (o produce the varn hedged. The cost of the cottou used
accounted for roughly about one-hndf of the valuce of the cotton
varn produced (13). If the futwres used in hedging had represented
about {wice as much cotton as was required to produce the yarn
hedged, the hedge offset would have averaged about twice as great
and the gains or losses on basis would have averaged less than those
shown i table 30.

Bxtent of changes in prices of cotton varn in New York, over
8-weelk periods, and the proportion of the gains aud losses from these
changes thatl could have been offset by Lbie use of cotton futwres in
New York as hedges varied {rom year to vear (table 39) and from one
part of the vear to another (table 313, but po very definile seasonal
trends were wndicated.  (Changes in prices of carded cotton varn varied
considerably with the lengih of the period, but the proportion of these
changes, over S8-week periods, thatl could have bheen oflset by the use
of futures as hedges averaged about the sume os the proportions for
g-week and 1G-week periods (table 32).

Similar data relating to combed cotlon yarn {20s) show that chauges
over 8-week periods in the quantity of varn obtainahble from & pound
of cotton averaged grenter thau the corresponding changes in prices
of carded varn, and that the protection afforded by cotton fulures
ag hedges was proportionally less for combed than for carded varn
{table 33:.

Advanees and declines in spol prices of cotton yarn, during both
the prewar and postwar perlods, vsually were substantially greater
than the corresponding changes in prices of cotton futures. The
proportions of the gains aad losses fromn changes i spol prices of yarn
that could have heen oflset by the use of cotton futures as hedges
avergged greater when spot prices advanced thoan when they declined.
When prices of varn advaneed, changes n spread between spol prices
of yarn and prices of cotton futures usually would have resulted in
gains on long-market nlerests and in losses on short-mackot interests
i cotton yarn hedged by the sale and purehase, respectively, of
cotton futwes. Oun the ether hand, when prices of varn declined,
the ehanges in spread usually weuld Lave reselied in losses on long-
markel interests and gains on short-market interests in the yarn
hedeed by offsetting transactions in coflon futures.

During the 6 yenrs ended July 1953, changes over 8-week periods
in spread between spot prices of carded colion yarn in New York and
prices of cotton Tulures eonlracts in Noew York usually varied inversely
with the spread hetween spot prices of the varn and prices of cotton
futures at the beginning of the S-week periods,  An analysis of the
velationship of these spreads to changes ju them over suceeeding 8-
week periods indicale so mueh i:‘r(-guﬂu‘ity in the relationships that
these spreads could not be used eflectively o estimating gains and
losses from the use of colton futures as hedges,
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TaprLe 30.—Adverage advance and decline, over S-week periods, in
prices of carded cotton yarn in New York, hedge offsel afforded by
cotton fulures, and guin or loss on basis, 193641 and 1948-581

WHEN PRICES OF YARN ADVANCED ?

Pro- - Hedge - Additional
por- :
Yesar ended July— - tion
©ooof
. time

Price ) E)??)]s:s
_change - (=) on
Offset ? ol?sgg ;. Gaind® Toss® ° basis

*Pereent Cents | Cents (Cends Cents Cenls
HEN L2¢ 0.5 0. 65 021 004 -
G7. 1. 40 . 57 1. 03 L1 8
25. .54 .16 .18 .06 .30
80, .80 .24 21 .06 .11

134 1) 99 . 02

2,19 . 35 i .01

130 . . . W07

Ll R s R o]

=1

11
!

i:

174

-0
1,20
G. 95
1. 53
110

oo |

Avernge_ __._. 54 723

WIHEN PRICES OF YARN DECLINED

L 08 .15 .02
.88 L .01
A0 . .02
A6 L2 il

23 5

=113

1038 . .
1039 ..

H P

N G

Avernge,. . u. . LA L .
Jous. . T : [}? .

0
26 .
B .12

oS Ry | i!l

Average .07 234 L6 vk L1000 .62 225
& : i ; )

! Based on prices of earded varn (10s) as reported in Dady News Hecord,
adjusted to approximate the wvalue of the guautity of yarn obininable from &
pound of coilon, closing prices of Wew Yaork futures for the near-active month,
usually on Wednesday or Thursday of each week,  Galos and losses are caleulated
for long inlerests in varn bedged by sales of fufures coniracis.

? Periods showing no change in prices of yarn arve also included.

3 Prices of yarn and of Tulures cootruets advanced and deelined the sume
amounts.

4 IExtenl to which advancees or deelines in prices of yaru cxeveded Lhe eorru-
sponding advanees or declines In prices of Tuiures contracts,

5 Extent to which prices of futures declived more than prices of yarn.

8 Iixtent to which prices of futures advanced more than prices of yarn.
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TaBLE 31.—drerage advance and _decline, over 8-week periods, in
prices of carded cotion yarn in New Tork, hedge offset afforded by

cotion fulures, and gain or loss on bu

and 1948-58 1

WHEN PRICES QF YARN ADVANCED ®

I'ra-
pur-
tion
of
time

8-week periods— Price

encled

18368-4f
July 15-Oet. 14
Oet. 15-Dec, 14 ' Y
Dec. 15-Mar. 14__. .. 61.
Muar, 15-Alay 14, .. 47.
May 15-July 1

(e nde
.03
1. 54

. 68

2, 45

1.tk

Prreent

Hedpe Additional

chanoe

Not

Offset 3 208,

; Uain® | Loss s

sis, by specified periods, 1936—41

Cain

! or loss

{—)on
basis

Cents
0. 18
.03

{rnts |

0. 33 .70
.49 1.3 !
.35 .43
RE R Py I
.63 .

{rnits
. 1%}
.08
.29
RN

Avernge..._ . o L0

St

124533
July 15-Cer. 14 5. 460
Oret. 13-Dee. 14 2.8 2.75
Dee. 15=Mar, 14. . _.
Mar, 15-May 14
May 15-July 14

3. 2. 08
20. 0 - .10
aLl
Averape ol 0 223

14936
July 15~{let. 14
Oct, 15-1ep. 14
Dee, 16-Muar. 142 __ .
Mar, 15=Max 14___.
Muy 15-July 140, ..

SO

1. 54
119
. 80
.0
. UG

98

WHEN PRICES OF YARN DECLINED

112
L 08
.13
.61

0.13
- b
. 28
.18
42

VRt
a

0L
Lol

SAverape

10.48-53
July 15-Oet. 14 _
Oct. 15-Dec. 14
Dee, 15-Mar. 4.
Mar, 15-May 14 ___
May 15-Juiy 14

Average

Cents -

-4D .

Cenis

Q.

15

- 73
N
. 15
- 31
. 38

.48 L

.23

462
L4y
1. 44
L 41

.93

. 3
.07

.15
.95 ¢
g
L
-34

! Year ended July. See footnnte 1,
T See lootnole 2, table 30,
1 See footnote 3, table 30,
+ Bee footnoie 4, table 30,
§ Bee footnote 3, table 0.
& Bee footnote 6, tuble 30,

table 30.

3.

-8
-1

S 2
L

, 44

=2

08
25

67

. 32

34
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TasLE 32 —Average advance and decline, over 4-, 5-, end 16-week
periods, in prices of carded cotion yarn in New Fork, hedge offsel
afferded by cotfon fuiures, and guin or loss on basis, 1936-41 and
194853 !

WHEN PRICLS OF YARN ADVANCED *

j —n
Pro- ! Hedge Additional .
Year ended July por- ¢ oo Gain
[ . Price | or loss
angd length of i tion G ! |
period— ¢ oof change ' Not . (—) ou
' time Ofset, 3_i offset 4 | Gain®| Loss® | basis
195641 l Percent Cenis | Cents © Cenis | Cenls { Cends | Cenls
4dweeks_ . __._____ 0.3 0.8 G.284 051 607 012 0. 46
B weeks ... ___ ©B80.7 1 130 .44 BB .07 .18 ! .78
16 weeks_ o __.____ . 825 217 .84 1.33 L 08! .10 131
H : ! . '
1948-53 : : ! ':
4 weeks_ .. ______ 63.4 ¢ L0600 .43 .&F: .31 .34, T
Bweeks_ ... _..__._ 54,0 2,23 . .05% 1.28: .42 .45 % 1.25
16 weeks_ ... 45,4 4,72 2203 269 17 .63 F 2.23
WHEN PRICES OF YARN DECLINED
198641 : i .f ' .- i
dweeks_ . . __. K1t .01 0,31 70 004 13 —0.79
Swerks. oo | 3%.3 . L70: .48 1.22° .01 - .23 ' —1. 44
16 weeks_ ___._._.___ 375, 294 (80 2014 03 . 327 —2.43
: . i i ! t
1848-53 : : : ‘ }
4 weeks. oo 3G. 5 1.64 . .30 1.25; .1b* .48 , —L.85
Bweeks____________i 46.0 2.34 . .61, 1¥3. .10  .G2: —2.25
I6 weekS_ o oo 54. § 3. 2. 66 (i L4gy , —3. 64

a6 .90 ¢

T 3ased on pricesof carded cotton yarn (10s} in Duily News Fecord, adjusted fo
approximate the value of the guantity of varn ohtainable from a pound of cotton,
and closing prices of cotfon futures in New York for the near-nclive month,
usually on Wednesday or Thursday of aach week.  Gains and losses are ealenlated
for long interests on yarn hedged by sales of [utures contracts,

? Periods showing no change in prices of yarn are aiso included.

3 Prices of yarn and of fufures eontracts advanced and declined the sawme
amounts,

1 Extent to which advances or declines in prices of yara exceeded the cor-
responding advances or declines in prices of futures contracts.

¢ oxtent to which prices of futures declined more than prices of yarn.

¢ Bxtent to which prices of lutures advaneced more than prices of yarn.

Cotton fabric—Whether, and to what extent, manufacturers, who
have long- or shori-market intecrests in cotion fabrics, can reduce or
offset, their risks of loss and possibilities of gain {rom. changes in spot
prices of the Tabries by the use of ¢otton futures as hedges, may be
indicated by comparisons ol changes in spot prices of the [abrics
with the corresponding changes in spread between spot prices and
prices of cotton fulures. As indicated for cotton yarn, changes in
spread less than the corresponding changes in prices of the fabrics
indicate that gains and losses from changes in spot prices could have
heen reduced or offset, at least in part, T)_v the use of cotton futures
as hedges. Changes in the spread, equal to or greater than the cor-
responding changes in prices of the fabrics, mean that gains and losses

62




Tasre 33.—dverage adrance and decline, over 8—week periods, in spot
prices of combed cotion yarn, hedge offset afforded by cotton futures,
and gain or loss on basis, 193641 and 1948-53 ¢

o WHEN SPOT PRICES ADVANCED?
Pro- Hedge Additional Cain
por- :
Year ended July—  tion  LL.¢ or loss
X of change . Not - . (=) on
time Offset * g op« Galn’ Loss basis

Pereent Cenls Cenls  Cents Cents  Cenats Cenfa

1936 ... ..., .. 52 124 0. 36 0. 64 0. 08 .12 0. B0
1837 ... ..... L2 1. 56 .48 1. 08 .10 .10 .08
1938 o 38.3 .87 .28 .38 .10 11 .37
1839 .. 7. 3 . 50 .23 .27 .01 .20 .08
31040 ... 60, 4 1,18 .52 . 66 ) .29 .38
I3 E S S 8. 8 2. 658 .64 204 01 4] 2. 05

Average__ ... _ 60,1 1. 4% .47 .04 .05 .13 . 86
1948 ... 63. 3 311 1,07 2 04 .75 . B4 2, 18
1049 ool 2.4 ] g 0 0 .86 —. 88
18950 e ooao.... BB B 11T .38 . 81 . .43 . 39
1958 .. _.... .. ‘.G 6. 51 2,24 4. 22 O .02 4 20
3. S || N 246 218 .28 .06 L 27 —. 93
1953 ... . ... 35.3 133 .50 % 1G5 LIT 1. 51

Average_. . .. 461  3.08 121 L7 -3 .45 1. 69

" WHEN SPOT PRICES DECLINED

33, .77 015 1oy 0.05 .28 -—182

1037 L. e i 254 .02 1.4l .08 L3 —1 38
WAS Ll g3.5 217 L {4 113 LUl L3 —1 18
BLt 04t 32,7 3 .23 . 50 .32 .16 —. 84
EYE 5§ 3348 147 .27 £.20 g O —1 24
129 . z.2 352 .02 3. 80 U .83 —a.83
Average. .. 30,4 1. 96 .2l 1. 45 .02 2T L TG

1948 . =y L7z Ll .81 . 26 .71l —1. 28
1948 ... 9804 24 .23 2.2 0 .33 —3.28
1950 L oL _. 31 4 1. 80 G 100 i B0 —1 80
B3 4 3, 20 1,17 203 0 [t} =203
1088 o 0.2 3. 82 .iB 3.07 .10 B —3.82
1953 . caiaaaos 6L 7 1. 58 . 63 .95 .45 .13 —. 63
AVerage . .... 538 230 30 2 U .15 .81 —2.38

! Hased on prices of combed coiton yarn 130st, as reported in Daoily News
Fecord, sdjusted to approximate the value of the quantity of yarn obtainable
from u pound of cotton, and closing prices of New York futures for the near-
active month, wsually on Wednesday or Thursday of each week. (ains and
losses are calewlated from long interests in the yaro hedged by sales of futures
contracts,

2 Periods showing no changes in spot prices are also included.

1 Price of the spot epmmodity nnd of futures sdvanced and declined the same

wmounnks.
+ Extent to which edvanees or deelipes in spot prices exceeded the gorrespond-
. ing edvances or declines in prices of futures contracis,
¢ Extent ta which prices of futures declined more thap prices of the spot
vommodity,
! Extent to which prices of [utures advenced more than prices of the spot
commadity.
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from changes in prices could not have been reduced or oflset by the
use of cotton fulures as hedges.

Data relating to prices of the quantity ol cotton print cloth (397
80 x 80} obtainable from 2 pound of cotton and to prices of colton
futures show that, during the 6 vears ended July 1941 and the 6 years
ended July 1853, changes over 8-week periods in prices of this fabrie
in New York averaged somewhat greater than the corresponding
changes in spread belween these prices and prices of cotlon fulures
in New York (fig. 8). Changes in spol prices of print cloth exceeded
the corresponding changes in spread between prices of (his {abrie
and prices of cotton fulures aboul 56 pereent of the time. Advances
in spot prices exceeded the corresponding changes in spread about 73
percent of the time and declines in spot prices exceeded the cor-
responding changes in spread 46 percenl of the {ime. These pro-
portions varied considerably from year Lo year and from one part of
the year to another,

. PER LB, e — .
" 1936-41 . 1948-53

9 .. .. L E _

i Chaonge in " Change in . é .
spot price sprecd : g :

PP SV I

LB

L
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/
’
7

0 : , ‘ . 2 M2
1936~ | : : :
41 AY. |} 1837 { 1839 : (94| 5z Ay, i 1951 ¢
1936 1938 1940 1948 850 1952
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Ferues 8. -Average changes over S-woek periods Inopriees in New York of the
qeantity of eotton pring cloth 340 S x 50 obtainable from o pound of cotton
and in spread belween prices of (his Tabirie ated prices of cotton fatnres in New
York, 10486G=41 and H1%-53,

Average changes in prices of print eloih and in spread hotween prices of this
fabriv and prives of eollon Mtgres vacied widely from one period to anolher.
Chaupes over S-woeek poriods in prices of t(he abric averaged only  stightly
greater than the corresponding changes jn spread hetween prices of the fabrie
and priees of colton futures.

Changes over 8-week petiods in prices of cotton print ¢loth showed
declines elmost half of the Ulme during the prewnr period bub (he
declines averaged less than the advences {lable 34).  In the posiwar
period, changes over 8-week perieds in prices of print cloth showed
declines 52 percent of the time and the declines averaged grealer than
the advances. I the Jutures used as hedges had approximated the

uantity ol cotlon required to produce the fabrics hedged, during
the prewar and postwar periods, only about one-fourth of Lhe gains
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on long market interests and losses on short-market interests in print
cloth from advances in prices of the spot commodity could have been
offset by the use of colton futures as hedges. Additional gains and
losses, as a result of prices of futures advancine more or declining
less than prices of the spot commedity, were such that gains and losses
from changes in basis averaged about 85 pereent of the corresponding
advances in spot prices of print eloth.

