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RELATION OF SPOT COTTON PRICES TO PRICES
OF FUTURES CONTRACTS AND PROTECTION
AFFORDED BY TRADING IN FUTURES!?

By L. ). HowsLL, senior agricullural economist, and Leoxarp J. Waisos,
asststant agricultural economist,? Bureau of Agricullural Ecanomics
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INTRODUCTION

FUTURES TRADING IN COTTON Mo RKETING

Futures trading has become an integral part of the cotton-marketing
systein of the pr esent day. The extent to which trading in futures
enters l_.U.tO the IHBI‘Ch&HdIBlIlg of cotton is indicated h}" reports ShO\\'ng
thot merchants generally make use of futures contracts as hedges
sgainst losses from changes in prices of spot cotton (7, 6, 7, 18).°
Cotton manufacturers make use of the futures market to some extent
in obtainie; hedges ngainst losses from changes in prices of spot cotton

1 iteenived for puidieation July 6, 1087

2 Auchority for the jnthlication of resilts of studies e in conereetion with the sdininisiration of the
United Stiutes Cotlnn Fulitres Aok is contnined in see. 19 of this net, which stutes that “the Secretary of
.\E;,r}n_ulturc,ls hercaby directed Lo publish frofm time to Lime de restilts of Investigalions nmde in pursuance
uf Lhis acL.’

2 Cralit is duo coworkers for assistalen in Lhe tabutlation of the dito nnd in Lhoe preguration of the resules
for publiention; wnd to O, Wright Hotimae, Frederiek V. Waogh, Jocl P. Hembree, Maurice B, oo,

und others for helpful suggestions.
4 Dalic rsnbers o pareatioscs refer (o Literattre Clied, p. g4,
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and of cotton goods, but apparently in recent years they have been
buying increased proportions of their eotton ‘“‘on call”,® and by so
doing they leave the vesponsibility of hedging largely to merchants.
8mall local buyers and faymers, as a general rule, do not hedge their
cotton. DBut most of them sell promptly, and by so doing pass on
the risks from price changes to the larger dealers. The importance of
futures trading in cotton from the view point of producers grows out
of its relationship to the breadth and liquidity of the market for cotton,
to thie margins of costs necessary for merchandising the crop, and to
the stability and laevel of cotton prices.

It is generally maintained that without futures trading, cotton
merchants could not buy the large volumes of cotton sold by farmers
during the harvesting period and fill the spinners’ orders during the
remainder of the season without assuming increased merchandising
costs (7, 6). Cotton growers normally market most of their erop
from September to Deccmber (16).  Spinners ususally are not disposed
to buy their whole year’s requirements during this short period (6).
Consequently, cotton merchants ordinarily buy more cotton during
the harvesting season than they sell to spinners during this period.

Holding cotton from the time it is ready for market until it is
needed by spinners involves the risk of losses from price deelines, as
well as the possibility of gains from price advances, Furthermore,
spinners may sell yarns and cotton goods in advance of the purchase
of raw cotton for use in their manufacture. This operation, when
practiced, results in the risk of losses from probable advunces in the
prices of cotton between the date of selling the yarns and goads and
the time when the cotton is needed by the mills. Cotton merchants
and spinners usually specialize in merchandising raw cobton aud in
manuincturing cotton goods, respectively, and generally they are not
in a favorable position to assume the risks from price changes. Con-
sequently, they malke use of the futures mariet in airect bedging, or
inctirecnly in buying and selling on call. 'l'o some exteut, farmers
alse sell on call, thus making an indirect use of the Tutures market.

The fear of loss and the possibility of gain from changes in prices
motivate futures truding in cotton. Risks ‘rom changes in nrices of
spot cotton are inherent in the holding of co'ton from the time it is
harvested until it is needed by mills, The relative amounts of these
risks are indicated by data showing that during some scasous changes
in prices of Middling %-inch spot cotton in New Orleans over 8-weelk
periods, Jor example, amounted to 25 percent or more of the average
price for the season 20 percent or more of the time. These changes in
prices over relatively short periods may result in losses many times
greater than the costs of merchandizing the cotton (5, 14),

Trading in cotton futures consists either in assuming these risks as
speculators or in offsetting them as hedgers. The term “‘speculation”
'l An "on call'’ tronsaction is ona whersin the seller (ugunily n merehant or o faroer agrees to deliver a
specilied quanlity of cotiou of sperified description and the buyer (usinlly o sploner, but somefimes o
merchant when s farmer or another uwerchont does the selling) agrees to reerive the eotton within o desig-
nated period, with the price to ba derived by ndiding to or subtracting from the price of o specified [Lures
contract n specified namber of points previously ngreed upon by the seller and by the buyer. The period
wilhin whitel the price must bo fixed is specified in the contrast, The o within this period wiren the jirice
is lxed may ho dncir!ngi by the buyer-—"hu?rer's n|1ti9n." Sucha cunl.m.ctl protects the l:t}y_er ngui:}_st a !o%
arislng from chmnges in basis, nnd allows bim to 0% the price when be considers it advisalle,  Beller's
option" means that tha selier hus the right to decide when the price shail Lo fixed.

¢ The term “speculstion®, ns used In this bullstin, includes tha kind of trading deslgnated as “‘spectln-
tion™, “menipulatlon”, and “‘{roding on price movement or moveament trading”, by Irwin {11y,
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In common business usage, is generally applied to the field of ventures,
the outcome of which is relatively uncertain, and hence, from which
profits or losses are likely to be Jarge. In futures trading it is applied
particularly to attempts to make profits by voluntarily sssuming the
risk from changes in prices. In buying and selling cotton fubures
contracts, speculators assume the hazards of changes in cotton prices
with the hope of profits.

The success of the speculator largely depends upon his ability to fore-
cast changes in cotton prices and this, in turn, necessitates to & con-
siderable extent his correct evaluation of supply and demsand factors.
Speculators, through their transactions, make offsetting risks available
to cotton merchants on the one hand and %o manufacturers on the
other. These offsetting risks are not confined exclusively to the trans-
actions of speculators. Cotton merchants may offset their risks by
selling futures contracts to or by buying futures contracts from other
merchants or manufacturers who have opposite risks.

Hedgers include principally cotton merchants and eotton manu-
facturers who buy and sell cotton futures as a means of transferring
to speculators, and others willing to sssume it, the risk involved in
subsequént changes in spot-cotton prices. Cotton merchants mainly
sell futures contracts (short hedges) to protect spot purchases against
possible declines in prices before the cotton is sold and the price is fixed,
although at times they raay make sales of spot cotton for forward
delivery at fixed prices and buy futures (long hedges) to protect them-
selves against & possible rise in prices before the actual cotton is pur-
chased. . Manufacturers, on the other hand, may buy futures con-
tracts as a hedge aguinst n possible rise in the prices of spot cotton,
when they have sold finished goods shead and are not able or not dis-
posed to purchase simultaneously the actual cotfon required. Manu-
fscturers may also sell futures against & possible decline in cotton
prices, when the cotton is purchased at fixed prices before the manu-
facture of the goods for subsequent sale,

Hedging, then, might be counsidered a form of insurance in which
the insured is usually a cotton merchant or a cotton manufacturer,
and the insurer is usually s speculator who is more or less specialized
in risk taking, or is & merchant or manufacturer who has opposite

risks.
OBJECTIVES OF STUDY

The objectives of this study were (1) to show the relationship be-
tween prices of spot cotton aud prices of futures contracts, {2} to de-
termine to what extent futures trading affords protection from changes
in prices of spot coston by offsetting the risks from price changes
through hedging transactions, (3) to indicate the influence of various
factors on the spot-futures-price relationship and protection afforded
by futures as bedges, (4) to indicate the effects of trading in futures
on fluctuations in prices of spot cotton, and (5) to give some indica-
tions of the effents of trading In futures on prices to producers.