Similar data relating to declines in prices of print eloth, over
8-week periods, show that. for the prewar peciod. about one-fourth of
Lhe losses on lont market interests and gains on short-mackel interosts
i print eloth from declines in prices of (he spot commodity could
have heen offset by the use of colton futures as hedges. In tire posi-
war pertod. only about 12 percent of the losses and eains [rom de-
chines in prices of print cloth could have been offset by the use of
futures as hedges.  Additional gnins nud losses on hedged positions.
as 4 resull of prices of Tutures advaneing more and deelining more
than spot prices of the fabrics. were sush that. during the prevwer
period. changes in spread between prices of the spot commodity and
prices of cotton futures averaged 94 percent of the deelines in spol
prices. - During the postwar period. the changes in spread averaged
more than the declines in spot prices.

Net cotton costs apparently aceount for less than hall the value of
print cloth /3. If futures vaed s hedges had renresented two or
three thnes (he cobton required (o produee the print eloth, hedee offsets
would have averaged about (wo or three limes o5 great as indiealed
by the data in table 34, Additional gains and losses, as o result of
prices of futures advaneing and declining more than priecs of the spot
rommodity, also would have been greater, but gains and losses from
changes inhasiz woultdl have averaged Toss (han those <hown in tnhle 34,

Advanees and declines, aver Seweek periods, in prices of print doth.
during both the prewar and postwar periods, nsnally were wesociated
with smaller advunees and declines, respeetividy, in prices of colton
futures so that the wse of rotton futnres as hedets nstatly would have
resulled in gains on long-hasis positions and losses on shor(-hasis
positions when prices of print eloth advaneed, amd in losses on long-
hasis positions and eains on ~hort-hasis positions when prices of print
elotly declined {tahle 340,

The extent of the changes, over s=week purinds, in prices of print
clotl and the proportions of the wains wod losses front these chaunges
that couid have heen offset by the use of cotton futtires as hedges
varied from vear Lo year itable 340 and [rom one part of (he yeur Lo
anolher (table 351, but ne veey definite seasonul trends were indienl ed.
Changes in prices of print cloth varied considerably with the length
of the period, but the proportion of the changes over S-week poriods
(hat could have heen offset by the use of Tulores as hedges was ahout
the same a5 the proportions for 4-week and 18-weck periods t(tablo 361,

Similar data, relating to sheeling (4007 48 x 440 and fo twill (397
68 x 76}, show that changes over S-week poriod in prices of the U~
tities of these fabries ohininable from o ponnd of cotton averngred loss
than those for print eloth, and that the proportions of the changres in
spol prices of these {abries that could have heen offset by the use of
cotton futures as hedges averaged groater for sheeting and twill (o
for print cloth (tables 37 and 380,
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TaBLE 34¢.—Average advance and decline, over 8-week periods, in prices
of cotton print cloth in New York, hedge offset afforded by cotlon
Futures, and gain or loss on basis, 1936—41 and 1948-53 !

WHEN PRICES OF PRINT CLOTH ADVANCED?

Pro- [ Hedge - Additonal ! g
por- - . !

Year ended July— | tion cllz:;gef o ‘ E:Lr-})ogi
ti?lfle | Offset 3, Of?ggt‘? Gains Loss® " “basis

i i i

Percent Cents | Cenis Cents | Cenls ' Cenis Cenis

1936, ... 44.2  0.96° 0.5l 045! 0.24 0.10: 0.59
1937 . 46.2 375 . .30 3.45 L1000 .02 3.53
1938 e 1 30.8 105, .41 .64 .07 04 . 67
1938 el !o36.5 .97 .42 .53 .02 - 13 .44
1940 . a6.6 125 . .30 .95 . .05 .32 . B8
1941 _______..___ ¢ 93.8 2466 .73, L9093 .01 .01l 183
Average______ bos0.8 L84, .48, 140 07 J10F 1,43
1048 40.4 801 .62 639 . .54: .06 G687
1049 - 19. 2 L9000 .00 . L4200 .28 0 1,04
1950 e 769 521 L9l L33 .07 L0700 4.33
1951 e e 6.5 .81 233 5.4 .01 .38 5.09
1982 .- 35,8 3.2 L9+, L3l .03 .82 .82
1953 e 56.9 355 .61 2. 04 . GG .02 3.58
Average. .. - 47T 5. 13 1. 26

3.8 . .27 .22 .04

WHEN PRICES OF PRINT CLOTH DECLINED

1936 s 35. 8 .69 0.07 1. G2 0. 03 0.3 —L%
1037 e ae s 53. 8 2,55 . 89 1. 96 .0t .22 --2.47
1038 . e 69, 2 2 02 .87 - LG5 .02 .00 —1.08
1830 e 83. 5 .16 14 .62 0 .22 —._ 84
1940 e 43. 4 1. 25 .15 1. 10 .04 38 — L4
1694 e 62 .49 .07 .42 0 BT — L 29

Average ... 402 1.G3 40 1. 23 02 0 —1.351
1948 e 9. G 1. 43 1.06 0 10,87 .10 24 —-12.01
1949, oo 80.8 5. 00 .16 4, &4 .03 .58 —-4.37
1980 . - 23,1 7. 88 .24 7. 34 Q .48 —7.82
198) oo 30. 5 7. 68 1.6 . 3. 82 .03 81 —6.30
1952 e 4. 2 4. 49 .00 3. 45 .13 .72 =40
1953 e £3. 1 3. 63 .04 2469 .95 .07 =211

Average_ _.___ 52. 3 6. 52 g 5. 70 .20 .66 —0.22

! Based on prices of print cloth (39" 80 x 80) as reported in Daily News Record,
adjusted to approximate the value of the quantity of fabric aliainable from a
pound of cotton, and closing prices-of New York {utures for the neer-active month,
usunily on Wednesday or Thursduy of esch week. Gains and losses are ealeuluted
for lony interests in print cloth hedged by sales of futures contracts.

7 Peripd showing ne ehange in print eloth prices are also included.

* Prices of print cloth sod of futures contraets ndvanced and declined the same
amounts,

+ Extent to which advances or declines in prices of print cloth exceeded the
corresponding advances or deelines in prices of futures contracts,

s Txtent to which prices of Tutures declined more than prices of print cloth,

¢t Exient to which prices of futurvs advanced more than prices of print cloth,
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TasLe 35.—Average advance and decline, over S-week periods, in prices
of cotton print cloth in New York, hedge offset afforded by cotton
Jutures, and gain or loss on basis, by specified periods, 1936—41 and

1948-59 1

WHEN PRICES OF PRINT CLOTH ADVANCED ®

Period ended—

Pro-
por-
lion
of
time

Price -
change
Offsat 2

153631

July 15-0Oet. 14 . __

Oet. 15-Dec. 14 .

e, 15-Mar. 14 . |
Mar, 15-May 13,
May 15-July 14 ..

Avernge

18.48-33
Juiy 15-Oct. 14
Oet. 15-Ixec. 14
Dec. 15-Mar. 14
Mar, 15-May 14,
AMay 15-July 14

Average, ..

WIEN PRICES OF

inie-;1
July 15-Uet, 3.
Uet, 15~-Dee, 14

Dec. 15-2ar, 14 .

Mor, 15=-May 14
May 15~-July 14

Average

1(; I‘[,’ .‘“
July 153-0et H_
Oct. 15-Dee. 14
Iec. 15-Mar. 14
Mar, 15-May 1d_
May 15-July 14

Avernge. .

¥ Year eaded Jul\ .

® Bee footngte 2

Hedge

Not

offset

Additional

Gain s :

Cain

" or loss

(—)on

Loss® .

basis

("rats

0. 32

.32

Pereent Cents
63. 6 1. 54
20.6 2. 63
49, 4 1. 33
321 272

[
- 440 231

enls

1. 2%
2,31

.ae
2.17
i 17

1. 46

Cents
0. 14

.43
¢

Cents .

0.03

.10

.25

.07

1 91 .48

138

101
5
L0

s
L5 SN G D

a3,

477 L2

92.15 .

194
{39 -
145
.12
1. TU :

.32

L 14
L 5
l hi .40

3. 05 12
518 .20
153 118
816 .18
0. 1‘.} Y

A0
64,

52,

=l S0

=

. 52 i

Wee J'(:uumle 1, tablL 51
table 34.

s See footnote 3. table 34,

i See foolnote 4,
3 Bec inotnote 5,
¢ See footuote 6,

table 34.

table 34,
iable 34,

3. 94
5. 58
1. 10
.46
AN B

4. 8%

L 82
107
1. 88

.08

]l‘.)

2. 16

.32

.36

.21
.13

14 .

.27

0. 06
)
Y
4

PRIXT (LOTH DECLINED

.22,
t

0. 03
.62
.22
- 43
.33

—0.7
—L
—2.
— 1L
— L

- 30

. 14
. D7
. 24
.05
.43

- 66
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—5.
—3.7
—8

— 3.
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TasLe 36.—Average advance and decline, over 4-, 8-, and 16-week
periods, in prices of colton print cloth in New York, hedge offset
afforded by cotton fulures, and gain or loss on basis, 1836—-41 and
1948-58 1 ®

WHEN PRICES OF PRINT CLOTH ADVANCED:
Pro- © Additiopal Cain

Year ended July - i or loss
and length of period o a {—)on
: Gains Loss?® hasis

1936-41 Percent  Cenls : » Cents  Cents ~ Cents
: . 81 0. 07 0. 67 0. 81
Bweeks.. ... o . 1. 64 . .46 .07 0 1. 43
16 weeks EE 3. 52 . . 66 .05 . 0.‘ 2. G4

. 84 . . 19 .26 .24 .21
. 15 N 3, 8% .27 .22 3. 94
.80 - 2 . a7 .42 .81 . 48

WHE\' PRICES OF i’RI\'I‘ CLOTH DLCLI\ED

1936—41 :

4 weeks. 44. 7 1. 48 0. 30 . 0. g2 8186 —0, 92
8 weeks L2 1. 63 .40 . . G2 .38 —151
16 weeks 5. 2,45 -80 1.8 02 L4000 —2.23

194853

49.00 LIl 46 .09 . .38 —3.94
Bweeks _.___.. ... &¥L3 - 652 .78 LB o LBG . —6. 22

16 weeks .3 0 10.99 .52 17 0 .32, L 08 |—11.03
; ' 1 :

! Based on prices of cotton print cloth (39" 80 x 80) as reported in Dmh A euws
Record, adjusted to approximaie the value of the quantity of fabric obiamab!e
from a pound of gotton, apnd on closing prices of New Yeork futures for the near-
active month, usually on Wednesday or Thursday of each week. Gains and
losses are caleulated for long-interests in print cloth hedged by sales of futures
contracts.

? Periods showing ne change in prices of print cloth also included,

3 Prices of print cloth and of fulures contraets advanced and deelined the samne
amounts.

¢ Extent to which advances or declines in prices of print cloth exeeeded the
corresponding advances or declines in prices of futures confracts.

5 Extent to which prices of futyres deelined more than prices of print cloth.

¢ Extent to which prices of futures sdvanced inore than prices of print eloth.




TABLE 37 —Average advance and decline, over 8-week periods, in spot
prices of cotton sheeting, hedge offset afforded by cotion futures, and
gain or loss on basis, 193641 ond 1948-53 "

WHEN SPOT PRICES ADVANCED ®

i Pro- . : Hedge ; Additional
. por- ' '
Year ended July—- { tion
- of
time

Gain
. Price | : or loss
advance P owot : {(—)on
: Offset 3} offset s Gain? TLoss®  basis

Pereent Cenfs  Cenls  Cents  Cents  Cents
a0 - L 0, 26 0.62 - 0,24
1. ' .al 1,30 . .11
.14 .06 - .01
.23 17 .03
1, .32 1. 64 .02

2 - .62 2,10 -

.55 .45 L10°

3 .40

07
3. 6 1T
4 . 58
2,
1

. 03
. o6

2. 39 . 142

WHEXN §POT PRICES DECLINED

S0 0.08 1. 0
E 1. 22 2
59

ISTEVEE e K ]

o

e D= D00

Average 31,1

! Based on prices of cotton sheeting 40"/ 48 x 44) a5 reported in Daily News
fZevord, adjusted to approximate the value of the quantity of sheeting obtainahle
from & pound of cotton, and on closing prices of New York futures for the near-
active month, usually on Wednesday or Thursday of each week. Gains and
losses are ealculated from long Interests in sheeting hedged by sales of futures
coniracts.

* Periods showing no changes in spot prices are also included,

3 I'rices of the spot commodity and of futures advanced and deelined the same
amounts.

* Extent to which advances or deelines In spot prices exceeded the correspond-
ing advances or declines in prices of futures vontrocts.

5é&‘.\'u’:nt to which prices of fulures declined more than prices of ihe spot com-
modity,

* Extent to which prices of fulures advanced more than prices of the spot
commodity,

69




TaBLe 38.—Average advance and decline, over 8-week periods, in spot
prices of cotlon twill, hedge offset afforded by cotion fulures, and gain
or loss on basis, 1836—41 and 1948-53?

WHEN SPOT PRICES ADVANCED 2

: . 1
Pro- | Hedge - Additional ! Gain
por- i
Yenr ended July— tion I
of

time

Price | : (or ioss
change . : ; —} on
Offset % oi‘f\sgi‘ ¢ Gain® |, Loss % | basis

Pereent: Cents | Cends . Cents ¢ Conis
32.7; .73 .54 O i 0 i 0.34| —0.12
55.2: 128 .23 -1, . 0 121

36.5 ! .351 .00 . . .02 1.01

35, . 38 .21 . . L34 —. 13

36. .92 .27 . I A £ %4 1. 75

BT . G5 L4l . . [ 3 1.61

46.17 1251 .20} .96) .o8! . .91

846 .i8! . .01 .82 L . 68
24. T . T .16
1000 .61 1 . L . 06
64.7 : 4.55 | 1 3 I s 04
2.4, 400! 27 .31 Do .69
9731 1.34] .: .99 ¢ 115 . . 04

.56

6L7 ' 1581

L
b
i
}

WHIEN SPOT PRICES DECLINED

L28: 014, 114 009, 0.26, -1
L2500 .08, 2,28 L1 —2
49 ° 0840 LAs P 0L .20, —1L
.78 AT L8 .o.08 i —
.87 .07 ¢ . ’ . . P—1L
LEO 06 64 S0t —,

551 .39

13189,
15 . .26 .
60 .67
20 . .92
55 :

B2 .71

-
=

L0400 280 —1

74 .07, .02 —3.6
80 1 07" _

. : ; 1]
93 170 . .06 —.
28 ¢l .75
55 R

91 .26 .52 —d

=1l I [ 4D ] DA b CD e

i D 1O 0 o

| Fommopw

T
'S

! Based on prices of cotton twill (3077 68 x 80 as reported in Daily News Record,
adjusted to approximate the value of the guantity of fwill obtainable from a pound
of cottor, and on closing prices of New York fubures for the near-nctive month,
vsually on Wednesday or Thursday of cach week, Gning and losses are calou-
Iated from long interests in twill hedged by sales of futurcs contracts.

? Periods showing no changes in spot prices are also included.

 Prices of spot commodity and of futures sdyvanced and declined the same
amounts.

1 Extent to which ndvances or declines in spot prices exceed the corresponding
advances or declines in prices of futures contracts.

-"dExtent to which prices of futures declined more than prices of the spot com-
modity.

& Extent to which prices of futures sdvanced wore than priges of the spot
commodity.

70




A comparison of the extent of premiums for print-cloth prices over
prices of cotton futures with changes in these preminms over the
succeeding 8-week period showed lLittle, if any, consistent relation-
ship. Apparently differences in these premiums could not have been
nsed efectively in estimating gains and losses from the use of cotlon
futures as hedges.

Basis Risks Sometimes Greater Than Price Risks

Data already presented clearly show that changes in basis for spot
cotton averaged substantially Jess than the corresponding changes in
prices of spoat cotton, and that risks of losses and the possibilities of
gains usually could have been reduced considerably by the use of
futures as hedges. But these data also sbow that changes in basis
sometimes were as great as or greater than the corresponding changes
in prices of spot cotton, so that gains and losses from changes in basis
at such times would have been as great as ov greater than the corres-
pouding changes in spot prices. During the 6-vear periods ended
July 1941 and 1953, changes over S-week periods in basis for Middling
1% Snelh cotton in New Orleans, caleulated from near-month
futares in New Orleans, equaled or exceeded Lhe corresponding
changes in spot prices about 26 percent of the time.

{Clinnges in basis equaled or exceeded the corresponding advances
in spot prices 17 percent of the time and they equalled or exceeded
the corresponding declines in spot prices 33 percent ol the tume. The
times when the use of {utures contracts as hedges would not have
reduced the gains and losses from changes in prices usually were con-
fined to periods for which changes in spot prices were relatively small
as compared with changes in other perieds,

Similar data for eotion yarn show that changoes over 8-week perods
in spread between prices of the quantity of earded cotion yarn {10s)
obtainable from 2 pound of cotton and prices of cotion futures in New
York, during the 6-vear periods ended July 1941 and 1953, were as
great as or greater than the corvesponding changes in spot prices of
the commodity 37 percent of the time. Changes in these spreads
equaled or exceeded the corresponding advances in spot prices of the
varn 22 percent of the time and they cqualed or exceeded the corre-
sponding declines in spot prices 48 percent of the time.

These dota mean that risks of losses and possibilitics of gains from
changes in spot prices of cotton yarn could not have been reduced ov
offset by the use of colton futures as hedges during a substantial
proportion of the time i both the prewar and postwar periods.  But,
ae indieated earlier in this bulletin, net cost of the cotlon used acconnds
for about one-hall of he value of {he carded yarn produced. 1M the
Tatures used as hedges had represented about twice the quantity of
cotton required to produce the varn hedged, Lhe proportion of the
time that gains and losses from changes in hasis would bave equaled
or exceeded the corresponding changes in spot prices would have heen
reduced.

Datn relating to prices of cotton print cloth (39”7 80 x 80) nnd Lo
pricos of cotton futures conlracts show that, durmy the G-year periods
ended July 1941 and 1953, changes over 8-week periods in sprond
between spot prices of this [abric and prices of cotton futures equaled
or exceeded lhe correspondivg changes in spot prices of the fabric
about 44 perceat of the time. Changes in the spread equaled or
exceeded the corresponding advances in spol prices of print cloth 27
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percent of the time and they equaled or exceeded the corresponding
declines in spot prices 54 percent of the time.

It is apparent from these data that during a substantial proportion
of the time, during both the prewar and postwar periods, risks of
locses and possibilities of gains from changes in prices of print cloth
could not have been reduced or offset by the use of cotton futures as
hedges. Changes in spread between prices of cobton sheeting and
twill and prices of cotton futures were relatively less than those indi-
cated for print cloth. Cotton used apparently accounts for less than
Lalf the value of the fabrics, and if the futures used as hedges had
represented two or three times the quansity of cotion required to
produce these fabrics, the proportion of the time that gaing and losses
from changes in basis would have equaled or exceeded those from
changes in spot prices would have been reduced.

GAINS AXD LOSSES FROM TRANSFERRING
HEDGES

Risks of losses and possibilities of gains from transierring hedges
may also be an important consideration in conneection with the use
of futures as hedges. 1t is extremely difficult to learn just how large
& part such tremslers play in the hedging operations Tor any given
time.  But the maintewanee of hedged positions for the large volumes
of cotlon carried for several months following the harvesting season
and from one season (o another normally requires considerable (rans-
ferring of hiedges [rom one futures contract Lo another.

These transfers mny involve futures contracls jor the same markets
but maturing in different months, and contracts for different markets
but maturing i the same or Jdifferent months.  The trausfler of hedges
from futures contracts maturing in near months (o those m aturing in
more distant months in the same market are made lor long-hasis
pesibors by buying near-month futures and Ly selling, as nearly
simultaneously as is feasible, futures contracls maluring in more dis-
tant months.  For shori-basis positions, suel transfers are made by
selling near-month futures and by buving, as nearly simultaneously
as 15 feasible, futures for the more distant months. Sumilarly, trans-
fers may be made involving futures contracts for dilferent markets
Lul maturing in the smne or in different months.

Gains and losses from translerring hedges arise from differences
between prices of the futures contracts involved. Whoen prices of
futures contraets from which kedges are transferved are high in relation
Lo those to which hedges are transferred, the transfers result in losses
on long-basis positions and in gaing on shorl-basis positions. For
example, when prices ef cotton fulures In New York lor delivery in
July are substantially higher than those for delivery in Oclober, as
was the ease in the spring of 1052, teanslers of hedges from July (o
Qctober futures would have resulled i losses on Jong-husis positions
and gains on short-hasis positions.  On the other hand, sueh transfers
when prices of July fulures nre helow those for October futures, as
was the case in June 1953, would have resulted in gains on Jong-hasis
positions and in losses on short-hasis positions,

Such gains and losses from trunsferring hedges refer to (he differ-
ences belween the prices of futures contraels involved al the time of
transfer and nel (o net gaius or losses from the whole hedging opera-
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tions, including the transfer of hedges along with changes in basis up
to the date ofr]’iquidation of the lhedged positions.

The extent of the gains and losses involved in trensferring hedges
from one futures contract to nnother may be indicated by data showing
dlifferences between the prices of the futures contracts involved. With
abundant supplies of cotton readily available in the market and with
no material changes in the relative supply-and-demand situation for
cotton in prospect, prices of futures contracts for the more distant
months normaily would be expected to exceed prices of those for the
near-active months by amounts approximately equal to the diffecences
in costs of carrving the commodity to the dates of maturity of the
futures coptracts (¥8). Under such conditions, vains and losses
from trapsferring hedges would approximate the differences in carvy-
ing charges. Bul in most instances. pariieularly in recent years,
only a small part, il any, of the differences between prices of near-
month and more distant monih cotton futures inay be accounted for
by differences in earrying charges.

Data relating to differences between prices of eotton futures in New
York for the near-month aud those for more distant months show that,
during the 6 years ended July 1941 and the 6 years ended July 1953,
prices of futures for the near-active months usually were higher than
those for the more distant months (tables 39 and 40). This menns
that most of ihe {ime during the prewar and postwar periods the
transfer of hedges from near-month to more distant month futures
would bhave resulted in losses on long-husis positions and in gains on
short-basis positions. Awvatlable information on costs of carrying
cofton does not supply # satisfactory hasis for meking accurate
adjustments for carryving charges.

Conseguently, the datn here given have not been adjusted for the
mmfluence of earrving costs on the differences between prices of near-
month snd more distant-mouth futures. Such adjostments would
reduce the amounis hy which prices of {utures for the more distant
months exceed those for the near months and would incrense the
extent Lo which prices of futures for the more distanl months were
below those for the near mnonths hy amounis oqual to the ditlerences
in carrying charges.

During the 6 vears ewded Julv 1941, prices of cotion futures in
New York for the near-active months excecded those for the more
distant months so that the transier of hedees from the near lo the
mere distant month fulures wold have resulted in losses on long-basis
positions and gzains on short-basis positions more than two-thirds
of the (ime, and the amounts ol the losses and gains would have
averaged 045 cent aopound lable 41}, These losses and gaivs would
have exceeded 0.25 ¢ent a pound abeul 40 percent of the {ime and
they would have exceeded .75 cont a pound about 14 percent of the
time.  Prices of nepr-month fulures wore lower (han those for more
distant months so that the transfer of Liedges from he near to more
distant month futures would have resulted in gains on long-basis
positions and in losses on short-busis positions Jess than a ihird of the
time, and the gains aund losses would have averaged albout 0.12 cent
a pound.

In the postwar period, Angust 1947 to July 1853, prices of colton
Tutures in New York for the near-aclive month were bigher than those
Tor the more di tant shenlhs so that the (ravsfer of hedges [ronmy the
near to more distant month lubures would have resuliad in losses on
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TaBLz 39 —Average amounts by which prices of cotion futures in New
Orleans for the more distant months differed from those for near-active
months, by active month and year, 1986-41 1

% Year ended July—

Active fubures

month ! i ; ; ! A
1936 . 1937 , 1938 ; 1939 @ 1940 | 1941 | SV
I age
October to— F Cenls | Cenls | Cenis | Cents  Cents ! Cents | Cenis
December. . .___ —0.05 ¢ 4.02 0.05 —0.0 -0 17 0.02 ] —0.02
March. ________. —. 03 - . 06 .15 | —.07; —36;: —.03 —. (b
May_ S0 .07 0220 — 11 — 521 —.15 —. 08
December to— : g : : \
Mareho__..____ =07 —. 03 — 91 — 12t —,18: — 01 -, 07
May_ . .. _ —~. 08 —03' .02' — 28, —-.35! —. 0% —. 14
July L C=—.11 7 —.08% .04 —. 42 —. 55 —. 28 —. 23
March to— : . : i
Mav_ L. 26, = 110 LDB 250 —.33) —. 031 —. 15
Julv_ .. —. 43 —.23 L1 — 83 — 731 — 18 -—.34
Cetober._ .. __._ S =73 —.83 .16 —. B2 —1.43° —, 88 —.09
May to— . : i ;
Juby__ . —-.32 —.09 W05 —. 24 — 26" — 04! — 15
Oelober. . ____ —. 87 —. 51 12— 68 — 920 —.111 — 48
Decemhber_ ____. ~. 87 —. 48 L =66 =108 —. 12 —. 31
July to— . : : ; .
October. . ____ —. 80 L850 D4 — T — B0 .18 . —.36
December______ —. 82 L1200 07 — 00 —1.02° .28 . -—. 38

Mareh______.__ . . B} .18 .12 —103 —1.23: .28, — 41

! Minus (—) means that prices of futures for the more distant months were
lower than prices for the near-sctive month.

long-basis positions and gains on short-basis positions about three-
fourths of the time. and the gains and losses would have averaged
1.73 cents a pound (table 42). These losses and grins would have
exceeded 1.10 cents a pound about 33 percent of the lime and they
would have exceeded 3.10 cents a pound about 20 percent of the time.
Prices of near-month futures were lower than those for more distant
months so that the transfer of hedges from the near to more distant
month futures would have resulted in gains on long-basis positions
end in losses on short{-basis positions less than one-fourth of the time,
and the gains and losses would have averaged 0.28 cent a pound.
The proportion of the time that gains snd losses would have been
susteined from the transfer of the hedges from near to moie distant
month futures, and the amounts of these gains and losses, vary widely
from year to year and from one part ¢f the season to another, In
recent years, gnins and losses would have been greatest for the transiec
of hedges from near-month futures for delivery in the old-crop vear
tomoredistant month fu.ures maturing in the new-crop vear. During
the 6 years ended July 1941, the transfer of hedees from near-month
futures maturing in the old-crop year to more distant futures matuar-
ing in the new-crop year would have resulted in losses on long-basis
positions and in gains on-short-basis positions sbout 73 percent of
the time, and the losses and gains would have averaged 0.78 cent a
pound. The transfer of hedges [rom near-month to more distant
month futures, all maturing during the same crop vear, would have
resulted iv losses on long-basis positions and in grins on short-basis
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TaBLE 40.—dverage amounts by which prices of cotton futures in New
Orieans for the more distant months differed from those for near-getive
months, by active month and year, 1948-58 '

Year ended July—

Active futures

month . ) & ver-
1948 1540 1950 1851 1952 . 1953 ‘a
. . - age

Cetober to— Cents Cenls Cents Cents  Cents  Cents  Cenis

Decewber______ —0.32 —0.11 —0.05 —0.09 —~0. 08 .02, —-0.10

Mareh. . _.____. —.3% — 21 —.06 —.02 ~.0% .03, —.11

Mayo oo —.82 .38 —.15 —.l4, — 11— 06: —.24
December to— .

March. .. ____. 18 — 03 —. 01 —. 14 =23 .32 .02

Moy oo .05 —.26 —.07 —.46 -—.37 .43 — 11

July_ —. 73 —1.34 —.43 —.99 — 91 .21 —. 71
March to-— : .

May oo - 06 =20 ™ —.48 1 —.31 L4100 =11

Julv. ... — 06 —1.19 —,53% -—.97 —. 89 .72 —. 64

October_ ... ..._ —3.86 —3.84 —220 —3.80 —3. 42 .62 —2 74
May to— :

July_ ... —. 85 —.02 .14 —,55 ¢ ~—.88 .13 —. 45

October_ ... —3. 87 —3.88 —1.42 —317 —3.65. .16 —297

December____._ —4.50 —+4 1l —1.60 —5 81 —3.98 .22 —3.3%
July to— :

{Jetober. oo ._. --83.20 —3.535 —.87 —-b5. 7% —243 .07 —2.81

December_ ..__. —-3.75 —3 74 —.97 -7 16 —2.67 .11 —3.03

Mareh. oo _.... —~—i4 10 —3. 85 —-.94 —7.00 —2.81 .20 —3.10

! Minus {—) means that prices of futures for the more distant manths were
iower than prices for the near-active month.
? Less than 0.003 cent.

positions ebout 65 percent of the time, and the gains and losses would
have averaged 0.14 cent o pound (table 41).

During the 6 vears ended -tuly 1953, the transfer of hedges from
near-month futures maturing in the old-crop year to more distant
[utures maturing in the new-crop yvear would have resulted in losses
on Jong-basis positions and ivn gains on short-basis positions 85 percent
of the time, and the lusses and gains would have averaged 3.35 cents
a pound. "The transfer of hedges from near to more distant month
futures maturing in the same crop vear would have resulted in losses
on Jong-basis positions and in gains on short-basis positions about
59 percent of the time, and the losses and gains would have averaged
0.33 cent a pound {(lable 42). The proportion of the time that
translerring hedges from near to more distant month futures, matur-
ing in different erop years, would have resulted in gains on long-
basis positions and 1u losses on short-basis positions would have been
less, and the average amounts of the gains and losses would have
been greater, than from translers of hedges {rom near to more distant
month futures, maturing in the ssme crop year {(tables 41 and 42).

Differences hetween prices of cotton futures contracts in different
markets usualiy are not great, During the 6 years ended July 1953,
prices of cotion fulures in New York averaged somewhal higher than
those in New Orleans. Prices of New York futures for the near-
active month exceeded {he eoreespounding prices in New Orleans 0.12
or more rent g pound about one-fourth ol the time. They were
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lABLb 41 »—])zj}elences between, plues of collon fulwas in N('w ) mk Jor delivery in specified months, 1 98(‘—41 !