METHOD OF PROCEDURE AND SCOTE OF STUDY

Data on the relationship between prices ol spot cotton and prices of
futures contracts were confined to (1) quoted prices for Middling %-
inch spot cotton at New Orleans, Houston, Galveston, Dallas, Mem-



http:efi�e('.ts

4 TECHNICAL DULLETIN (02, U. 8, DEPT. O0F AGRICULTUGRE

Pphis, Mobile, Savannah, Charleston, Norfoll, and New York, and at
Carolina and New England mill points; (2) spot prices of American
Middling, Egvptian Sakellaridis, Egyptian Uppers, and Indian
Qomra, at Liverpool; (3) closing prices of New York and New Orleans
futures contracts; and (4) prices of Liverpool futures contracts for
American, Egyptian, and Indian cottons on Friday of each week, for
a series of years ended with the season 1935-36.

Detailed analysis to show the extent of protection from changes in
prices of spot cotton aflorded by futures contracts as hedges were
largely confined to quoted prices of Middling %-inch, Low Middling
%-inch, and Good Middling %-inch spot cotton in New Orleans on
Friday of each week, for the seasons 1920-21 to 1935-36, inclusive;
Middling 1-inch spot cotton in New Orleans on Friday of each week
for the sessons 1927-28 to 1935-36, inclusive; prices of Middling
1}-inch spot cotton in Memphis on Friday of each week for the
seasons 1929-30 to 1935-36, inclusive; and closing prices of New
York and New Orleans futures contracts on ¥riday ol ench week
for the seasons 1920-21 to 1935-36, inclusive. Data on prices of
Middling I-inch spot cotton in New Orleans were not available prior
to the.season 1927-28, and data on prices of Middhing 1)}-inch spot
cotton in Memphis were not availlable prior to the season 1929-30.
The spot-cotton prices used were selected to represent a wide range
of grades and staple lengths and were presented to show the extent
to which the security ol hedges vnried with the grade and staple
length of the cotton. _

Data on changes in “basis” 7 for Middling %-inch spot cotton at New
Orleans, Houston, Savannah, Memphis, Carclina mili points, New
England mill points, and Liverpool, calculated from near-month ®
New York futures contracts and from near-month Liverpool futures
contracts for American cotton, for the season 1930-31 to 1935-36,
inclusive, are presented to give sowme indications of the variations in
security of hedges from one market to another.

Prices used for American markets were the quotations at the close
of the futures markets at 3 p. m., eastern standard time. Prices ol
Liverpool futures coniracts used were those prevailing at the elose
of the Liverpool futures market which is at 11 a. m., eastern standard
time. Spot-price quotations for American, Egyptian, and Indian
cotton in Liverpool were made at about 12:30 p. m., Liverpool time,
which corresponds to about 7:30 a. m., eastern standard time.

T The terin “hosis™, 45 omployed in this bulletin, means the differencw or sprapd between the price of spat
eotten of o speeifivd quality in s pgiven market and the price of speeified fatores contrects.  'Phis meaning is
helieved to have grown ot of the pr ctice of expressing pricesaf spot cetton in relation to futures prices.
¥For the purpeses al caleulnting und ol quoting prices, Middbing hag, by conunon preetice over many yuers,
heen tnken ns the “hasis grade™; prices of higher grades being expressed as premdumnts over the price of
M iddling, and prices of lower grades heing similiaely expressed as diseounts.  In ghe eourse af Limg, prices
of Middling cemie to bo stuted in terms of futares, ns, for exemple, 10 points on October, New York, meaning
thut the price of Middling wns 10 points higher than the pries of New York, October enntragts,  From this
development, it was but a short .'itelp to apply the term “basis’* to the diference or spread hetween the
prices of Middling spot cotton and of futares, und then to the spread between prices of spot entton of other
mrades and prices of speciffed futures contraels.  The ter 'hasis™ §s usad in litsrature on entton murketing
when referring to {1} the prade, as Middling, from which premtioms and diseounts for ather grades are enl-
enlated, and (2 the dilferonces or spreads Babween th prices of specifled Mitures eontracts and priees of spat
entton In specified minckets al specified times (o) for any designated grado and stuple length, and () for
Middling iﬁ-[twh naly,

e “gent-nctive month™, ns nsed in this bulletin, refers to the nearest of the & aetive delivery months
[Oetaber, December, Junuary, Mareh, May, and July) bot in the pertod of their maturity.
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Tn much of the detailed analysis adjustments were made in changes
in spot-cotton prices by subtracting the costs of storage, insurance,
and interest for carrying spot cotton from one period to another. The
costs of storage were taken from tariff schedules in effect for commercial
cotton warehouses in New QOrleans. Interest was calculated at the
prevailing Tate in the New Orleaus market, Insurance was calculated
at 25 cents per $100 valuation per year. The data presented to show
the variations in security of hedges from market to market were not
adjusted for carrying charges. The available information, however,
indicates that the differences in costs of carrying spot cotton from
market to market were not great enough to affect materially the differ-
ences in hedge protection showrn,

The data used were confined to the quotations on Friday of each
week. The guotations on Fridays are thought to represent s fairly
typical cross section of the prices from time to time in the markets
studied. It is realized thut closing prices on other days very from
those of Friday, and that prices during the day may vary considerably
from. those at the close. Furthermore, the use of the closing price
on Friday does not reflect all varistions in prices registered on the
cotton futures exchanges nor the prices at which spot cotton was sold
in the specified markets. Consequently, the results obtained from
the use of these data represent averages, and may show considerably
more or less hedge protection than was actually obtained by an indi-
vidusl in maldng specific transactions in these markets during the
period covered by this study.

Obvicusly, those who were adept in predicting changes in prices of
spot cotton and in basis were able to obtain more hedge protection
than the results of this study show. On the other hand, those who
were inapt in predicting price changes may have obtained less hedge
protection than the average results shown in this study. It should
be reslized, also, that for those whose costs of carrying spot cotfon
were unusually low, the losses would have been less and the gains
greater from hedging spot cotton by the sale of fubures contracts
than those indicated %)y the data presented in this bulletin.