Differences between prices of fubures for delivery in—

i
ltem October and-— i December and— March and—
i : : i ) { | .
! Dee. o Maro o May [ Mar, | May ! July May July Oct,
H H ¥ H
t
Change in cents per pound; Nwmber  Number | Nwmber | Number | Number | § Number | Number | Number Number
Under =75, .o o o e o ) BRI ) N P 2
=075 00 ~0.66. ... e b 2 1
~0.651t0 ~0.56. . . .. ... .l 1 4L R 3.
~055t0 —0AG. ... . T S 4 I
=045 to ~0.36. ... L S T : 9 13 I SO, 7 9 5
=035 to —0.26. . . S IR : ] 7 4 1 10 i 8 12
~0.25 10— 016, ... . IR 0 8 ‘ 11 6 3 13
~0.15to - 0.06. . ... e 16 0 [ 16 12 8 22
~00010001 - B SO 32 0 S 16 7 4- 13
0.05t0 014~ 19 23 11 8 ) 8 8
0.15 {0 0.24. SRR, 2! 10 2L 1 el 1 2 il
0,25 and over IR IS 3 | L R i RESES U g S
Total . ) P 79 79 52 52 521 75 75 75
Gain 2ol 0o 38 - 40 38 15 10 11 17 13 15
Loss 2.0 .0 .7 oLl . [ i 36 } 38 38 36 37 41 58 62 60
Cenls Cenls Cenis Cents Cents Cents Cenls Cenls Cents
Average difference oo L L oo 0.08 : 0. 18 0.25 0. 10 0. 18 0. 28 0. 17 0. 37 0,76
Guin...o... . .. .06 13| .17 05 .10 1 .04 .10 .19
o Loss.... ... . N 12 2 L3600 112 .23 .33 .21 .43 .01
Maximum: ) :
Guiv...... ... ..o ... 15 .31 3T, 09 15 700 .15 Ldd
Loss...o.. ... 0 Ll oL uo i 0850 .87 .79 .20 L dd LT6 . 68 1. 47 1. 57
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Ttem

Change in cenis per pound;

Under = L8, - a i e

—LdA8to 100, e e

=1.05t0 ~0.96. ... .0 Lo me

—0.95t0 =080, . oo e ol

0,85 10 = 0760 o oo o

~0.75 10 000 L i i e .
=065 to ~0.50 oo oo s e
=065 to =040 .. .. el

045 60 =086 oe o

—035to =020 ...l
~0.25 to ~0,16. ... A e e
~015t0 0,06 .. . .l.Ll L

—0.05 to 0.04. . RIS

VO05to 04 T e
01580024, .. . oLl
0.25 and over ... . e

Total oo oo o el

Gain 2. L o

e e . —— a .
§ Differences between prices of futures for delivery jin—
| s ‘ Oct., Mar.,
| Dec., May,
: May and— i July and-— Total Mar,, July,
| and and
s | ' May '} Oct.
July | Oct. | Dee. ! Oct. | Dee. : Mar.
! ‘ ! ’ i TS R
§ Number { Number ‘ Number + Number | Number | Number | Namber | Number | Number
i St 2 2 2 5 8 330 17
LT L 5 3 1 4 18 o 8
,,,,,,,, : 3 1} 2 5 3 20 .. . . 11
T 4 5 2 4 2 22 - 11
5l o4 5 i 3 33 1 20
- 51 $ : 4 3 35 1 14
R ] 8§ 10 5 3 2 56 4 21
¥ 4 2 : NS PR 35 9 13
3. L [ L b } 49 2k 3
14 1 1o i 69 26 1
10 . 1 2 oot e . 80 22 1
8 71 5 2 L. .. us 40 9
' 1a 2 3 8 2 2 117 28 19
A 8 9 4 8 12 ] 147 28 20
T ST 5 8 4 9 73 22 18
................................... 7 9 25 4 2
53 53 53 bl £l 51 930 206 179
| 11 10 10 21 24 24 297 65 46
i 42 ~ 43 43 27 27 26 613 133 130
i
¢ Cenls Cenls Cerits Cents Cents Cenls Cents Cents Cents
} 1.17 0. 51 0. 55 0. 45 0.53 0. 61 0. 34 0. 20 0. 60
.06 1 .13 12 16 .21 .12 .13 .14
§ .20 . 61 .65 .75 . 86 1. 00 .45 . 25 .78
: .08 .14 .16 24 .33 .39 .44 . 37 .44
{ .39 1. 23 1. 51 1.27 1. 42 1. 68 1. 68 .79 1. 57

! Year ended-July. - Differences are derived by subtracting prices of near month from prices of more distunt month futures.

2 Gain and loss on long-basis positions from transferring hedges from near month to more distant month futures.




below the corresponding prices in New Orleans only a small proportion
of the time.

Gaijps and losses {rom transferring hedges from one futures contract
to ancther may be offset in whele, or in part, by differences in changes
in basis calculated from the futures to which the hedge was trapsferred
and those calculated from fulures contracts {rom which the hedge
was transferred between the time of the transfer and the time of
liguidating the hedged position. When the changes in basis calculated
from futures contracts to which the hedge is transferred arc the same
as those calculated {rom futures from which the hedge was trausferred,
the gains and losses from transferving hedges are oflset by losses and
gains, respectively, from differences between prices of the {futures
contracts involved at the time the hedged position is liguidated.
Under such conditions, no net gains and losses are realized al the ead
of the hedging period from switching hedges, aside from the cosis of
making transfers and, periiaps, smeil differences in costs as a result
of differences in prices of the futures contracts involved.

When advances in basis (advances in spob prices in relation to
prices of fulures} caleulated from futures to which the hedge was
transferred are greater than those calculated from futures from which
the hedge was transferred, gains on long-basis positions and losses
on short-basis positions as a result of the transfer are supplemented
by the extent of the differences in changes in basis. When advances
in basis calculated from futures to which the hedge was transferred
are less than those caleulated from futures from which the hedge was
transferred, the gains on long-basis positions and losses on short-basis
positions, as & result of the transfer, are offset o the extent of the
differences in changes in basis.

On the other hand. when declines in basis caleulated {ron: futures
to which the hedge was transferred ave greater than those cslevlated
from futures {rom which the bedge was (ransferred, losses on long-
basis positions and gains on shorl-hesis positions, as a result of the
transfer, are supplemented by amounis equel io the differences in the
changes in basis. When declines in basis caleulated from futores to
which the hedge was transferred are less than those caleulated from
futures from which the hedge was lransferred, losses on long-basis
posilions and gains on short-basis posilions are offset to the extent
of the differences in changes in basis.

Such supplements (0 guins and losses from transferring hedges as a
result of differences helween changes in hasis represent nel gains and
losses realized as a result of transferring hedges al the end of the
hedging period.  On the other hand, such oflsets to gains and Josses
from transferring hedges resulting from differences Detween changes
in basis represent net gains and losses realized at the end of the hedg-
ing period as a result of transferring liedges. Net gains and losses
that could be realized at the tune the hedge is liquidated #s a result
of switching hedges are indicated by data showing changes in the
spread between prices of Iutures eoutracts. Buch data also show
gains and losses Lhat could have heen realized from straddle (ransgce-
tions. These data are presented in detail in the next section of this

bulletin.

78



http:advanc.es

TasLe 42.—Differences between prices of cotton futures in New York for delivery in specified months, 1948-53 *

i

Differences between prices of futures for delivery in—

Octoher and-—

December and—

March. and—

i
i

Marp,

May

Mar,

May

July

May July Oct. -

Change in cents per pound:
Under ~ 1.70
= L7040 = 18] e i e e
~1.50.to ~1.31 . )
- 1,30 to —1.1i

- 0,50 to —0.31

~0.30 to ~0.11.

~ 0,10 to (.09

0.10 to 0.20.._ . ... e ——— o ————
0.30 10 0,40 s i e e s e e
0.50 and over .

Average difference

Gain_.o..... R, R
LO8S L L i ————
Maximum:

Number

Number

Number
1

Nawmber

Number

(IR PN Fa T NN

Nwmber
2

Number | Number | Number
1

3

6

11

(o33
LS

oS
<

s
21§




(=]
=]

L\nm, 4" Dz[i’(mu‘u‘ b((u cen prices of cotlon futures in New York for delivery in specified months, 1948-53 ‘—C‘on

Differences between prices of futures for delivery in--

e e e o Oct., Mar.,,

]70(‘., May,

Ttem May and- H July and-— Total Mar,, July,

: P S e e and and

i i May Oct.

; duly - Oet, - Dee, ] Oct. Dee, Mar.
i N

Change in pents per puuml i Numiher | N umbcr Numbert Number | Number | Number | Number | Number | Number
Under —~4.50.. .. .. 0 . SO 8 { ] 9 10 48 L - 20
— 45010~ 31 - i 1 b} - 1 v 1578 EU, 4
=430 to 411 ? 9 .. 2 1 15 j... o 3
—410 {0 - 301 B 8 5 3 6 E1 O R 16
=300 {o - 371, R 9 2 2 H 4. 20 1 18
~3.70 {0 ~3.51. ’ 9 1 7! ] 2 PL A N 15
-850 1o 8.31 - . . 1 1 4 1 1 L1 N I [§
3,30 1o - -3.1] . - d o 3 1 2 ) U S 13
=340 to 2000 “i .l 1 el 2 3 2 | 25 SR 9
200 to - 271 . o 3 Thoo ... N 3
- 200 to 2B L IR 1.1 1 1 1 [ S 1
250 to --2.31 . [ B R 2 2 ) A S 7
230 to 2,11 N - fouls . 1 2 1 1 I3 deican 10
210 o - 1T - . . 2 1 | S P, L 2 S, 2
1.O0 to -~ 1.71. . - . ) R PR e 7 1 3
170 to — 151 . e Db 1 1 |1 TR SO
150 1o - 1.31 .. - .- 28 1 2 2 23 e 3
=030 to s 1L o L 2 1 3 1 1 20 1 5
- 110 to - 0.01. - 9 1 1 1 1 20 2 3
=090 to (171 . I S S BT, 42 L5 N T,
0,70 to —0.5 . ‘ 0. ; 2 92 2 47 10 2
~{).50 fo ~-0‘il . L - 3 - - 2 31 2 85 30 2
=030 to =011, . . 2 S 3 21 2 128 58 4
=010 t0 0,09 0oL s - ! | . e 1 136 37 2




48-—603GEeS

9

18

0.10 to 0.29........ RN R 4 41 2.1 1 80 22 9
08040 0D et b emcdmmn i . 2. 1 21 v 38 14 7
Q.50 and over . ..o uan e I 3 | S PRSI ; 1 1 38 10 8
POMAL w2 e | s2|  s2] os2| 62| 018] 202 175
GRID . e T 81 8, 5| 5| 5] w=7i  s9| 2
LOSS 2. o e i i a5 ! 44 £} 47 689 139 149
1 Cenls Cents Crnls Cenls enls Cenls Cenls Tenls. Cents
Average differenee.. 7 L e e e e 0. 55 2,05 4. 28 2. 02 3, 10 3. 25 1. 3G 0. 31 A 92
I i e e 15 >,20 .27 , 26 L33 LAk .28 27 R
Ta08S . o el e e mwa . RAE T 3. 83 4,21 3. 40 3. 5b 1,73 . 30 3. 35
Maximum:
{81153 S e e L Lo . 51 . D7 07 . 87 L 14 1. 00 1.01
To088. . e e i . 1,12 6. 11 G, 79 8. 11 8. 34 8. 22 8 34 1. 77 8. 11

! Year ended July. - Differences arve derived by subteaeting p

rices of near-month from more distant month futures.
2. Gain and loss on long-basis positions from transferring hedges from near-month to more distant month futures.




GAINS AND LOSSES FROM STRADDLE TRANS-
ACTIONS

~ Prices of cobton {utures contracts for the same market, but maturing
n different months, may differ considerably as a result of differences
between the immediate and prospective supply-and-demand situation
and in cost of carrying cotton to the dates of maturity of the futures
contracts. Similarly, prices of {utures contracts in different markets,
but maturing in the same or different months and calling for delivery
in the same or different markets, may differ as o vesult of differences
in terms and condition of sale, ln immediate and prospeciive demand-
and-supply situation, and in costs of moving the cotion from the place
of delivery to centers of consumption. Differences between these
prices may vary considerably over relatively sbort periods. Traders
may take advantage of these chonges in prices in their straddle opera-
tions.

Straddling usually is accomplished by selling fulures contracts, the
prices of which are considered relatively high, and by buying as nearly
simultaneously as feasible futures contracts, the prices of which are
considered relatively low. It may involve futures for delivery in
different months in the same macket, or futures for delivery in the
same or in different montihs in di”erent markels. Such transachions,
by increasing the demmand for contracts that are considered relatively
low in price and by increasing the available supply of contracts that
are considered relatively high in price, tend to bring about a realine-
ment of prices. ‘I'he realinement of prices resulis in prolits, whereas
further disparities in prices result in Josses to such siraddlers.

Straddle transactions designed to take advantage of increases in
price disparities are made by buying futures coniracts that are
considered relatively high but are expected to go relatively higher, and
by selling. as neorly simultancously as is feasible, contracts that are
considered relatively low in price but are expected {0 go relatively
lower. "These operations tend to foree prices of contracts Turther out
of alinement. Further dispariiies in prices undersuchsiluetions hring
profits, whereas readjustments in prices bring losses from soclh
straddie operations.

The quantity of straddle transactions may be indicated by data
showing that, during the § years ended July 1953, open straddle
commitments of large traders, ss reported Lo Commodity Exchange
Authorily (21}, averaged about 420,000 bales, ¢r about 58 percent of
the average open commitments for long hedges, 45 percent of those
for short fredges, and 14 percent of total open contracts for cotton.
Yearly average open commilinents of straddlers ranged from 330,000
bales for the year ended July 1944 (o 537,000 bales for (he yenr ended
July 1952, Monthly averages for the 6 years combined ranged from
326,000 bales in May to 514,000 hales in Decemnber.

Gains and losses from straddle operations may be indicaled by data
showing changes in spread between prices of [utures contracls for de-
livery in the different months In the same marke or for delivery in the
same or different months in dilferent markets. Changes over S-week
periods in spread hetween prices of colton fulures in New York for
the near-netive month and those for more dislant months averaged
0.18 cent a pound during the § years ended July 1941 (lable 43), and
0.48 cent during the 6 years ended July 1953 {table 44). These
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changes amounted to 0.45 cent or more a pound aboul 10 percent of
the time during the prewar period, and to 0.75 cent or more_about 21
percent of the time during the postwar period.

Usually the greatest changes occurred between futures maturing
toward the end of one crop year and th<se maturing during the new-
crop year. Changes in spread between prices of cotton futures matur-
ing In October, December, and March and prices of futures
maturing in May of the same crop year averaged only about half as
great as the comparable changes in spread between prices of futures
maturing in March, May, and July and prices of [utures maturing in
Qctober of the next crop year.

During the 6 years August 1935 lo July 1941, changes over §-week
periods I spread between prices of near and more distank month
futures would have resulted in gains on straddle positions with long
interests in near-month futures less than half of the time, and the
gpins would have averaged less than the losses {table 43). Losses
would have amounted to 0.45 cent or more a pound about 8 percent
of the time, and gains would have amounted to 0.45 cent or more
about 2 percent of ihe time. In the postwar period, August 1947 to
July 1953, simjlar changes in spread between prices of cotton futures
would have resulted in gains on straddle positions, with leng interests
in near-month futures, more than half of the tine, but the gains would
have averaged less than the losses (table 44). Gains would have
amounied to 0.75 cent or more a pound about 13 percent of the
time, and losses would have amounted to 0.75 cent or more o pound
about 8 percent of the time,

The spread between prices of futures coniraets for delivery in
different markels shows considerable changes over relatively short
periods and such changes may result in gains and losses from straddle
operations. Daia relafing to changes, over S-weck periods, in spread
between prices of New York and New Orleans futures conleacts for
the near-aciive month show that, during the 8 years ended July 1941,
these changes amounted o 0.10 ceut or more a pound about 7 percent
of the time (lable 45). During the ¢ years ended July 1953, these
chinges amounied Lo 0.10 cent or more 2 pound about 25 percent of
the time (table 46). These changes would have resolted in gains on
straddle transactions, with long interests in New York futures. some-
what more than hali of thie time, and the gains would have averaged
alyout the same as. (o somewhat greater than, the averagze loss.

These data clearly indicate that changes over relatively short
periods in spread between prices of cotton Iutures nturing in dif-
ferent months for the same market, and those maturing during the
same and in different months for different markets, may be great
enough (o result in substantial gains and losses from straddle opera-
tions. The suceess of the straddier largely depends upon the aceuracy
of his forceasts of changes in price spread.  When the forecasts are
based on a correet evaluation of the Immcdiate and prespective
demand-nnd-supply situation for the rontracts involved, the straddlers
by sclling eontracts the prices of which are considered relatively
hign and by buying, as pearly simultancously as feasible, coutracts
the prices of which are considered relatively low, not only reap profits
but they also inerease the liquidity of the markel and tend to stabilize
the level of prices by bringing about rendjustments in prices of con-
tracts Tor delivery ab differenl times and in different markets.
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TanLe 43 —Changes over 8-week periods in spread between prices of cotton futures in New Yo

months, August 1935-July 1941

rk for delivery in specified

Changes between prices of futures maturing in—

Ttem October and— December and-— March and—
Dee. Mar, May Mar, May July May July Oct.
Change in cents per pound: Number | Number | Nwmber | Number | Number | Number | Number | Number Number
Under —0.85__ oo LooooLoooooeeo T T g T 1 8
~0.85t0 =046 . e e T 2 £ I I 2 2
=046 to =086 oLl et A 1 2 6 3
~0.35to —0.20. . . ___ il e 3 4 2 8 8 6 9 9
=025 40 —0.16 2 4 2 8 5 4 10 11 8
~0.15 to —0,06_:_.._._._ 15 11 15 10 11 22 13 13
—0.05t0 0,04 .__.__.. 24 20 14 11 8 29 22 12
20 14 9 4 3 9 9 5
8 7 4 8 4 1 4 4
5 [ £ 3 . 3 L3 O N 2
________ S ORI T SO P2 ORI N 1
79 67 52 52 52 77 77 67
46 36 20 18 17 22 21 15
31 28 32 33 34 51 53 50
Cenls Cenls Cents Cenis Cenls Cents Cents Cents
C. 10 0.13 0.11 0. 16 0. 25 0. 10 0.15 0. 24
11 L 14 .09 .15 .22 .05 .09 15
.09 13 .13 .18 .25 .12 .18 i?z
.33 L4 .18 .29 . 82 .15 .21 .35
.35 .41 .32 .83 .71 .34 . 59 .74




Changes between prices of futures maturing. in—

Mar.,
» May,
Liem May and-— July and— dar. July,

and
.. Oet.