The number of observations used in the analyses generally amounted
to one each week, except for the bank holiday in 1933 when the merkets
were closed. When the markets were closed for holidays on Fridays,
price quotations for Thursdays were generally used. Analyses were
made to show differences caleulated from. data on prices of spot cotion
and of futures contracts on Fridays seperated by 8-week periods.
Simple averages of these differences were calculated, and no attempt
was made to use weights based on estimates of the volume of hedges.
Data on the duration of hedges are lacking sud these periods were
arbitrarily selected. Results of apalyses, however, showed that dur-
ing the 7-year period 1926-27 to 193283, inclusive, the changes in
adjusted basis for Middling %-inch spot cotton in New Orleans repre-
sented on the whole about the seme proportion of the corresponding
changes in prices of spot cotton, adjusted for carrying charges, over
8-week periods s over 2-, 4-, 12-, 16-, 24-, and 32-week periods.
Most of the deiailed analyses of date on basis relate to prices of
futures contracts for the near-sctive months,® but analyses of data on

| Far pxample, ealewlstlons for periods ended in July, Avgust. and Jeplenther were based nn priess of
Oetoher futares; Wioso estdod o Octoher nad Novembor were baved en Ducenther intures, cre.
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Changes in basis were unusually great from 1017 to 1921 when prices were high. The decline in prices following the season 1923-24 was associated with marked decreases in changes
in basis. Since provisions for southern delivery on New York futures contracts in their present form became effective in 1930, basis changes have been relatively small.
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basis in relation to prices of futures contracts for the more distant
months were shown as & basis for comparison. In addition, data on
gains and losses from transferring hedges are shown.

The period 1920-21 fo 1935-36 on the whole shows considerably
more regularity in the relationship between prices of spot cotton and
of futores contracts then was shown for the period 191516 to 1819-20
(6g. 1). Consequently, the exient of protection afforded by bedging
during the period 1920-21 to 1935-36, as shown in thisstudy, is greater
than would have been shown by s similar analysis for the period
1015-16 to 1919-20. 'This point is to be remembered in connection
with the findings in this bulletin.

RELATION OF PRICES OF SPOT COTTON TO PRICES OF
FUTURES CONTRACTS

The usefulness of futures trading in cotton marketing largely
depends upon the relationship between prices of spot cotton and prices
of futures contracts (73). 'The extent to which lossas from changes
in prices of spot cotton can be offset by the use of futures contracts as
hedges and the adjustments in cotton prices from market to market
and from one period to another, brought about by means of futures
trading, as well as the dependability of futures price quotations as &
basis for buying and selling spot cotton, largely depend upon the
extent to which changes in prices of spob cotton are associnted with
similar changes in prices of fubures centracts. Consequently, duta
showing the extent to which changes in prices of spot cotton are
associated with similar changes in prices of futures contracts serve as
a background for the data on protection from fluctuations in prices of
spot cotton afforded by futures contracts ns hedges.

The large swings in prices of spot cotton are generally sssociated
with more or less similar ¢hanges 1n prices of cotion futures contracts
for the near-active month (fig. 2). The fact that prices of spot eotton
and of futures contracis are both largely determined by the sume
group of factors, together with the fuct that futures contracts can
be converted inio spob cotton ai the date of maturity of the futures
contrach if either tha seller or the buyer so desires (although in scfunl
practice only a very small proportion of the futures contracts is
liquidated by the delivery of cotton), largely accounts for the larger
and principal ehanges in prices of spot cotton being associated with
more or less similar changes in prices of futures contracts. These
prices, however, do not always change by the saine amounts or in the
same direction. Therefore, the spread between prices of spot cotton
of » specified grade and staple length in a given market and prices of
s specified futures contract vary considerably from time to time,

The spread between prices of Middling %-inch spot cotton in New
QOrleans and prices of New York futures gontracts, especially for the
more distant months, showed rather wide changes over relatively
e(.gort ;?‘erlods, purticularly during the seasons 1920-21 to 1926-27

g, 3
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The large changes in prices of spot cotton were generally associated with more or less similar chan
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ges in prices of cotton futures contracts.  From 1930-31 to 1033-34, the basis changes
From 1933-34 through 1935-36, prices of spot cotton were high in relation to prices of futures contracts.
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FOR VARIOUS DELIVERY MONTHS FROM PRICES OF MIDDLING M#-INGCH SPOT
COTTON IN NEw ORLEANS ON FRIDAYS, SEASONS 1920-21 TO 1935-36. {IN FOUR
PARTS.}
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Prices of Mew York futtires contracts varfed irregularly in relation o prices of sgut cotton in New Orloans
fromn 1620-2) through 1920-30, Following tho irreguinrities resulting fromn the “spueesa™ of Maoy and
July contracts in 1930, and continuing up to 1934, prives of New York futures contrnels for the most part
were 8bove prices of spod cotlon In New Origans by sinpunts approximately equal to Lhe vost of carrying
spol cotton 1o date of maturity of the contraets, but in 934 prices of futures contracts declined consid-
orkbiy in relation Lo prices of spot eotton, and coniinued relativaly low through the season 1935-35,
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Considerable changes also occurred during the season 1928-20,
and the ‘“squeeze” * of May and July confracts in 1930 largely
accounted for the changes shown from March through June of that
yoar. From the time provisions for southern delivery "' on New
York futures contracts in their present form hecame effective
during the esrly part of the season 1930-31 through 1933-34, s fairly
uniform relationship was maintained between prices of Middling %-
inch spot cofton in New Orleans and prices of New York futures
contracts. Following the announcement of the 12-cent loan to
growers by the Government during the early part of the 1934-35
season, however, prices of futures couiracts declined markedly in
relation to prices of spot cotton in New Orleans so that by the end of
September prices of New York futures contracts for all delivery
months were below prices of Middling %-inch spot cotton in New
Orleans, and they remained relatively low throughout the 1934-35
season. In August 1935, prices of New York futures contracts did
not decline so much as prices of Middling %-inch spo% cotton in New
Orleans, but in October prices of futures contracts declimed in rela-
tion to prices of spot cotton in New Orleans and prices of futures
confracts for the more distant months continued low in relation to
prices of spot cotton in New Orleans throughout the 1935-38 season.

The changes in spread between prices of Middling %-inch spot
cotton in New Orleans and prices of New York futures contracts were
generally associnted with more or less similar changes in the corre-
sponding basis for Middling ¥-inch cotton in New Orleans, calculated
from New Orleans futures contracts (fig. 2). The spreads between
spot prices of Egyptian Sakellaridis Fully Good Fair, Egyptian
U'ppers Fully Good Fair, and American Middling at Liverpool, and
prices of Liverpool futures contracts for the respective growths also
showed substantial changes over relatively short periods, particu-
larly prior to the season 192728 (fig. 4). The Liverpool basis for
Egyptian Sakellaridis, Fgyptian Uppers, and American Middlin
advanced markedly during the last half of 1929-30 as New York
futures for May and July deliveries wore being squeezed. Early in
the season 1930-31, the Liverpool basis for Egyptian and American
cotton declined substantially and then remained relatively stable for
the most part to the season 1934-35. During the season 1934-35,
the Liverpool basis for Egyptian, Indian, and American cotton
advanced and continued relatively high throughout most of the
season 1935-36.

18 A *-sguesze’ is o term used 1o deseribe a situntlen in the marltet in whieh mers cotton is sxpested to ba
called for, in settiemnent ol Mnturing (wiures contracts, than is readily availoble for that pucpose ot the point
or noints of delivery, with the result that prices of contrects in the month or months maturing or nbout to
ranturs arg raised nbove prices of contracts for moro distant months. They may alse advancs in relation
to prives of spot entlon not readily avallablo for delivery on futures contraets. As a result of the squeeze of
Mow York futnres contrnets maluring in May and July 1920, for exampla, prices of these contracts wers
elavnied from considernbly below nrices of October and Degember contraels in February to more than 170
noints shova Drices of October end December contraets in May.  During the same year, prices of May and
July controets edvanced fiom aboat 42 nnd 46 points, respectively, above the avernge of prices of Middling
Zh-lnch spot cotton In the 10 designated markets on Blar. 21 to sbout 114 and 122 points, respactively, above
the 10-muirket average on May 16, after which the tension of the squeezs was ralaxed and the price of July
coantracts declined to sbout 63 points shove the 10-market average on July 15.