July Ocet. Dec. Oct. Dee, Mar.

Change in cents per potind: b Number | Number | Number | Number | Number | Number | Number Number
Under —0.65 3 6 11 23
—0.65 to —0.506 L. : ] 21
—0.85 to —0.46 . g e : 4 26
=045 10 030 el e i e e 4 34
~0:35 10 —0.20. oL . .o ealin- e B B | 59
—0.25 10 —0.206. . . 0 il 67
—0.15t0 —0.06. ... ...~ __. R ) : 149
—0,05 6o 004 - - i g : 241
005 to Q. o o e ) 1 137
5 e e . § | : 71
43

s - TN A , 18
. , : : 17

906

395
486

Cents Cenls e ] Clents
Average change ..o 0 oL e e i 0. 07 0.23 0. 24 ; b 0. 18

i .08 .29 .25 .3 .t - .17

088 e e e i .07 .18 .22 .3 . . b .20
Maximum: )

i . 33 . 62 . 64 . . . 82

.22 .63 .65 . . 1.78

1 Prices of futures as of thé close of the warket, usually on Wednesday or Thursday of each week.
2. Gain and loss on long intervests in near-month futures offset by short interests in futures for more distant months,
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lABLE 44 —Changes over 8~week periods in spread between prices of cotton futures n New York for delivery in specified
months, August 1947—July 1958 *

Changes between prices of futures maturing in—

Ltem

October and—

December and—

March and—

Dee.

Mar.

May

Mar, E May July

May July

QOct.

Change in cents 5 per pound:
Under —0.75

—0.05 to 0,04
0.05 to 0.14

Average change.. . ..._..... e e e

Number

" Number
1

Number
2

=N WROCIOUD ROt

Number | Number 1 Number

T D

Number | Number
D)

Number

OO e CS S G TN LD e T

[%1]
oo

;
!
=S

Cents

0.

23

l\’JH‘—EOG HFNWNoOWa o

C’enls

0. 36 |

[Sw i)
b O

.26
.10

. 88
.48

.38
.25 |

148 |
78




Changes between prices of futures maturing in— . ll\v’ll'ar.,
. ay,
May and-— July and— . July
May an uly an ; ansy
- July Oct. Dec. Oct. Dec. Mar. : Oct.

Change in cents per pound: Number | Number | Number | Number | Number | Number | Number » | Number
Under —0.75 11 11 12 11 10 69
~0.75 to —0.66 :

= 10 TS 00 G T3 O 1=k 30 1t et
e OO D =4 10 DO G5 O3 5 bD

5 to
5to
5 to
35 to
5 to
5 to
5

.75 aud over

Cenls
0. 53

44 . . 63 .63 | . . 47
. 58 . .98 .97 : .51

1. 43 121 1.38 .4 2. 56
1. 80 2.13 2. 66 2. 83 . 2. 66

! Prices-of futures as of the close of the market, usually on’ Wednesday or Thursday of each week. :
* Grin and loss on long interests in near-month futures offsét by short interests in futures for more distant months.




Tapue 45.—Changes over S-week periods in spread between prices of
New York and New Orleans cotton futures for delivery in specified
months, 1936—41 !

Futures for delivery in—

Ttem ;

Oct. . Dec. ! Mar. i May | July ! Total

: I i ; !
Change in cents per ! ! '

pound: Nuwmber Number | Number | Number | Number | Nymber
Under —0.10.._____ 2 S ; 3 1
—0.10to —0.08 ___'._______ : g 3o ; 2! 7
—0.07 to ~0.05____| 3, 6 7 2| 1] 20
—0.04 to —D0.02___.: 16 - 15, 11 : 9 12§ G3
—0.01to 000 _____ . 28 12 - ot B 12 16 ¢ a0
0.02 to 0.04___ .. 25 ! 6 20 | 16 | 7 74
0.05 1o 0.07_._ i 3 3 5 G 4. 21
0.08 to 0.10______i 1 3 1: 2 3 10
Over 0.0 ____.... feemmmmn 2 3. 3. 2 14}
Total .. __._, 79 52 72 52 50 3045
Gain* ____..o______. 39 16 37 32 20 | T4
Loss? oL ___ 20 aL: 31 16 ; 25 'r 132
Cents | Cenls : Cents | Cents | Cenis Cents
Average change___.___ 0. 02 .04 QO4! 0.04: 0.05 0. B4
Gain._ .. ... ____ : .03 .06 04 .04 .06 .04
Loss ... __ i 05 L0t .05 .04 . Qi
Maximurm: ' : i ;
Gain- oo 08 .18 .18, .12 .45 .45
Lossau . ' 14 L1900 .10 .32 .24 .32
2 H i

! Year ended with July. Sprends arc ealculated from closing prices for the
near-active month.

? Gain and loss on long interasts in New York futures offset by short interests
in New QOrlcans fubures.

Data for recent years show that possibilities of gains {rom straddling
in cotton futures, with short-market interests in near-month and long
market interests in more distant month futures, varied directly with
the extent to which prices of near-month futures were elevated in
relation to prices of futures for the more distant months. Analysis
of data relating to prices of cotton futures in New Yorlk, for the § years
ended July 1953, show that possible gains over S-week periods ended
July, August, and Septeuber from straddle (ransactions, with short
interests i October futures, when related to premiuvms of October
futures over prices of December and March futures, at the beginning
of the 8-week periods, gave a correlation coefficient of 0.87. The
regression, =0.02-0.62x, indicates that, on the average, for each
incrense of 1 cent a pound in premium of October futures over prices
of futures for move distant months, gains over the sncceeding 8-week
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Tante 46.—Changes over 8-week periods in spreed between prices of
New York and New Orleans cotlon futures for delivery in specified
months, 1945-531

Futures for delivery in—

Item

i

Oct. | Dee.  Mar. May ¢ July | Total

Change in cents per '

pound: - Niumber @ Nember - Number - Number - Number « Number
Under —D.10..___._ 3 11 4 - 9 3 29
~0.10 to —0.08_.__, G 2 1 4 7 20
—0.07 to —0.05. ___: 5 1 G 4 T 23
—0.04 to —0,02_ . 13 10 10 5 4 42
~0.01 to 0.01_ ... 19 : 13 . 13 . 5 9 59
0020 0.04________ : g . 70 10 ¢ 21 3’ 32
0.05 to .07 __.____ 8 3 7 5. 4 29
0.08t00.10. . O . . 5 24 3. 16
Over 0,00 ________ . 4 4 14 | S 8! 44
Total.o ... : 77 53 ' 70 44 50 ¢ 204
Gain?_ _______.__..__ 36 20 39 . a4 i a2 i 141
Loss?.._ .. ... 35 27 . 23 20 2 129
Cents Cends Cends | Cents . Cents . Cenis
Average change .. _. 0. 09 .02 . 008 010 0 08 0. 09
Gain__.__._____. - .09 .06 - .11 .13 LI .10
Loss oo . . _ .10 .12 N . B4 .08 Bl
Maximum:
AN . L. I8 .20 .53 L 34 Y 1. I8
LoSS. wam e oL i 1. 06 .33 .22 LS4 1. 06

'Year ended with July., Spreads are caleulated from closing prices for the
near-aciive month.

? (Gain and loss on long interests in New York futures offset by short inierests
in New Orleans futures,

period from straddle with short market inlerests in October fulures
would Lave been increased aboutl 0.62 cent & pound. (Standard ervor
of regression coefficient =0.12.} "The relationship of premiums of
other near-month futures over prices of futures for more distant month
to gains and losses from straddle transactions were not so close as that
indicated for October futures and, in many instances, the relationships
ware quite lrregular.

Gains and losses from straddle transacitions may be used to supple-
ment or offset, at least in part, gains and losses {rom changes in spot
prices and in basis. But data relating to changes, over 8-week periods,
in spread bebween prices of near-month and those for more distant
month futures, during the 6 years ended July 1953, when related to
the corresponding chunges In spread helween prices of spol colton
and prices of futures, for both concurrent and immediately following
8-weck periods, showed liitle, il any, correlation,
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FUTURES TRADING ANRY FLUCTUATIONS 1IN
PRICES

Traditional Theory of Stabilizing Influence

Trading in futures may provide some proteclion from changes in
prices of the spot commodily, aside from oflsets through hedges, by
reducing these changes. The buying and selling of futures contracts
by competent speculators is alleged to result in Jess violent but more
frequent fluctuations in spot prices (5, 15, 18, 12). The contentionjis
that prices tend to be kept faitly closely in lime with an accurate
refiection of the hasic demand-and-supply situation malnly by specu-
lators who are ready to buy [utures when an appraisal of the market
sitnation indicates that prices are $00 low and to sell futures when the
appraisal indicates that prices are too high.

Since the expectation of profits from changes in prices provides a
motive for buving and selling futures, speculators are interested in
correctly predicting the changes in prices as a basis for their trangac-
{ions because they make a profit when they are correet and they take a
loss when they are wrong. Futwres exchanges are equipped with
facilities for readily assembling in a single market all the available data
relating Lo the various factors alfecting the demand for and supply of
the cornmodily, and this information is available to speculators and
others for their use in deciding when Lo buy or sell,

The theory, as usually presented, is that when prices are considered
to be substantially above those justified by a correct evaluation of the
basic demand-and-supply situntion, the pressure of the market on the
selling side is intensified by spsculalors wiho liquidate their holdings
or sell short, expecting to buyleter at a lower price.  Conversely, when
prices are considered {0 be substantially below those justified by a
correct evaluation of the basi» demand-and-supply situation, the
pressure of the market on the buying side is intensified by speculators
who buy contracts with which to balance their accountis or to profit
from an advance in prices. Such increased pressure on the selling side
of the market when prices are copsidered to be too high and on the
buying side when prices are considered Lo be too low, it is alleged,
would tend to keep prices faily in line with the best composite judg-
ment of an accurate reflection of the basic demand for and supply of
the commodity.

Moreover, Tutures exchanges {acilitale straddle transactions which,
it is seid, tend to keep prices of futores for delivery in different months
and in different markets in adjustments (3, 1, 8). This is accomplished
by selling futures the prives of which are considered higher than basic
conditions warrant and by buying, as nearly simulianeously as is
feasible, {utures the prices of which are consideved lower than war-
ranted. Such transaclions tend to bring about readjustments in prices
of futures Tor delivery in different months and in different markets in
line with the basic demand-and-sapply situation. 'Thisis accomplished
by incressing the pressure of the market on the selling side for contracts
considered relatively high and by increasing the pressure of the market
on the buying side for conlracis considered relatively low in prices.

Limitations of Stabilizing Influence

The pricedeveling and adjusting fentures of futures frading arve
apparently predicated, to a considerable extent at least, on the as-
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sumption of free and unrestricted competition in markets dominated
largely by the transactions of speculators who decide when to buy or
sell on the basis of well-informed judgments regarding the basic de-
mand-and-supply situaiion. Bui corners, squeezes, bear raids, and
other evidences of manipulations, slong with informetion relating to
the composition and trading practices of the trading groups, indicate
that transactions in futures markets at times may be notably at
variance with such assumptions (10, 161,

It has been pointed out that & large proportion of the speculators
in wheat and corn futures, for example, are little better equipped to
forecast prices than the average citizen, which means that the necuracy
of their price forecasting is not likely to be much above 50 percent
(10). Furtherinore, informaution relating to the transactions of Jarge
operators, who apparently are in a position to be well informed con-
cerning the basic supply-and-demand sitvation, indicates that they
do not alwnys coniribute a stabilizing influence on futures prices (9).

The ibeory of the price-leveling mfluvence of speculative trading
in futures has been criticized for not giving adequate recognition to
the infuence of manipulations and the kind of trading designated as
“movement trading’” (16). The increase in width and liquidity of
thie market as a result of trading in {futures, along with the participa-
tion of large numbers of poorly informed speculators trading on
marging, may afford an opportunity for price manipulation. An
influential person or persons may affect prices considerably by buving
or selling and spreading information designed to induce a following
of less informed persons to buy or sell. In such instances, the orig-
inator of the buving or selling movement may adroitly change his
market position and profit at the expense of his less informed followers
(2). Such manipulation may at times more than offsct any leveling
influences which futures trading normally may have and may result
in considerable irvegular variatious in prices during refatively short
periods.

“Aovemenl trading.” or trading on price movements, refers to
transactions involved in “going with the market” (716). Alovement
traders huy when prices are advancing and sell when prices are
declining, expecting (o reverse their operations when the movements
in prices are checked or reversed. Those engaged in such operalions
are primarily interested in how far other traders will push the move-
ment of prices which they are following at the thne, and are only
incidentally concerned with what Jevels of prices are justified by the
basic demand-and-supply situation.

Apparently a lorge proportion of the professional traders in com-
modity futures (aside from hedgers) are commonly traders on price
movements: such irading, it is alleged, tends to widen price swings
(16). Bul the influenee of sueh trading on the extent of price swings
apparenily depends considerably upan the position on the price
“eyvele” al which the transactions are concentrated. Additional
information refating to the coneentration of purchases and sales by
movement traders at various points en the price eycle is needed as
Lasis for final conelusions.

Despite any leveling influences which trading i futures may have,
colton prices fluctuaie irregularly and ot times widely from oue part
of ibe season to another and from vear to vear. The rapge in prices
of Middling 5einch coiton in central markets during the year some-
times amounis 1o as mueh as 50 percent of the highest prices and
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as much as 100 percent of the lowest price during the year. During
the 23 years ended July 1933, the range in prices of Middling !5/-inch
cotton in central markets averaged 38 percent of the lowest prices,
and 26 percent of {lie bighest prices, during the vear. The range
exceeded 80 percent of the lowest price during the year more than
half of the years; it exceeded 20 percent of the lowest price during the
year about three-fourths of the years,

Similar data relating to fluctuations in prices from one vear (o
anolher show that the ranges in these fluctuations exceeded 100 per-
cent of the lowest prices for about 17 percent of the time, and
they averaged 62 percent of the lowest price.  They exceeded 50 per-
eent of the highes! prices 17 percent of the time, and averaged 34
pereent of these prices.

(Colien prices sometimes change considerably over relatively short
periods within the season.  The nature and extent of these changes
in the prewar period, Augnst 1935 fo Julv 1041, and in the postwar
period, August 1947 to July 1953, are indicated by weekly prices of
Middling %¢-inch cotton in New Ouleans, as shown in figures 1 and 2.
pages 9 and 10, In 1937, for example, the prices declined Trom 15.5¢
cents & pound in March to 850 cents in Octoler, a decline of 7 cents
a pound, or 82 pereent of the lewer prices, within ahout 7 menths.

in 1930, prices advanced {rom 3045 cents in January to 40.80
cents i September, an advance of 10.35 eents g pound, or about 34
percent of the lower priee, within about 8 months. Then in 1952,
prices decline from 39.10 cents in Seplemhber to 32.40 cents in Decen-
ber, & decline of 6.70 cents a pound, or 21 percent of the lower price,
within about 3 months.  During the § vears coded July 1953, changes
over S8-week periods in prices of Middling 'e-ineh cotton in New
Orleans amounted {0 3.25 cenis or more 8 pound 22 percent of the
time.

Prices of eotton yarns and fabries fluctunte over a great deal wider
range than do prices of volton {fgs. 1 and 2, pp. 9 and 10). In
1937, prices of the guantity of carded cotton varn (10s) obtamahle
Trom a pound of cotton declined from 29.25 cents in April lo 16.20
cents i December, a deeline of 13.05 cenfs, or 84 pereent of the Jower
price, within about § months, During the same vear, prices of the
quantity of cotton print cloth (3977 80 x 80j obtrinable from a pound
of cotton declined from 39.6U in Janvary (o 21.82 cents in Decenber,
o dechne of 17.78 cents, or 81 pereent of the lower price, within less
than a year.

In 1950, prices for the carded yvarn advanced from 49.50 cents in
June to 74.70 conts in December, an udvance of 25.20 cents, or more
than half of the lower price, within abeut 6 months.  Prices for the
print cloth advanced from 67.93 cents in May (o 106.20 cents in
September, an advanee of 38.27 conts, or ahout 36 pereent of the
lower prices, within about 4 months, Other relatively large changes
over relatively short periods ave indicated by the dala presented in
figures 1 and 2, pp. ¢ and 10,

Whether changes in priees of the spol commodity with futures
trading were greater or less than they would have been without futures
irading is difficult to determine statistically. Some students of
futures wading have concluded that dealing in fulures tends to reduee
the range of price Huctuntions and statistical invesligations are said
to supporlt this conclusion (4, 7, 1). Bul others maintain thal
conclusive evidence is lacking on the question as to whether prices
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are leveled to any extent purely as & result of trading in futures
(8, N

The problem of measuring statistically the effects of frading in
futures on fluctuntions in prices of colton is complicated by the fact
that it is difficult, if not lmpossible, to evaloale correctly and to
make accurate adjusrments for the imfluence of olher factors on
changes in prices. Furthermore, difficulties may be involved in
attempts to devise a satisfactory statistical measure of price steadi-
ness, Consequently, caution should be exercised in interpreting the
resulls of statistical analyses designed to show the influence of trading
in fulures on changes in pricos.

Resulls of analvses showing differences in variability of prices of a
commodily in amarket hefore and alter trading in futures were ingugn-
vated, differences in varisbility of prices in markets without futures
trading and In {hose with futnres trading, and differences in degree
of price vasiability for commodities traded in on fulures exchanges
and for commoditics not traded in on futures exchanges have been
presented as evidence of the price-leveling influence of Lrading in
futures (85, DBut these results may not supply a satisfactory basis
for a conclusion because the influence of trading 'n futures on fluctua-
tions in prices may be supplemented or offset, in whole or in part,
by the Influence of other factors. These factors may include differ-
ences in means of communicalion and transpor{ation, in marketing
facilities and practices, and in other developments. Information
avalable is not adequate for making correct adjustments for the
influence of factors other than trading in futures on fuctuations in
colton prices.

Comparisons of annual fluctuations in prices of American cotton in
New York and iu Liverpool before and after futures trading m New
York began in 1870 is an example of attempts made to show the
influence of trading in futures on Hluctuations in prices of cotton (14).
Prior to 1870, futures trading was carried on in Liverpool in the form
of transactions on the basis of colton under “to-arrive” terms. Com-
parisous of changes during the vear in prices of cofton in New York
with those in Liverpool from 1821 to the beginning of futures teading
in New York in 1870 show that changes in New York were, for the
most part, relatively greater than those in Liverpool.  Subsequoent
to the beginning of trading in cotton futures in New York in 1870,
changes i prices of cotton 1 New York declined in relation to those
in Liverpool and, in more recent years, they have been aboub equal
to those in Liverpool

Although these changes apparently indicate that futures trading in
the New York market may have {ended to reduee the fluctuations in
cotton prices, it is nol known to whal extent the finctoations shown
were influenced by differences v quality of the cotlon, improvements
in communication and in transportation, developments within the
market, and by other factors. Changes during the year in prices
of cotton in New York have not been so greal in relalion to the level
of prices since futures frading began as before.  On the other hand, the
yearly ranges in prices of cotton in New York and in Liverpool,
when expressed as & percentage of the bighest price during the year,
showed an upward trend from about 1885 to the early 1930"s (74).

Futures treding, it is alleged, tends to level out prices during the
year so that prices of cotton at harvest time usually are not unduly
depressed (4, 6, 15, 1). Analysis of dala relating to changing prices
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of cotton from one part of the season to another shows considerable
irregular varigtions, but, on the average for periods long enough for
irregular variations to compensate each other, prices of cotton during
the harvesting period averaged about as high as during the resl of
the vear, after due allowances are macde Jor carrying costs (3). But
the extent to which any such leveling of prices may be attributed
to trading in futures apparently depends upon whether the probable
course of prices is more accaralely forecast with than iwithout,
futures trading.

Some students of futures trading have concluded that, through the
medium of Tutures trading, anticipated changes in the demand-and-
supply situation usually are reflected in current prices more accuratel v
than thev would be without futures markets (5, 8, 1).  The fact Lhat
trading in futures may indicate more clearly the probable course in
prices of cotion than transactions in the spot commodity is evidenced
particularly by deelines in prices of new crop futures 1n relation to
spot prices in anticipation of a large crop. In early July 1951, for
example, with relatively small available stocks of cotton and a large
crop in prospeet, prices of New Orleans futures for delivery during
the new crop vear were about § cents o pound lower thau spot prices
of Middling *e-inch cotton in that market. Prices of spot cotton
deelined from 43.95 cents & pound on July 5, to 33.90 cents on Sep-
tember 5, and prices of Qetober futures declined Irom 35.88 ceuts on
July 5 1o 34.20 conts on September 5. These data refleet a situation
in which colton prices in the future were more accurately reflected
in prices of futures than in prices of spot cotbon.

The extent to which futures trading increases the accuracy of price
forecasting is difficult to deterniine beeause there is no way of knowing
what spot prices would be in the absence of futures trading. Results
of earlier studies show thal prices of futures contracts a few wecks
hefore maturity constituted a fairly accurate indication of prices at
the date of maturity. But the accuracy of the forccasts varied
inversely with the length of the peried to maturity, so that prices of
futures contracts could not be relied upon to indiente even lairly
accurately the prices that prevailed several weeks in the future
{2, 8, 14).

Similar comparisons of prices of futures vontracts in New Orleans
several woeks before the date of their maturity with prices of Middling
15 -inch spol cotton in New Orleans on the date of maturity of these
contracts, during the € vears ended July 1953, show considerable
differences.  Averages of these differences inereased with increases
in number of weeks prior to the maturity of the fulures contracts
from 0.96 cont a pound for 4-week, Lo 1,63 cents for 8-week, and 2.00
cents for IG-week periods. These differences are great enough to
suggest thay prices of futures contracts, particularly for the more
distant months, eannot be refied upen to indicate even fairly aceurately
the prices that will prevail several weeks in the future. But data
relating to spot prices and prices of futures contracts show that
anticipated changes in the demand-and-supply situalion, particu-
nuly from one crop year to another, were more clearly indicated and
were somewhat more aceuratoly discounted in prices ol fulures con-
tracts than in prices of spot colton for immediate delivery.

These data, and other available information, indicate that futures
trading usually tends to lessen the fluctuations in spot prices from
one crop yesr to another and may reduce the extent of changes
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from onc part of the season to another. Futures markets, by facili-
tafing trading, no doubt increase the frequency of changes in cotton
prices and may at (imes inerease the extent of these changes over
relatively short periods.  Final conclusions regarding the influences
of future {rading on fluetuations enunot be reached on the hasis of
wformation now available.

EFFECTS OF FUTURES TRADING ON FARM
PRICES AND ON COSTS OF COTTON GOODS

Proteetion afforded by futures as hedges. any price-stabilizing
influenees that trading in futures may have, and any other uses made
of futures trading in cotion are of signilicance to cotton growers and
to consnmers of cotion products chielly because of thelr influence on
the level of farm prices of cotton and on costs of cotton goods.  Al-
though an evaluation of the influence of trading in cotton futures on
Jarm prices of cotlon and on costs of cotton goods may be of great
importance, no attempt is made to present in (Lis bulletin an ex-
hanstive treatment of this problem. A short statement, based on
rather limited information, 13 made, however, as & means of giving
some idications of the results nermally to he expeeted.,

The effects of trading in Mitures on the level of farm prices of ¢ «tton
and on costs of enlton goods Lo ronsumers at any given time or o er a
given period are diffieult, if not impessible, (0 measure directly,  As
dats on prices of cotton aud un costs of cotlon products with futures
trading and without Tutures trading, with the influcnce of other factors
held constant, are nol available, it would appear almost impossible
to ascertain by direct means what the level of farm prices of cotton
and costs of cotton products would have been without futures trading,
Any influences that futures trading may have on these prices and
costs apparently result mainly fromits eifeels on costs of merchandising
cot{on and of manufacturing and distributing cotlon products {4, 15).

Hedging facilities provided by futures markets make possible a
reduction in peeessary costs of merchandising and manufacturing
cotton through reductions in risks from changes in prices and through
savings in inleresl charges and in capital requirements (8).  As pre-
viously shown, about three-fifths of the gains and Josses from changes
in prices of spot cotton during the 6 years ended July 1941 could have
been offset by Lhe use of Iutures as bhedges.  >imilar data for the 6
vears ended July 1953 show that more than hall of the gains and
losses from changes in prices of spot cotlon could have been oflset
by the use of fulures as hedges. Most of the losses on sliort market
interests from advanees in spot prices, and a large proportion of the
losses on long market interests from declines in cotton prices, could
have been offset by the use of futures as hedges.

‘The influence of using futures as hedges on the costs of financing
the marketing and manuvfacturing of cotton may be indicated by
information showing the effeets of hedging on the collateral value of
the commodity. Reports relating to the lnportance of hedging lo
banks that extend eredit and (o merchants who handle cotton indicate
that loans are more seeure and that husiness ean be transacted on a
narrower margin when the eotton is hedged than when it is not
hedged (24). It is said that banks in New York which lend mouey
on catton each year advanced {rom 80 to §0 parcent of the current
marlket value of cotten that is hedged; whereas, on cotton not hedged
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Ehe) banks advanced 70 percent or less of its current market value
24).

Similar informalion relating to banks in New Orleans indicate that
bankers make loans on cotton as collateral more freely and at smaller
margins when the specific eotton is hedged than they would if it were
being carried subject to all the risks of fluctuations in market prices
(25). Loan policies of banks, as indicated by an official of a leading
bank in the financing of cotfon, show that as late as 1953 baoks
centinued to advance substantially larger proportions of its current
market value for cotton that is hedged than Jor cotton not hedged.
This increase in collatera]l value cnables merchants to carry 2 larger
volume of cotton with » given amount of their own capital, thus
lowering the eapital cost per unit.

In addition, any stabilizing influence that trading in futures may
have on the level of cotton prices also tends to reduce the necessary
costs of marketing and manufncturing cotton by reducing the risks
of losses from changes in prices. It seems evident from the informa.-
tion presented earlier in Lhis bulletin that trading in fulures tends to
reduce the extent of the changes in cotton prices from cne season to
another and may lessen the seasonal fluctuations in prices. But such
trading doubtless increases the frequency of price changes and may
at times augment the changes over relatively short periods.

Charges for, ns well as benefits of, futures trading also need to be
taken into account. The bulk of the direct costs of this (rading which
is of special importance to cotten merchants and manufarcturers relates
to cemmissicns paid by lhedgers and straddlers, Tor domestic ac-
counts, commissions charged nonmembers of the exchange {or buying
ot selling ench futures contract {or 100 hales of cotton, when cotton
prices are 30 cents » pound or under, amount (1954) te approximately
0.035 cent a poungl on the New York Cotton Iixchange, about 0,03
cent on the New Orleans Cotton Iixchange, and about 0.025 cent on
the Chicago Board of Trade. These charges are increased 0.005 cent
a pound for ench 5 cents or fraction thereof to which prices of cotton
exceed 30 cents. Commissions charged members of the cxchanges
are only about one-half of those charged nonmembers. There are no
commission charges for & member on transactions for his own account,
but small clearing charges are made on these accounts.  Commissiona
for foreign acecunts usually are slightly higher than those for domestic
accounts. Commissicns {or straddle transactions amount to about
G0 percent of the straight rate for nonmembers and to about 65 percent
of the straight rate for members. Total commission charges that may
be considered legitimate merchandising costs depend upon the number
of times the cotton is hedged, the number of times the hedges arve
transferred, and the number of straddle transactions involved in
merchandising operations,

No satisfaclory means are available for ascertaining to whab extent
the benefits to merchants and manufacturers from reductions in price
risks and in capital cests through trading in {utures exceed the com-
mission charges for the hedging and other futures transzckions in-
volved. But the rates of comnussion charges amount to only a small
fraction of a cent n pound. The fact that many of the larger cotton
merchants continue to use fulures as hedges against losses from changes
in prices of spot cotton indicates that they arc convinced that the
benefits exceed the costs. If the benefits do not exceed the costs the
competitive position of cotton merchants and manufacturers are

96




weakened by the use of futures as hedges. In addition, any stabilizing
influences that trading in futures may have on the level of cotton
prices would tend fo reduce the neressary costs of marketing cotton
and of manufacturing cotton produets.

Any savings in marketing and manulaeturing costs would make
possible reductions in margins for marketing cotton and for manufac-
turing cotton produets. Seme students of futures trading bave con-
cluded that competition forces merchants to pass on a substantial
part of these savings to growers in the form of higher farm prices and
to consumers in the form of lower retail prices (6, 4}, Available infor-
mation is not adequate for ascerlaining to what extent any such savings
raise prices to growers or reduce cosls to consumers, but il appears
reasonable to believe that both producers and consumers would be
benefited by such savings.
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APPENDIX

TABLE 47.—Spot price of Middling “¥einch cotton in New Orieans,
prices of New Orleans futures for the near-active month, and adjusted
prices of cotton yarn, print cloth, and lawn in New Fork, August
1985 to July 1941 and August 1947 to July 1953"

Spot Priee of—

neice Prices

Y '-f’/m-in. i of New

. Orleans | N .
.ilfoli't.og‘. futuros r Curded . Print

varn | cloth Lawn

Comts ' Conts : i Cenis
1220, 1L30 0 24 ¢ 800 30,
.85 1020 ° 75 L2 | 42,
. uo 10. 31 3. . : 41,
11.23 ¢ 10. a8 ; 3 85 . AL03 ¢ 4, <
11, 60 11. 02 . 30, a1, i EEN
1. 45 10. 83 .20, .50 44,
1L 83 ¢ 11. 02 - . 65 31. B 42,
12. 85 | L. 96 700, 3L03 ! 43,
12. 10 L5 . I. 03 L
12,15 ¢ 1. 25 X : 31,25 EEN

12,18 It 3,40 ¢ 00 41, §
12,00 1. .05 ! 27 43.
LG 1. 2% 22,05 | 2729 . 43,
1L 67 .on 21, 60 | 7. 00 43,
11 87 . .23 181 27.22 +3.
12,00 , e 21, 15 7. 00 43,
12, 04 . NEE .57 i
12. 10 .70 0 )
11. 89 7 50 2563 ¢ 42,
12. 05 42,
1215 40, -
12, 67 | 42,
13. 4,
13, 45, 57
12. 44,
12. 14,
12, - 13,
12 44, 4
1z, 47,
12. 49,
12, 51,
12, 39.
13. 3.
13. - Gk,

O
RN e e = IR O =

o

Gk,
Gil.

e
e
I TIEIEIT
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A[’)F: 21
May 5
May 190
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e

e e e e ek bt
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July 21
Seq footnote at end of talile,
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FABLE 47.—S8pot price of Middling ¥einch cotion tn New Orleans,

prices of New Orleans futures for the near-actice month, and adjusted
prices of cotton yarn, print cloth, and lawn in New York, August

1930 to J'u{y 1941 and August 1947 to J’ul‘e; 1933 I—Contmued

It —
IS)Egg Prices Price of
Duie M E{u-in. %ﬂ_@ﬁ:}i c
cotion - arded Pring }
in N O futures yarn cloth Lawn
1887—Con. {Cenis Cents Cenls Cenis Clents

Aug oo 11, 92 10. 855 21. GO 29. 02 48. 38
Aug. 18____________ 10. 87 10,12 20. 70 27400 - 8. 00
Sept. 1. _____ ... 9. 59 . 9. 09 20. 25 26. 10 45. b7
Sept. 16 . ._.___._ .39 809 16. 35 25, 20 44. 03
Qet, 6o 850 &8 18. 90 24. 55 41, 22
Cet. 20 _________ 8. 78 8. 39 i7. 95 24. 05 40. 00
Nov. 3oLl 817 .IT 7. 10 24. 05 39. 55
Nov. 17 maaeo 8. 30 7. 88 17.10 22 97 38. 78
Dee 3. _______ 8. 43 7.9 16, 65 21. 82 38. 40
Dec, 15 wooaaa. o2 871 8 31 16, 20 22 50 38. 40