1 The bylaws of the New York Cotton Exchange wers amended in November 1928 t¢ provide for the
delivery of cotton on New York fiutures contracts at speaifled southern points. Tho priee for cotton deliver-
ed atsgbihern Doints was to boinvoiced at0.35 cent a pound below the contract price.  Tending began on the
new contrnet in Junuery 1920, and the first delivery month under this contract was Octaber 1929, The
bylawa were further nmented by eliminating the 0,35-cont differential in Feliruaty 1930, and ths first delivery

1menth utder this eonlract wus Qetober 1930, Norfolk, Charleston, Qolveston, Houston, and New Orleans

were designated us delivery points for New ¥ork futures contrects in November 1020, Savannsh end
Mobile were added in October 1929,
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The advances and declines in prices of Middling %-inch spot cotton
in New Orleans over 1-week periods during the sessons 1024-25 to
1935-36, inclusive, were on the average about the seme as the corre-
sponding changes in prices of New York futures contracts for the near-
active month, but considerable deviations in the spread befween
prices of spot cotton and prices of futures contracts were noted.
During these 12 yenrs the advances in prices over 1-week periods
averaged 0.34 cent a pound for Middling %-inch spob cotton in New
Orleans and 0.32 cent for near-month New York futures contracts,
but the corresponding changes in basis averaged 0.07 cent. Declines
in prices over 1-week periods during shese 12 yoars averaged 0.37 cent
for Middling %-inch spot cotton in New Orleans and 6.35 cent for
near-month New York futures contrects, but the corresponding
changes in basis averaged 0.08 cent.

The advances and the declines in prices over i-week periods, and
also the correspending deviations in spread between prices of spot
eotton and prices of futures contructs, were on the whole much greater
during the 8-year period ended with the season 192930 than during
the 6-year period ended with 1935-86. These differences are no doubt
largely accounted for by the fact that the price level was substantially
higherin the former period than in the latter (8), although provisions
for southern delivery on New York futures centracts in their present
form, which became effective in 1930, no doubt tended to reduce
changes in basis.

The average deviation iu spread between prices of Middling %-inch
spot cotton in New Orleans and prices of newr-mounth New York
futures contracts over I-week periods, not adjusted for carrying
charges, amounted on the average to about 20 percent of the corre-
sponding changes of prices of spot cotton during the 6-year period
ended with 192930, and to a somewhat smaller proportion during the
lntter G-year period. Such deviutions in sprecd imean that not all
gains and losses from chinges in prices of spot cotton could have heen
offset by the use of New York futures contracts as hedges.

PROTECTION AFFORDED BY FUTURES AS HEDGES

Cotton futures contracts are used extensively in connection with
merchandising the cotton crop as a means of securing protection
against Jogses from changes in prices of spot eotton (3, 6, 7, 18).
Hedges agninst such losses are obtained by offsetting sales or purchuses
of cotlon futurcs contruets. VWhen the movemants of prices of spot
cotton and of futurces contracts are paraliel, the merchant who hedged
the purchase of spot ¢otton by the sule of futures contracts will lose
on his “spots” as prices decline, but his losses {rom & decline in prices
of spot cotlon will be counterbalanced by his gains from changes in
prices of futures contracts. On the other hand, as prices advance,
his gains on spots will be offset by losses on futures contracts. The
hedge under such conditions oflsets both losses and gains resulting
from changes in the gensral lovel of spot-cotlon prices.

Although the lurge swings in prices of spot cotton are generally
assoctated with more or less simnilar changes in prices of cotton futures
contracts, as previously indiwcated (fig. 2), they do not always move
up and down to the same extent. Consequently, the spread betwesn
prices of spot cotton and prices of futures contracts does not remain
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constant. An examination of figure 3 shows a number of Instances in
which substautial changes in busis occwred over relatively short
periods. For example, from August 3 to September 7, 1928, prices of
New York futures coutracts for Octobor deltvery advanced from 0.13
cent a pound below to 0.44 cent above the quoted prices of Middling
#-inch spot cotton in New Orleans. From August 10 to October 5,
1934, prices of New York [utures comtracts for October delivery
declined from 0.04 cent above to (.45 cent below the quoted price of
Middling %-inch spot cotton in New Orleans. Substantial changes
in basis during short periods also occwrred in March, August, and
October 1935, and in a number of instances in 1936,

As shown Iater in this bulletin, a number of factors are responsibie
for the fallure of the two series of prices to move parallel. With sn
sbundant supply of cotton available in the inarkets, a rise in prices of
spot cotton in relation to prices of futures contracts by an amount
sufficient to equal the cost of carrying spot cotton is normally ex-
pected, particularly within the cotton season (13). Changes in the
relative supply-and-demand situation from time to time bring about
irregular changes in the basis. The risks from changes in basis are
not offset by the normal hedge procedure, and they may be respousible
for substantial losses on the part of cotton merchants who may hedge
invariably, but who {ail to anticipate correctly tho changes in basis.
A practical considerstion then, in connection with the usefulness of
futures contracts as hedges against losses from changes in prices
ol spot cobton, is concerned with determining how changes in prices
ol spol cotton compure with changes in basis.

Much of the data on changes in prices of spot cotton and on changes
in basis used in making comparisons were adjusted for costs of carry-
ing spof cotton, Consequently, the differences shown are largely
confined to trregular changes resulting from changes in the relative
demmiend-and-supply situntion. The extent ol protection afforded by
futures contractis as hedges depends upon the amounts of the Josses
mvelved and upon the proportion of these losses that may be offset
Ly the use of future contracts as hedges. The amounts of the losses
as well as of the gains involved on market interests in spot cobton are
indicated by data on changes in prices of spot cotton. Data on
changes In basis indicate the amounts of the gains and losses that
would have resulted [rom changes in prices of spot cotton hedged by
lutures contracts. Differences between changes in prices of spot
cotton and changes in basis indicate the amounts ol gains and losses
[rom changes in prices of spot cotton that could have been offset by
ihie use of Nitures contracts as hedges, plus any additional gains or
logses ns o result of prices of spot cotton moving 1n opposite directivns
from prices of [ubures coutracts, or ol prices of fubures contracts
ndvancing more ot declining mote than prices of spot cotton.

RISKS FROM CHANGES IN PRICES OF SI"OT COTTON

Datn on guoted prices of Middling Z-inch spot colton in New
Orleans on Fridays during the seasons 1020-21 to 1935-36, inclusive,
show rather large changes over 8-week periods, after adjustments
were made for the costs of currying spob colton (table 1).  The maxi-
mum diflerences between quoted prices on Fridays separated by 8-
week periods varied from 14.23 cents a pound in 1920-21 to 1.57 cents

18086°—18 -2
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in 1934-35. The proportion of the average price for the season repre-
sented by these maximum differences varied from 86 percent in 1920-21
to 13 percent in 1954-35.