1938 .
Jan. 5. _.._._. 7. 00 R 48 14, 20 22,97 38. 40
Jan. 19 . ________ q. 13 8. 63 16, 65 24. 05 ¢ 38. 40
Felr. 2 ... 9. 04 8 55 16. 65 23. 83 ¢ 38, 40
Feb. 16, ________._._ 0. 52 8. 946 16, 20 23. 62 38. 02
Mar, 2. q. 81 0. 2% 16. 63 23. B3 38.02
Mar, 16, L. 4. 24 0. Dd 16. 20 23. 62 37.25
Apr. 6. L. _. 9, 19 8 60 - 15.73 21, 82 35,97
Apr, 20 ... 9. 45 % 95 15. 75 25. 40 36. 35
May 4 _________.. 9. 31 8. 70 15,75 22,97 35497
May 18 L. 9. 33 S 80 15,30 22,97 - 45 97
June 1. ... 8 a6 803 15. 30 21,82 3597
June 13- ... ____. 8 02 837 15, 30 2L 60 35. 58
July 0o 0 oL &7 911 16, 20 23. 83 - 38 40
July 200 ... .. togt 8 76 1G. 20 23. 83 38, 40
Aupg. 3Ll L1l 8. 56 16. 20 23, 83 38. 40
Aug. 17 .. .. oo 8 81 8 30 16. 20 22,50 A8. 02
Sept. 7___._.__._ .. 8. 42 8 17 16. 20 2275 36, 80
Sonpt. o1 L L 830 8. 03 15. 73 2247 36, 80
Oct. 5........ .. .. 8 BY 8 32 15. 75 22 97 36. 80
Oct. 19 . . R 876 & 3G 1G. (3 23.18 36. 80
Nov. 2. ... .. ... 0. 04 &, 66 16, 65 22,97 36, 35
Nowv. 16_ .. .. __. q.11 810 17,10 22, 97 36. 35
Dec. 7o ou . __ 876 8 583 16. 20 22, 50 35,97
Dec. 21 . . 887 R Jd7 145, 65 32 35 36,35

1030
Janoa Lo & 00 8 ad 16, 63 22,25 37. 25
Jan. 18 _____ .. ._. & 04 8 5 1. 65 22.03 3763
Feb, 1. .. .. ._._.. & 93 8 33 1710 21, 82 A8 02
Feb. 15, ... . 878 8 52 13, G5 21. 48 3802
Mero 1o oL .. &.98 870 G B3 2517 47,63
Bar. 15, .. .. _.. 0. 07 8. 42 16 BA 20 60 37. 43
Apr.ho._.. .. . 8 80 S 14 17,10 21. 38 37,63
Apr. 19 . _ | 4,00 8 45 1. Gd 21,48 7. 25
Mey 3., - ... . 9, 33 8. 66 1G. 65 20, 70 6. 80
Mav I7_ .. ... .. 374 879 17, 10 20, 45 36, 35
June Too.o. .. L 1. RO £, 210 17. 55 21,17 306. 35
June 21____ . ... .. .73 041 18. 04 22,03 36, 80
July 5.0 .. ... u, 80) 1. 30 18. 00 22, 50 37,25
July 18, .. L. . [ 351 uo78 18 () 22, 50 A7 25
Aung. 20 ... L __ 6 16 18. 00 22 497 37.25
Awg. 16 _____ HAES &M 18, 00 22,07 36. 50

Ko footnate At end ol table,
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TABLE 47.—Spot price of Middling '3s-inch cotton in New Orleans,
prices of New Orleans futures for the near-active month, and adjusted
prices of cotton yarn, print cloth, and lown in New York, August
1935 to July 1941 and August 1947 to July 1953 '—Continued

Spot Price of—
o _brice ce=
Date M Hein. grl?ner:?s
cotton - '
in X, . | [ntures

Carded . Print

: W
viarn cloth Lawn

1989—Con. : I Ceats ends 0 Clends
Sept. 6 9. 38 . 8. : . 423 2 : i8
Sept. 20 9.13 8. 25 | ) .37 | 45, 05
Qct. 4 ... .. 013 . 0. 32 . . 48.
Oet. 18 .. .. . : g . D 3 48.
7 17 i 486
44,
43
43 6

43,
) Lok 1Lt . i L 05 ! R 43
Feh, 7 . : , : BEN: .08 - 42,7
Feb. 20....___. _ 92 . 3130 L 25 .30 ¢ 1.
Mar. 6______ _. . L 78 . G 3. .
Mar, 20 ... .. , 63! . 8. .35 ¢ ) 40, 45
LI : 5 4.
40,
L 84 . : 3 : 40.
May 15 ... . 54 ! . ! . : 440,
June 3_..__. 3 : . . 7. . .97 ¢ 40,
40 0.
3 . L : d : y 40 440,
July 17....... : , ) 4, L 4. 40
Aug. 7. . 43 , 15 3. <50 40,
; : 7 40,
4.
. . : N ; 094G E. ) 40.
Qet, 2 252 L . . X ' 41.
Oet, a. 30 - X . B 43
Nov. R 0. 7 20, . EER
Nov, 1f S 895 L 2 . Y -kh
Dec. - s 3, ¢ , . b 5 44
Dec. ) e O, . . i3 3. 44

2.0 L L 1 . 4 . L B 44,
R £ TR 3 3 3 4.
5 44, 1
-H.

—
&

=3=F

Mar. 18_____ ..
Apr 2.0 L.
Apr. 6. .
May 7

May 20 ...
June d__ .. L. .

g

e e S ad st

July 16, ... 1o
July 30 ...

See footnole at ead of tnble,
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TaBLE 47.—8pot price of Middling ¥einch coiton in New Orleans,
prices of New Orleans futures jor the near-active month, and adjusied
prices of cotton yarn, print cloth, end lawn n New Tork, August
1885 o July 1941 and August 1947 to July 1858 *—Continued ®

Spot Prices Price of—

A p:;/l{iii n of New

Orteans | .
cotton | ' Carded Print
in X. Q. i futnres varn cloth

Cente i Cenis Cents
33. 50 54, G0 118. 8
32. 25 53. 117.¢
3123 53 118,
32. 23 53. 122
30, 91 ¢ : 124,
31.83 , . 128
32. 61 54. 1320
34, 07 LE 134,
35. 98 X 137.
36. 13 3. 137,

58 R1 - 133.
34. i , 130.
33.: 3. 125,
3L 30, & 122,
33 30 120. 6
33. L 120,
36. 0. i 108
38 0.83 ' 104 ¢
36. 9. : 49, ¢
EYRRES 31, 6. 7
37. 0. 62,
36. 2 3. 87. ¢
348 . 0.
32. . G 20, ¢
31,
3L
30. 8¢
34 25
. : 3L
Qct. 20____.__.. : . 3144
Nov. 3 ot 30, 3L
3L
32,
32,

. : 32
Jan. 190..___. 32,65 3263 -
Feb. 2. o o....... 32, 35 32, 55
32 %
32, :
3L 46 ;

June 1_____...
June 15
July 6. ...
Juiy 20
Aug. 3
Aup, 17
Ken footnoio at ond of tnbis,
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TABLE 47.—Spot price of Middling 'Hs-inch cotton in New Orleans,
prices of New Orleans futures for the near-aciive month, and adjusted
prices of cotton yarn, print cloth, and lawn in New York, August
1935 to July 1941 and August 1947 to July 1953 —Continued

| Spot
price

LM 1%,

cotton
Cin N, 0.

Prices
of New
Orleans
futures

Price of—

Carded ~  Print
¥arn : cloth

July 5o ..
July 18

Aug. 1

Aug, 14

Sept. 3

Sept. 19

Bee fogtnote At aod of tablo.
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TasLe 47 —Spol price of Middling '¥e~inch cotton in New Orleans,
prices of New Orleans futures for the near-active month, and adjusted
wrices of eotton yarn, print cloth, and lawn in New York, August
1935 to July 1941 and August 1947 to July 1953 '—Continued

Spot Prices | Priee of—
¢ _price Teur —
Dute CM Eg-dn %frla-f::g _
~ ctotton f utu‘r.o;: Carded Print Lawn
in X, 0. ; yarn cloth °
1851—Con, T Cends (ends Cenis Cenis Cents
Oet. 3 _______ 36, a0 - 37.00 a0, 85 T2 43 113. 80
Oct. 17______ . ..__ : 36. a0 36. 58 60. 75 . 72. 00 113. 60
Nov. o ' 3%, 50 9. 85 B, 75 70, 63 113. GO
Nov. 20 _____.__ 142,35 ; 12. 92 67. 50 74, 70 120, 83
Dec. 5o _____.___. : 42,60 13, 53 64, 35 76. 25 121. 60
Dee. 19_ . _____. : 41,65 42,00 34, 35 76, 50 120, 00
1852
Jan. 2. ... L TO 41,87 G4, 35 76. G3 120. Q0
Jan, 16_______.__._. 2. 00 42,90 3. 45 74, 70 118, 40
Feb, 6. . ... A1, 50 41, BA 63. 45 73. 5% 116. 80
Feb. 20 . . 59750 40.07 60. 30 7248 . 11597
Mar. 5o ... 39, 95 40, 37 0. 30 71. 35 115. 26
Mar. 19 - .. __. 41. 75 , 41, 57 30, 30 T 20 115. 20
Apr. 2. ___. e mm— e 42,15 41.98 A4, 40 70. 83 115. 20
Apr. 17 . _._. . 41, 20 - 41,01 G} 78 70. 83 - 116. 35
Mavy8S____...___... a0 20 - 19, 32 58. 5} 68. 83 - 117, 63
Mav 23._. ... 38. 35 . A8 a7 A4. 40 60. 042 117, 63
June b L. - 40, 40 . 40. 00 59. 40 - AR, B3 117, 63
June 18__ ... ______. 40. 8¢ 40, 50 a0, 40 71.10 121. 60
July 2 .. 3075 39. 67 54. 40 73. 37 124. 80
July 36.. ... . 59. 63 | 36. 58 50, 40 75. 80 124, 80
Aug. 6.__ .. ... . 4. 15 | A8 82 1. 20 73. 60 126. 40
Aug. 200 . oL L. 38. 80 18, 40 G1. 20 76. 50 126. 40
Sept. 3_.._ _———— 3010 39. 25 1. 20 7i. 62 127. 23
Sept, 17 . 38, 95 38.95 62, 10 81. 90 129, 60
Oet. 1. .. .___ 3845 38. 88 G3. 00 ]2. 80 129, GO
Qet. 16__. . ... ._ 36. 35 1 AG. Ot G3. 00 83. 70 129. 60
NOVe Do e : 346, 20 1 36, 38 G2, 10 8143 128. 00
Nov., I9_____._ I 3425 34790 62. 10 31. %} 128. 00
Dev. 3_ . ___... ... 33,05 34, 80 G120 82,37 128. 00
Dec 1T oo 3240 33, 53 58. 5 R1. 43 129. 60
1553 f .
Jan. 7o ... : 32. 55 3382 58. 50 80. 37 141, 20
Jan, 21 L 32,40 32, 86 57. B0 70 63 131. 26}
Feb. 4, ..____ .1 18370 33, 13 36, 70 §3. 23 i31. 20
Peb. 18.___..__ . .. 32. 30 32,60 ah. 70 85, 50 137. 60
Mar. 4. L ..., 33,00 33406 56, 70 85. 03 137. 60
Mar 18.._____ __.. 33,10 33. 61 5. 80 74. 85 133, 63
Apr. L. ____ 32. 80 BRI 35. 50 76, 03 132. 30
Apr. 156 _ .. . __._. 32,75 33,27 . 3400 75. 38 128, 77
Moy 6______ ... __. 35,40 3391 - a4.00 75. 60 i28. 00
May 20._. . .. .. W3 70 3418 34, 00 7, 70 128. 00
June 3______.___ _. 410 33,536 5000 7G. 03 128, 00
June 17 ... _. _.. 3310 33. 57 34 00 7a. G0 128, 40
July 1o .. 33 00 2 m BER ] 7517 12R8. 00
July 16, . . _. . 33, 23 A4, 02 - 54,00 - 7hYT 127, 23
duly 29_.__ .. ____ RERR T 33,86 54. 00 76.03 - 128. 00

! Price per pound for spot cotton and for futures contracts and guoted prices
of curded eotton yara (10s), cotton print eloth (39’ 80 x 30), and lawn (40"
76 x 72), adjusted to approximate the value of the quantity of these praducts
obtninable from a pound of cotton.
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TaBre 48.—8pot prices of Middling ‘Hs-inch cotton in New Orieans and
basis for this cotlon calculated from prices of New (hleans fulures,
Augusc 1935 to wa?; 1941 and Aur,-'ust 194?‘ to J'm‘a; 19581

. Basis for Middling '${e-inch spot cotton ot
Spok prices New Orieans etiewlated from New Orleans

. M We-in, futures mnturing in—
Date - gotton in
H .T' 0. .
Oct., Dec. Aar. May July

1935 C (ends {ends ¢+ Cenls Cents . Cenfs Cenls
Aug. 7o .l_ ' 1220 0.9 —1.00. —1.05 -—1i.08 -1, 14
Avg 28 : il. 83 —. 5 —. 81 —. 87 -. 8% —. 03
Sepd, 4 ____________ ' 10, 9¢ ~. 59 . .53 —, 45 -l —. 38
Sepb. 18_______ R 11. 23 —. G5 — G2 = 32 —. b4 —. 39
Qet. 2___ . ____.._ : 1160 -, 58 —. (2 —. 93 —. 47 —. 45
Dot 16. ... . . . T4 L. -, B2 —. 36 —. 50 —. 48
Nov. B_ ... ) il.8% -1.15 —. 83 - 04 - 95 -~ 48
Nov.20__ ._.__.___. 128 —1.75 -8 115 —1.29 —~1,42
Dee. 1. _.._ 12,10 — .40 —., G5 -. 95 - 1,08 —1.17
Dree. 260, .. ___._.. 12,15 -0 68 .. L ___ —. 890, --1.13 —1, 24

1038
dan, 15, L ____. ‘ 1218 2204 -2,12 - 91— 21 - 1. 58
Jan. 29_ . ... 12,80 1,686 1. 6% ~-. 80 1.4 — .29
Teb, 10, ____._." g —-L¥8 L7 ~. 70 —1.i8 —1, 49
Feb. 26 . .__.._. LB -1 64 -1 6 —. 363 —. 95 —-1.28
RYEIT SN & I 1L 87 —1.6G -1 58 .62 —100 — £ 30
Mar, 250 .. _L.... ' 12200 —1.82 ~1.85 . .___. ~ 1 00 ~-1. 30
Apr. 8 .. 1204 —1L 039 —1L67 --1.60 -, 80 — 309
Apr. 82 . _______. 1210 -7t —-1.7d —1 65 —. GG —. 35
Mav 6. oL 189 —1.46 --31.63 —1,62. —. 42 -, 80
May 200 ___ .. _.__ 12,05 —~1.72 -1.73 =172 .___.._. —. 70
June 10 _L__.. : 12215 —~1.26 —-1.29 —1.2% —1 28 -, 35
June 24 ___._. 12,67 —1.22° — 1.2+ —1.%4+ -1 2§ —. 86
July 8 __ . __.l0 1380 142 — 14k -~ 1d4 -1 .42 —. 72
July 22 __ .0 ____ BR300 —102 ¢ - 12— - L
Aug. b ... .o . 12,91 —LOg =101 -1 00 -, 19 — 1. 03
Aug. 19._.__ ... _.. 12, 43 - —. 8% —. 81 —_ 8i -, 84
Sept. 2.0 .. ... 12, 42 — 80 --. 80 —. 73 —. B —. 67
Sept. 16_ ... .. _._.. 12,73 —. 1) -, ih - 82 =, 83 —. %2
Qet. 7. _.._. ' 12. 86 . 86 . 96 -, 4 —. 06 - 1. 36
Oet. 20 . . _._. . 2,73 . ... - =96 T -, 84 --. 88
Nov.od. .. ... 12286 ~1. 48 - 1.058 -—1.07 —103 —i.08
Nov. 18 ... __._. - 2.8 —1753' -8 —-L%% —1, 9% —~1. 37
Dee. 2. ... ... 1310 L7’ — 88 111 —1.23 —1, 48
Dec 16, _ . __.. 1345 —1.78 . _____. — 1. 1% .25 - 138

1837
Jan. 6. .. .. 1350 -1 98 —L 70 .20 5130 ~ 1. 406
Fan. 20.. . ... __.__ JL 68 —-L90 7 —1.83 130 43 —1. 53
Feb. 3. . .. .. ... 04 —2 19 2,15 130 —1 4 - i 63
Feh. 17 - 158 202 A7 L35 —1, 4453 — 1. 48
Mar. 3... ~ 14, 81 --2 230 —2.21 102 ~1.40 0 —!. 68
Mar. 17 . ... 15.50 - —1.98 Ut ~L30 0 —1.43
Apr. 7. ... .05 L6, —1.67 —-L063 —i,10. —1.90
Apr. 2l L. .42 120 —1,17 =111 =112 —~4 058
May 5..... ... 4. 13 —1. 2% ~-1.197 -1, 13 - 1. 23 —1.11
May ... e 13. 74 —L 10 —1.01 -9t L. —-1.10
June 2__ L L. ... 13,74 —L1L06 . — 09 - 02 -, 87 --l L0
June Mo oo .__._ 12,43 -, 45 -, B9 ~. 82 .77 i0
July 7 .. 318~ 05 —1.04 —. 0% - 08 --—.i. 14
fuly 25 L. 1272 —1.06 —1,082 -, 92 - 88 ...
Aug. 4_____,-,_-___§ .92 =107 —L03 -, 88 —. 85 --. 83
Awmg. 18 .. _.._ : 10. 87 —. TH ~. 72 59 ~. 51 13

Sne Footnote at end of tgble,
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TABLE 48, —Spot prices of Middling ¥s-inch cotton in New Orleans and
basis for this cotton ccleulated from prices of New Orleans futures,
August 1935 to July 1941 and August 1947 to July 1953 *—Con.