These deviations for 8-week periods, averaged 1.67 cents a pound
during this 16-year period (table 1). The average deviations by
seasons varied from 4.89 cents 8 pound in 1920-21 to 0.59 cent in
1935-36. The proportion of the average price for the season repre-
sented by these aversge deviations amounted to 10 percent for the
16-year period, varying from 30 percent in 1920-21 to 5 percent in
1935-36. :

Changes in prices of spot cotton over 8-week periods were unusually
great during the season 1820-21, when quoted prices of Middling
%-inch cotton in New Orleans dropped from 38.50 cents a pound on
August 2 to 13.50 cents on December 28, These changes were also
relatively great during the season 1923-24 and 1927-28, when the
price level also was higher, than during most of the seasons covered
by this report. Following the season 192728 changes in prices of
spot cotton over 8-week pertods deecreased with the decline in cotton
prices, and the changes continued much smaller than in earlier years

to the end of the season 1935~-36. The amounts of these changes were
" generally substantially greater froth June to October, when changes
In crop prospects were greatest, than during any other part of the
seasen (tables 3 and 4),

The changes in quoted prices of Low Middling %-inch cotton in
New Orleans were very similar to, but were on the whole slightly less
than, those for Middling %-inch cotton; and those for Good Middling
%-inch cotton and Middling 1-inch cotton in New Orleans and Mid-
dling 13}{-inch eotton in Memphis were very similar to, but were on
the whole slightly greater than, those for Middling %-inch cotton in
New Orleans for the same periods (table 1).

These changes in price ineluded both advances and declines, and
represented both gains and losses on holdings of spot cotton. Dur-
ing the sensons 1920-21 to 1935-36, inclusive, differences between
the quoted prices of Middling #%-iuch cotton in New Orleans on Fri-
days separated by S-week periods, adjusted for carrying charges,
showed declines for almost 60 percent of the time; and the average
decline was substantinlly greater than the average advance (table 7).
The excess of losses over gains shown for the 16-year period was largely
accounted for by the downward trend in cotton prices during most of
the seasons included (fig, 13,

Although the gains and losses from changes in prices of spot cotton
are compensating in nature over a long period, the risks of loss on
long interests in spot cotton from declines in prices over short periods
were great enough to affect materinlly the costs of marketing. Differ-
ences between the quoted prices of Middling %-inch spot cotton in
New Orleans, on Fridays separated by 8-week periods, adjusted for
carrying charges, showed maximum losses on such interests that varied
from 14.23 cents & pound in 1920-21 to 1.57 cents a pound in 1934-35.
Thae seasonal average of losses shown for 8-week periods varied from
5.60 cents in 1920-21 to 0.56 cent in 1934~35,

Although during the period 1920-21 {o 1935-36, inclusive, the
advances in prices of Middling ¥-inch spot cotton in New Orleans over
specified periods were on the whole substantially less than the declines,
the advances were great enough in many instances to account for
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substantial losses on short interests in spot cotton. These gains, and
also the losses, were on the whole grestest near the begiuning and
toward the end of the seasons {table 8),

The proportions of the time that differences between the quoted
prices of Low Middling %-inch, Good Middling %-inch, end Middling
1-inch spot cotton at New Orleans and of Middling 1¥%-inch spot
cotton at Memphis on Fridays separated by 8-week periods, adjusted
for earrying charges, showed declines and, advances, and the amounts
of these declines and advances were on the whole about the same as
the corresponding changes in prices of Middling %-inch spot cotfon
in New Orleans {tables 7 and 8}. .

RISKS FROM CHANGES IN BASIS

The alternative to teking the gains and suffering the losses from
changes in prices of spot cotton as previously shown was to hedge the
long and short interests in spot cotton by offsetfing sales and pur-
chases of cotton futures contracts. With such & hedged position, the
net gains and Josses from changes in prices are largely confined to
chunges in the basis, but substantial chunges in basis occurred in many
instances during relatively short periods (fig. 3).

AMOUNTS OF THE CHANGES IN BASIS

During the seasons 1920-21 to 1935-36, inclusive, the maxunum
changes 1 adjusted ¥ basis for Middling %-inch spot cotton in New
Orlesans, caleulated from near-month New York futures contracts over
8-week periods varied from 7.99 cents s pound in 1920-21 to 0.19 cent
in 31932-33 (vable 1). The proportion of the wverage price for the
season represented by these maximum differences varied from 48
percent in 1920-21 to 2 percent in 1933-34.

The average changes in ndjusted basis for Middling %-inch spot
cotton in New Orleans, calculated from the closing prices for near-
month New York futures econtracts over 8-week periods, amounted
to 0.51 cent for the period 1920-21 to 1935-36, inclusive (table1). The
sverasge changes by seasons varied from 1.87 ceuts & pound in 1920-21
to 0.07 cent in 1932-33. The proportion of the average price of
Middling %-inch spot cotton in New Orleans during the season rep-
resented by these average changes amounted to 3 percent for the
16-year period and vm-ief from 11 percenst in 1920-21 to about 1 per-
cend in 1933-34.

Changes in the adjusted basis for Middling %¥-inch spot cotion in
New Orleans, calculated from the closing prices of near-month New
Orleans futures contracts, wers on the whole about the same as those
for the same periods calculated from the corresponding New York
futures contracts {table 1).

During the 16-year period ended with the season 1935-36, the
failure of prices of futares contracts to advance snd to deciine as much
as the corresponding changes in prices of spot cotton adjusted for
carrying charges accounted for about 70 percent, and advences and
declines in prices of futures contracts by amounts greater than the
corresponding changes in piices of spot cotton adjusted for carrying
charges accounted for about 22 percent of the total changes in ad-
justed basis for Middling %-inch spot cotton in New Orleans over

12 Adjnsted for the cost of carrying spot cotlon.
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8-week periods adjusted for carrying charges and calculated from nesr-
month New York futures contracts. The remainder, amounting to
about 8 percent of the total changes i: basis during this 16-year
period, was accounted for by prices of futures contracts changing in
the opposite direction from that of prices ol spot cotton adjusted for
carrying charges. These proportions varied considerably from season
to season, and from one part of the season to another {table 14).

Changes in adjusted basis for Middhng %-inch spot cotton in New
Orleans were unususlly lurge during the season 1920-21, when the
quoted prices of Middliing %-inch spot cotton in that market declined

Jfrom 38.50 cents & pound on August 2 to 13.50 cents on December 28;
and they were also greater during the seasons 1923-24 and 1924-25,
when the level of cotton prices was also relatively high, than during
most of the seasons covered by this report. From 1923 to 1932
changes in basis decrensed with the decline in cotton prices. Since
1932, changes in basis have inereased with the advence in cotton prices,
and during the 1935-36 season were on the whole lurger than for any
cther sexson since provisions for delivery on New York futures con-
tracts in their present form: became effective in 1930.

Changes 1n adjusted basis for Middling J-inch cotton in New
Orleans over 8-week periods, varied somewhnt irregularly from ¢ne
part of the season to another; but for most of the years from 1920 to
1938 these charges in basis were greater {rom Juue to October than
during any other part of the season {tables 3 and 4). As previously
indicated, changes in erop prospects and in prices of spot cotton were
also greatest during this time of the year.

Changes in adjusted basis for Middling %-inch spot cottun in New
Orleans over 8-week periods, ealculnted from near-month New
York futures contracts, were generally somowhat less than those
calculated from futures contracts for delivery in more distant months
(table 5). The differences between these changes in adjusted basis
were particularly noticesble when they were calculated from futures
contracts that matured in different sessons. During the seusons
1920-21 to 1935-36, inclusive, changes in adjusted basis for Middling
%-inch spot cotton in New Orleans over 8-week periods ended in March
and April, averaged (.27 cent a pound when calculated from New
York futures contracts for delivery in May and 0.56 cent when cal-
culated from New York futures contracts for delivery in QOctober
{table 5).

Changes in adjusted basis for Low Middling k-inch, Good Middling
Y-inch, and Middling 1-inch cotton in New Orleans, and for Middling
1%-inch cotlon in Memphis over 8-week periods, were on the whole
very similar to, but nveraged somewhal greater than, those for
Middling %-inch cotton in New Orleans as previousily indicated
{table 1).

Changes in basis at New Orleans in recent years were apparently
fairly typical of those at other markets (table 2). During the 6
vears, 1930-31 to 1935-30, inclusive, changes in basis for Middiing
%-iach spot cotton over 8-week periods, caleulated from near-month
New York futures contracts and not adjusted for the costs of carrying
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spot cotton, averaged 0.20 cent at New Orleans, 0.21 cent at Houston,
0.23 cent at Sevannah, 0.25 cent at Memphis, 0.26 cent at Carolina
and New England mill points, and 0.33 cent at Liverpool. When
calculated from prices of near-month Liverpool futures contracts
for American cotton, these changes in basis averaged 0.27 cent at
New Orleans and at Houston, 0.29 cent ab Savannab, 0.32 cent at
Memphis and at New England mill points, 0.33 cent at Caroling
mill points, and 0.26 cent at Liverpool. In making these calcula-
tions, Liverpool prices were couverted to United Stntes money at
the current rate of exchange, but no adjustments werce made for the
influence of chunges in rate of exchange on basis,

Differences in time to which the price quotations apply (p. 4)
may tecount for at least a part of the differences in the average change
ip basis show n for Middling %-inch spot cotton in Liverpool caleulated
from New York futures contracts and the corresponding changes in
basis shown for various Ammerican markets. These differences m
time may also account for al least a part of the differences in average
change 1n basis shown for specified markets caleulated from Liver-
pool futuies contracts for American cotton. The conversion of
Liverpool prices to United States money, along with changes in the
rate of exchange, no douht augmented the chauges in basis shown
for the Liverpool market calculated from New York futures, and for
all markets in the United States calculated from Liverpool futures,

CAINE AND LOSS85 FLROM THE CHANGES IN BASIS

(hanges in adjusted basis over 8-week periods, represented both
wains acd losses on long interests in spot cotton bhedged by the sale
of Tutures contracts, generally referred to as a long-basis position.
The analyses were made primarily from the point of view of a long-
bnsis position, buk it is recogpized, of course, that the gains and
losses on long-basis positions have as their counterpart losses and
gains, respectively, on shorf interests inn spot cotton hedged by the
purchase of futures contracts, generally referred to as a short-basis
position. Except for sdjustments made for carrving charges, the
amounts of the gains und losses shown on long-basts positions are the
same as the losses and guins, respectively, on short-basis positions.

Adjusting the changes in basis for the costs of earrying spot cotton
over specified perieds, a1z was done in most of the data presented
in this bulletin, reduced the gains and increased the losses shown on
long-hasis positions, and incrensed the gains and reduced the losses
shown on short-basis positions by amounts equivalent to the costs
ol enrrying spot cotton.

The proportions of the time that changes in adjusted basis for
Middling %-inch spot cotton in New Orleans over 8-week periods
would have resulted in gains and in losses on long-basis positions,
and the average amounts of these gains and losses, varied considerably
[rom one season to another (table 7).

For the period 1920-21 to 1935-30, inclusive, these changes in
ndjusted basis would have vesulted in losses on long interests in
spot cotton hedged by the sale of near-month New York futures
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contracts about two-thirds of the time, and the aversge loss would
have been substantially greater than the average gain. These losses
over 8-week periods aversged 0.67 cent & pound for the 16 years and
varied from 2.33 cents in 1920-21 to 0.08 cent in 1932-33 and in 1933—
34; whereas the gains over 8-week periods averaged only 0.22 cent
g pound for the 16 years and varied from 0.63 cent in 1920-21 to
0.05 cent in 193233 and 1935-36. Such losses and gains were unusu-
ally largs in 1920 and were relatively large in 1924; but from 1924 to
1933 they decreased with the decline in cofton prices. During the
season 1935-36 the proportion of the time losses would have been
sustained on long interests in spot cotton hedged by the sale of near-
month New York futures contracts was unusually large, and the
aversge amount of the loss that would have been sustained was sub-
stantially larger than for any other season since provisions for soutbern
delivery on New York futures eontractis in their present form became
effective in 1930.

The gains and the losses from changes in adjusted basis for Middling
%#-inch spot cotion in New Orleans over 8-week periods, calculated
from near-month New York futures contracts, were on the whole
greatest near the beginming snd toward the end of the seasons, when
changes in prices of spot cotion were also greatest (table 8). These
gains and losses from changes in adjusted basis, caleulated from near-
month New York futures contracts, were on the whole somewhat less
than those celevluted from New York futures confracts lor more
distant months (table §).

During the seasons 1920-21 to 1935-36, inclusive, changes in ad-
justed basis Jor Middiing %-inch spot cotton in New Orleans over
8-week periods ended in March and April, for example, showed losses
on long-basis position which averaged 0.42 cent a pound when calcu-
lated from contracts for delivery in May, and .93 cent when culeu-
lated from contracts for delivery in October. The gains shown on
long-basis positions from these changes in basis averaged 0.08 cent &
pound when calculated from contracts for delivery in May snd 0.50
cent when calculated from contracts for delivery 1n October,

Changes In adjusted busis for Middling %-ineh spot cotlon in New
Orleans, caleulated from closing prices of New Orleans futures con-
tracts during the seasons 1920-21 to 1935-36, inclusive, showed that
losses would have been susteined on long interests in spot coiton,
hedged by the sule of near-month New Orleans futures contracts for
a slightly larger proportion of the time, but that the average loss
would have been somewhat less than that ealculated from prices of
near-month New York futures contracts (table 7). _

The gains and the losses from changes in adjusted basis for Low
Middiing %-inch, Good Middling %-inch and Middling l-inch spot,
cotton in New Orleans, and for Middiing 1 }%-inch spot cotton in Mem-
phis, over 8-week periods, were generully about the sume or somewhat
greater than these previously shown for Middling %-inch spot cotton
1in New Orleans for the same period (iables 7, 8, and 9).

The propertions of the time that changes in basis would have
resuled in geins and in losses on long-basis pesitions and the average
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gmounts of these gnins and losses for the New Orleans market were
fairly typical of those for Houston, Savannah, Mem¥his, Carolina
mill points, New England mill points, and for Liverpeo (table 10).