; ®
! 157

. Basis for Middling 3{e-inch spot collon at
Spot pricess New Orleans calculated from New Orleans
M 1%e-in, ! futures maturing in-—

cobton in

Dec. Mar, May July

1987~ Con.

&

=
[N
Do

Sept. 10 ... . _.
QOct. 6

I O i

(NN

el

IR

IR

a9, 1s
a.
%,
.
9.
9,
0.
.
a.
8.
8¢
o,
Q,
£,
&
3.
8.7
&
o

Qet. 19_ ... i
Nov. 2 !
Nov. 1B .
Dee. 7

Dec.

i

Jan, -
dan.

|
-

L I A
Livng

PORDNDNNANAD
135 ey
(R

NN

Jily 19, ‘
Avg. 2ol -

W
b

Sept. 6
Sept. 20 . _._.

See footnobe gt ent of tnbin,
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TaBLE 48.—Spot prices of Middling % einch cotton in New Orleans and
basis for this cotion calculated from prices of New Orleans futures,
August 1835 to July 1941 and August 1947 te July 19563 *—Con.

Spot pricesfl
AL '§{gein, |

Basis for Middling '3e-inch spot colion at
New Orleans calculated from New Orleans

futures maturing in—

Date eotton in |
N.O
. Oet. Dee. Mar. . May July
1938 —Con. Cents . Crnis Cents | Cenls | Cents . Cenls
Ocv. o ___.__ 9.13 , L3197 — 08! —.33i ~—.52. —.70
Qeb. 18 ____.__ .05 o ____ .10 i —. 03 — 15, ~—.28
Nov. 1l ____.__ .07 —.71 . 19! —. 08 —.1§; —.31
Nov. 35 .. ______ i .63 —1.27 Jit, —.081 —.27 —.33
Dec. 6. .. L 17 — 137 .20 —.08: -—-.38; —-.469
Dec. 20l 10,63 0 —Ld7 ... P —. 08, —, 45! -—-.82
; :

1940 ' -_ ’ : !
Jan. 8. _______._ 141 ¢ —1.35 | —1 42 —. 08! —.42 -—. 12
Jan, 17 _.___.__.__ 11.10§ —1.85 1 —1.33 12— 1% — 48
Feb. 7. 10.80 | —1.11 | —1,22 380 08 —. 27
Feb. 26 . .. 177 L1082l —1 14t —1 28 B8 18 i —.34
Mar. §________ ... 10780 — 91 —1.29 42, .221 .13
Mar.20___________ 10631 —.73; —.86 (. ______. .29 —. D1
Apr. 3. _T. 10.60 0 —. 7l —lg2 107 .22 —. 09
Apr. Yo ____... 1078, —.55 —.687 —.7%: 20 —. 07
Nay Yoot 10.84 1 — B4 — 76| —.911i 14 -, 08
Nay 35 . o .. 962" —.57! —.0%! —.83 16 —. 08
Jume 5_._._ .. ..._... 10,250 =171 —1.88 0 —3.97 ' _____. —. G3
June 19._____._.__. 100 —hd47 ! -6 ] —1, 92 =208 —. 34
duly 2 . .. 10.75 . —L 410 —1.59: —1, 84! —2.00 —. 84
July 37 ... 10,60 ) —L b =27 —1.48 7 =166 1 _______
AUE. Toomo e 10. 3% =86 —.97f —117. ~1.36{ —137
Aug 21._____.____. .80 —.5). ~.50 : —. 63 — 79 —1.01
Septud__ . .. . G060 09— 37 - 24 jo—dl i —.38 —. 78
Sept. 18__ . __ I 950 —.08 ~.08! —.25, —.4d| —.6l
Oet. 2. . __._____ 0. 52 S ol -85 — 14 —. 36
Qct. 16 oo _. 030 o . 10 : 09| —.0r: —.21
Nov. b _......_. 4. 50 —. 5 .20 22 ¢ —.06
Nov. 19 ............ Q05 - 29 .20 30 25 1D
Dec. 4 ... ...... %95 —, 88 o8 | 30 | .23 .03
Dee. 18______.__ . 0 88 52 i .80 | 23 | .03

135 . . ;
Jan. 2. .. .. 1013 --.50: .55 L3O .26 .05
Jan. 15 . __..... 10,21 . —. 21 —.25 .30 .32 ] .23
Feb. b oo : (.11 . —, 34 —.38 .25 - .36 .15
Feb. 19._ . .____._. 10.32  —.58 % - i .04 60 2 — 04
Mar, 5. ... Hh 98 .32 .35 .95 8 S —. 07
Mar. 19 ____.__. 10.01 --.08: .0 ... 0 : - 04
Apr. B L. 11,13 16 i3 it .20 LG
Apr. 160 ... 15 11 7 16 .15 ! .25 .21
May T .. .. 1. 61 .87, 30 AL .24 .25
May 21 ___.___._.. 12. 88 .30 46 Y ; . 25
Junedo________..... 13, 01 42 . 52 L5201 . 5G .25
June 1s______._._... 13. 80 30 . G .67 .67 3
Jely 2. ... 1 46 L R ) .50 .50 14
halv [T 15, 40 .45 .43 50 X B

147 :
Avg. 6o ... 360 ~110° —-L54 <181, —2922  -~302
Aug. 20.__._. ... 33.95 —1.69. -215 -2311-2.7f —356
Sept. 3. e 8125 .02 .87 —. 43| —.78 —145
Sept. 17._ oo _. 32,10 Lt —.03. —. 18 —.%0

Reo footnote at end of table,




TasLE 48.—Spot prices of Middling ¥

feT

inch cotton 1n New Orleans and

basis for this cotton calculated from prices of New Orieans futures,
Auqust 1985 to July 1941 and August 194?’ o Juh; 1958 *—Con.

Spol'”]_)ri.ecs
. Fuplii.
Dale cotton in
N.O.
1847—Con, Cends
Get. 2 .. 30. 35
Oeb, 15, . .. ..._ 3130
Nov. B o.o ... 32.25
Nov.19____. _ ... 3365
Dee. 3. ... 35. 50
Dee, 16...._. _ 35,85
1948
Jan. 7 .. ... 3515
Jam, 20 .. _.. 34. 40
Feb, ..., ... 38. 45
feb. 1IB___ .. — 31. 90
Mar. 3 .. ... .. 33. 50
Mar 17 . _... 33,70
Apr. 7o . ... 36. i
Apr. 21 ... ... 38 45
May s, ... - .. 8. 80 .
AMay 19... ... 3740
June 2. ... .. A8 25
June 16, ... ... 37,25
July 70000 ... 35. 00
July 210 L. - 33. 15
:\llg.*-f_d___. e 31,80
Aug, 190 _____. 31.05
Sept. ¥ .. . ... ... 30. 85
Sept. 150 ... ... 31.15
et 6 . . ____. . 30. 85
(et 20 e 31148
Nov.d ... ... 30. 76
Nov, 17 __. - 31,35
Dee, F_o___ . 31. 80
Tree. i5.. 31.80
1038
Jan. 5 . .. 32,00
fan, 1G._. 3265
Feb. 2____ 32 5%
Feb 16, ... .. 32 40
Mar. 2 0 .. .. 32 45
Mar. 16, . . 32,30
Apr. 6. 32,65
Apr. 20 ... _ _ 33, 605
Maydo___ L. 32,75
Moy 18 . ... 32,75
June 1oL .. We 45
June 15____ ... . 32,85
Jly 6. 32,30
duly 20 __ ... . - 31,25
Aup. 3. .. e 30. 9
Awg I7.._ ... . 30. 90
Sept. 7. ... __.._ .. 30,45
Sept. 21 .. __.__. 3000
Oet. 5. e .. 24, 40
Qct, W9 . ________ 29, 25

Kon lootnote at end of tnhle,
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Buasis for Middling

futnres maturing in—

13is-inch spot cotlon at
Now Oricans caleulated from New (Orleans

Qct.

Cenfs
.3

Dree. Aar, May July
Cends - (Cenls Conts Cents
.52 61 - . B2 .08
.53 .7h .85 .28
.36 . 58 133 —. 17
.42 L 63 .48 —.75
0. 48 0. 18 0. 05 —1.1¢
.02 .28 -1 =13l
R S 16 .18 —. 74
—3.21 - .23 .32 —. 22
-2.8% 0 - 07, .09 —-. 43
-2, 68 .02 LAl -. 1%
—3.480 . 27 —. Hb
=346 . ... .19 o obd
—£ 30 —d. 64 . 07 —. 60
—5.38° —5060 .37 - i
-3 —182 . .04 . &l
-5 05 —4.30 . —-. 84
308 ~527 —48.57 -4
-4, 77 —408 —5 20 87
—-2.88% -—2.99 -3 ib -. 02
- i3 121 -1 34 L
—. 14 . 12 -, 24 —. §4
.03 . 01 - 24 ~1. 38
-. 04 --. 18 - L0 -- 1. 60
. 23 3} 7 —1. 72
.29 16 . (8 =119
L34 .19 —. 04 -1, 38
. 39 . 36 id —. 98
R .46 .28 . GO
36 .48 .33 L)
36 .25 {4 - 8




TABLE 48.—S8pot prices of Middling Yis-inch cotton in New Orleans and
basis for this cotfon caleuloted from prices of New Orleans futures,
August 1985 to July 1941 and August 1847 to July 1958 '—Con.

Spot prices

15,3
Date M M3e-in.

Basis for Middling '%;s-inch spot cotton at

New Orleans caleulated from New Orleans
futures maturing in—

cotton in
N. 0.
Oct. Dec. AMar. May July
19458—Con. Cenis (enis Cends Cents  Cenls Cenis
Nov. 2.l 28,50 . —1, 52 LA .44 .39 .01
Nov, 16, ... .. ... 20.8 —L 46 .42 .40 T —.
Dee. Tao el _ 20000 —1.8! .4 LA .29 —., 27
Dee. 21__._ ... ___ A1z -l .. e .31 .09 —. a6
1530 :
Jan, 4. . ... 3045 =208 —2. 22 .23 .08 —. 46
Jan. 18 . .. _ .. RS0 2,33 —2.445 -t =10 —.5
Feb. 1... aee o 31,35 . —2.50 —2.72 --_ 18 —. 10 —-. 73
Febh. 15 . . _____.. 32.00° —2.52 -2 67 —. 17 .08 —. 37
Mar o Y. Lo 32.00 —-1.8% =215 —. 30 .08 —. 07
Mar. 15, ... 30,65 —1L.40 —1.70 -, 23 .22 .36
Apr. s .10 3220 —1.52 —L70 ... .... -.05 .09
Apr. 19. . . B2.35 0 --1.12 - 128 -1, 22 —. 04 LT
Mav 3. . .. ... 32240 0 - 94 --1.00 —1.05 0 2]
Mav Iv_____.__. 3260 —-1.30 -1 41 -1.38 Lo .... 13
June T.._.. 33, 53 -, 60 -, 12 ~. 70 -. 79 —. 2
June 21, .__._. 33, 85 -T2 L —. 71 -~ 80 -, 42
July 8._ .. 34 00 - 82 . B2 -.78 -, B4 ~. 58
July 18- C.. L. ] 37.25 -, U5 - 00 --.12 -9 ... )
Aug. 2. 4745 -~ 1T .17 15 -.22 =75
Aug. 17 ... 37,75 - .05 L1 .20 11 —. 49
Sept. 6., .....__ 40. 03 .17 Rl .20 BT -. 33
Sept. 20 ... ..., +40. 80 0 - 9 3] —. 61 — 1 44
Qct. 4. ... .. .. 40. G0 .10 .34 - 10 ~1. 03 —1. 85
Qet. 18, . . L. 48 83 -, 23 T —. 32 —~. 67
Nov.dl..o.o ... o .. 40,15 —4.23 N -, 03 - .32 —. 77
Nov.ls5 ... ... 42,83 -39 -, .24 -, (6 - 1. 27
Dec. 6._. 32, 25 ~ 0. 56 L L 24 —. 85 —~1. bl
Pec. 20 . 42685 —3.20 - -. 26 -. G2 — 1.0
FIDH
Jan, 3_. . 43, 50 -3, 80 -4 24 13 .39 - 111
Jan. 17_ 4408 302 -4l -, 14 -, 62 —1.13
Feb, Too._. _ . L . e emn e
Feb, 20, . . . .- o - e mmmm——
Mar, To.o L. A . oo oo [,
Mur, 21 . . 400 --3007 0 380 C L N .48 —. 48
Apr. 4. 44, 01 5.54 - 6. L] --§. b4 .38 -—. 73
Apr. 18, 44, 0i -- 3. 20 - 5. 84 - 5. 8¥ .48 ]
Maw 2. EE ARt O, 6 < {504 - 6. 00 .48 LT
May 15, 44, 11 -5 SR TE R W ) S .24
June 7. 44, 01 -G -7. 582 I N T[4 -, 16
June 20, 40010 T80 R4 -7 W) —T.48 .-, 22
July 5. 4.3 95 - RO7 -8R0 825 8 3 - H)
Jaly 185 37,25 - 257 - 2, (68 - 2545 262 L L.
Aug 1. . 3485 .63 DS I 1 S ~. 80
Aug, 14, . 34, 835 A0 B4 E §) . 18 -, D4
Sept. 5 . . 33,00 .30 =t .52 . a0 LM
Sept. 19 3460 .32 A1 . a7 ] .22
{et, 3. a6, 30 . al ¥ . A5 33 —, 20
et 17._ . . .. .. ELI . . L35 ] .05 -
Nov. 7. . e 3950 - 2.32 Bt .18 . 08 --. 81
Nov. 2B, ... .. 43, 835 307 .Y il b -, 18

Sea footnote ot cnd of tabla,
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TaBLE 48, —Spot prices of Middling *$s-inch cotton tn New Orleans and
basis for thas cotton calculated from prices of New Orleans futures,
Amngust 1935 to July 1941 and August 1947 to July 1953 '—Con.

' | Basis for Middling ¥{s-inch spot colton at
SBpot pricess New Orleans caleulated from New Orleans
M *%-in. futures maturing in—
. gotbton in
N.O

l_ . Dee. @ Mar, May

July

|
|
Cenls [ Cenls
. {5 —. 40
.25 —. 40
|

LI I A I

Mav 20 ...

i
!
Max 8 1Y 74| ~2.95 1 —3.06 ! !
June ¢ I

33
33
33.15 e . . . :
July 29_ o -. 33.15 . A . 1, 25 1.Qg

! RBasis arrived at by subiracling quoted prices of spob cotlon froin closing
prices of fubures contraels.
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