PRICE RISKS VERSUS BASIS RISKS

A comparison of the changes in prices of spot cotton with changes
in basis indicates the extent to which gains and losses from changes
in prices could have been reduced by the use of futures contracts as
hedges. Data showing no changes in adjusted basis indicate that the
gains and losses from chenges in prices of spot cotton, adjusted for
carrying charges, could have been completely ofiset by the use of
futures contracts as hedges. Changes in adjusted basis by amounts
Jess than the corresponding changoesin prices of spot cotton, adjusted
for currying charges, mean that gains and Josses from changes in
prices could have been reduced but not completely offset by the use
of futures contracts as hedges. Changes in adjusted basis by amounts
as great as or greater than the corresponding changes in prices of spot
cotion indicate thab no reductions in gains and losses from changes in
prices could have been made by the use of futures contracts as hedges.

PRICE RISKE GENERALLY GREATER THAN BABIS RISKES

Generally o large proportion of the gains and losses from changes in
prices of spot cotton could have been hedged by the use of fufures
contracts. 'The data analyzed show that changes in adjusted basis
were generally substantially less than the corresponding changes in
prices of spob cotton adjusted for carrying charges (table 1, figs. 5,
6, 7, and 8). During the 16-year period 1920-21 to 1935-36, taken
gs & whole, the changes in adjusted basis for Middling J-inch spat
cotton in New Orleans over 8-week periods, ctlculated from near-
month New York futures contracts, averaged sbout 30 percent as
large as the corresponding changes in prices of Middling J-inch spot
eotion in New Orleans adijusted for carrying charges. The propor-
tions by seasons varied from 59 percent in 1435-36 to about § percent
in 1932-33 (fable 11} ’

Foliowing provisious for southern delivery on New York futures
contracts in their presens form, in 1930, hedge protection afforded by
New York futures contracts increased markedly (table 11). With
the marked advance in basis following the announcement of the 12-
cent Joan by the Governmens to growers early in the season 1934-35,
however, the usefuluness of {utures contracts in hedging long interesis
in spot cotton decreased substantially, and during the seasen 1935-36
the aversge change in adjusted basis calculated from New York
futures contracts for the near-active month represented a larger pro-
portion of the corresponding changes in prices of Middling X-inch
spot cotton in New Orleans, adjusted for earrying charges, then for
any other season since 1920. The average change in prices of Mid-
diing %-inch spot cotton in New Orleans over 8-weel periods, adjusted
for carrying charges, however, was smaller in 1935-36 than in any
other sesson covered by this study (table 1).



http:contrac.ts

T

RCHNTCAL. BULLETIN 602, V. 8. DEPT, OF AGRICULTURE

Spot price = § “~—Basis New Orieans futures |
Basis New York futures

a

SRR

ATHNRARENRARN

*38-3)
YEAR BEGINNING JULY
FIGURE 5 ~—AVERAGE CHANGE IN PRICES OF MIDDLING

1920-27 "22-23 '24-25  '26.27  '28-29

- INCH SPOT COTTON IN

MEW ORLEANS AND IN ADJUSTED BaS!S,

. ADJUSTED FOR CARRYING CHARGES,
OVER B-WEEK

PERIODS, SEASONS 1920--2) TO 1935- 36.

The changes in ndjusted bnsis, enkrloted from near-month New York
30 percent of the corresponding chinges in prie
clurges, during (e -vegr period nnd varied 1

eth ] i futures contrgels, averaged ahout
e of Middling J4-inch spot cotton, ughiusted Tor enrrying
Forn B percent iy 1932-33 to 59 pereent in 10M5-36.

CENTS
PER
POUND

3.0

2.5

Spot price — } “~-Basiz New Orfeans futures __|
Basis New York julures

2.0

ARNANANIRRNRANNY

AN
| DORNANNENNANNY

R .ﬂl
~34-35

24

22-23

1920-21 25 '26.27  '28.29

YEAR BEGINNING JULY
FIGURE 6. —AVERAGE CHANGE IN PRICES OF LOW MIDDLING

M NEW ORLEANS, ADJUSTED FOR CARRYING CHARGES, A
OVER B8-WEEK PERIODS, SEASOMS 1920-21 To 1935-36

H-IMCH SPOT COTTOM
MDD IN ADIUSTED BASIS

The changes in adfusted basis, ealouluted from near-
5 percent of Lhe curresponding chatyes in prices
cerrying ehnrges, during the 1i-

manth New Yerk fulures contravts, nvaraged nbout
of Low Middiing Ts-lnch spot cotton, adjusted for

year peried, ned voried from 4 percent in 1932-33 to (8 parcent in 103535,



http:W:l,,..30

SPOT-FULURES PRICE RELATIONSBIPS FOR COTTON - 25

Spot price — t+ “~—Basis New Orleans futures
Basis New York futures

]

DORAARRRNIANN

‘'24-25  '26-27 2829 3Q-31 '32.33 '34.35
YEAR BEGINNING JULY
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Changes in adjusted basis for Middling %-inch spot cotton in New
Orleans over 8-week periods, calculated iror near-month New York
futures contracts, represented on the average & somewhat smaller
proportion of the corresponding changes in prices of Middling %-inch
spot cotton in New Orleans, adjusted for carrying charges, tian the
corresponding proportions for other grades and staple lengths (table
11). During the 6-year period ended with the season 1835-86, these
proportions saveraged 18 percent for Middling %-inch and Good
Middling %-inch, 22 percent for Low Middling ¥-inch and 20 percent
for Middling 1-inch spot cotton in New Orleans, and averaged 26
percent for DMiddiing 1¥%-inch spot cotton in Memphis. The cor-
responding proportio.s based on New Orlesns futures contracts were
on the whole about the same as those based on New York futures
contracts.

Changes in adjusted basis and changes in prices of spot cotton over
8-week periods, adjusted for carrying charges, were on the whole
greatest from June to October. These chunges in adjusted basis
expressed as proportions of the corresponding changes in prices of
spot cotton, adjusted for carrying charges, varied somewhat irregularly
from one part of the season to another (table 12). For the 16-year
period 1820-21 to 193538, taken as n. whole, these changes in rdjusted
basis over 8-week periods ended in July, August, and September,
represented a somewhat larger proportion of the eorrespon ding changes
in prices of spot cotton adjusted for carrying charges than during the
remainder of the season. Since provisions for soushern delivery on
New York futures contracts in their present form became effective
in 1930, however, these changes in adjusted basis over 8-week periods
ended in July, August, and September, huve not represented on the
average a larger proportion of the corresponding changes in prices of
spot cotton, adjusted for earrying charges, than during the remmainder
of the season.

Changes in prices of spot cotton were generally more closely asso-
ciated with changes in prices of futures contracts for the near-active
than for the more distant months, with the result that changes in
adjusted basis over 8-week periods, calculated from nesr-month New
York futures contracts, were generally somewhat smaller than those
caleulated from contracts for the more distant months (table 12).
These changes in adjusted basis for Middling %-inch spot cotton in
New Orleans over 8-week periods, expressed as proporticns of the corre-
sponding changes in prices of Middling %-inch spot cotton in New Or-
leans, adjusted for carrying charges, averaged 30 percen when cal-
culated from New York futures contracts for the near-active months,
32 percent for the second nearest, 38 percent for the third nearest,
and 43 perceni for the fourth nearest active month.

Hedge protection afforded by futures contracts for the more distant
months maturing in another season was generally substantially less
than that for contracts maturing in a near month within the same
season (table 12). Changes in adjusted basis for Middling %-inch
spot cotton in New Orleans over 8-weel periods ended during March
end April, expressed as proportions of the corresponding changes in
prices of Middling %-inch spot cotton in New Orleans, adjusted for
carrying charges, averaged 24 percent when calculated from New York
futures contracts maturing in May, and averaged 48 percent when
calculated from New York futures contracts maturing in October.
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Similar comparisons for Low Middling %-inch, Good Middling %-
inch, and Middling 1-inch spot cotton in. New Orleans, and for Mid-
dling 1%-inch spot cotton in Memphis also showed that protection
afforded by futures as hedges averaged somewhat greater for con-
tracts for the near-active than for the more-distant months (table 12).

A comparison of the changes in basis for Middling %-inch spot cotton
at various markets over 8-week periods, calculated from near-month
New York and Liverpool futures contracts for American cotton and
axpressed as proportions of the corresponding changes in prices of
Middling 7%-inch spo$ cotton at these markets, indicates that the pro-
tection afforded by futures contracts as hedges in the New Orleans
market was fairly typical of that at other markets (table 13). During
the season 1830-31 to 1935-36, inclusive, changes in basis for Middiing
%-inch spot cotton over 8-week periods, caleulated from near-month
New York futures contracts, averaged 23 percent of the corresponding
changes in };rices of spot eotton at New Orleans, compsared with 24
percent at Houston, 26 percent at Savannah, 29 percent at Memphis,
30 percent at Carolina and at New England mill points, and 34 percent
at Liverpool. When calculated from nesr-month Liverpool futures
contracts for American cotton, these changes in basis averaged 31
percent of the corresponding changes in prices of spot cotton at New
Orleans and at Houston, 33 percent at Savannab, 37 percent at
Maeinphis, 38 percent at Carolina mill points, 36 percent at New
England mill points, and 27 percent at Liverpool.

As previously indicated, changes in prices of spot. cotton and changes
in basis represent both gains and losses on long interests in spot cotton
(table 7, figs. 9, 10, 11, and 12). During the 16-year period 1920-21
to 1833-36, inclusive, changes in adjusted basis for Middling %-inch
spot cotton in New Orleans over 8-week periods, caleulated from nesar-
month Mew York futures contracts, would have resulted in losses on
long-basis positions 66 percent of the time, compared with 60 percent
from the corresponding changes in prices of spot cotton, adjusted for
carrying charges. The amounts of these losses from changes in
adjusted basis for the 16-year period, however, averaged only 36 per-
cent of those from the corresponding changes in prices of spot cotton
adjusted for carrying charges, and the proportions for the seasons
varied from 55 percent in 1935-36 to 8 percent in 1931-32.

The eorresponding proportions for cotton of other grades and staples
also varied considerably {rom one season to another, and during the
G-year period ended with the season 1935-36 they averaged 22 percent
for Middling %-inch, 21 percent for Good Middling %-inch, and 25
percent for Low Middling %-inch and Middling 1-inch spot eotton in
New Orleans, and 30 percent for Middling 1¥%-inch spot cotton in
Memphis,

During the 16 years ended with the season 1035-30, the declines
in prices of Middhng %-inch spot cotton in New Orleans over S8-week
periods, adjusted for carrying charges, averaged 1.86 cents a pound,
and the corresponding changes in adjusted basis caleulated from near-
month New York futures contracts averaged 0.67 cent, abouf 0.61
cent of which represented losses on long basis positions (table 14),
Toward the end of one season and during the early part of the next
season the declines in prices of spot cotton over 8-week periods,
adjusted for carrying charges, and the corresponding chauges in
adjusted basis were generally substentially greater than during the
remainder of the season. Declines in prices of Middling Z%-meh spot
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FIGURE 9.—AVERAGE GAINS AND LOSSES FROM CHANGES IN PRICES OF MIRDLING
M-INCH SPOT COTTON IN NEW ORLEANS, ADJUSTED FOR CARRYING CHARGES,
AND FROM CHANGES IN ADJUSTED BASIS OVER 8-WEEK PERIODS, SEASONS
1920-21 7O 1935-36.
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FIGURE 10.—AVERAGE GAINS aAND LOSSES FROM CHANGES IN PRICES OF Low
MIDDLING - 1MCH SPOT COTTON IN NEW ORLEAMNS, ADJUSTED FOR CARRYING
CHARGES, AND FROM CHANGES IN ARJUSTEDR BasIS, OVER B-WEEK PERIODS,
SEASONS 1920-21 TO 1935-36.

Truring this 16-year period, gnins and losses on long-basis pesitions from ehenges In adjusted haosis averaged
20 und 41 percent raspecl.fvely of the eorrespondiny advances sud declines in prleas of spot eotion, adjusted
for currying charges. ‘Che proportions by seasous shawed that the gaing varied from none in 1926~20 to
177 percent fn 1920-21. Losses vavied from § pervent in 1931-32 Lo 07 percent in 1924-25.
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FIGURE 11.—AVERAGE GAINS AND LOSSES FROM CHANGES IN PRICES OF GooD
MIDDLING i-INCH SPOT COTTON IN NEW ORLEANS, ADJUSTED FOR CARRYING
CHARGES, AND FROM CHANGES iN ADJUSTED BASIS OVER 8-WEEK PERIQDS,
SEASONS 1920-21 TCo 1935-36.
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FIGURE 12, —AVERAGE GAINS AND LOSSES FROM CHANGES IN PRICES OF MIDDLING
1-INCH SPOT COTTON IN NEW ORLEANS AND MIDDLING 14-INGCH SPOT COTTON
IN MEMPHIS, ADIUSTED FOR CARRYING CHARGES. AND FROM CHANGES IN
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cotton in New Orleans over 8-week periods ended during July.
August, and September, adjusted for carrving charges, averaged 2.29
cents a pound during this 16-year period, and the corresponding
changes In adjusted basis, calculated from near-month New York
futures contracts, averaged 1.22 cents a pound, about 1.15 cents of
which represented losses on long basis positions; whereas, the declines
in prices of Middling %-inch spot cotton in New Orleans over 8-week
periods ended during the other months in the season, adjusted for
carrying charges, averaged 1.70 cents a pound and the corresponding
changes in adjusted Dbasis calculated from near-month New York
futures contracts averaged 0.45 cent a pound, of which .40 cont
represented losses on long-basis positions {table 14).

The proportions of the time that changes in adjusted basis would
have resulted in gains on Joug interests in spot cotton hedged by newr-
month New Yorlc futures contracts, and the average amounts of
these gains, were substantially less than those fromn the corresponding
changes in prices of spot cotton adjusted for carrying charges (table
7, figs. 9, 10, 1L and 12). During the 16-year period 1920-21 to 1935-
36, inclusive, changes over 8-week periods in adjusted basis for
Middling %-inch spot cotton in New Orleans calculated from newr-
moeth New Yorl futures contracts showed gains on long-basis posi-
tions 32 percent of the time, compared with 40 percent from the
corresponding changes in prices of spot cotton.

These proportions varied widely from season to season, ns well as
from one part of the season to another. The amounts of these gains
in adjusted basis averaged only 16 percent of those from the cor-
responding changes in prices of spot cotton, adjusted for carrying
charges, during the 16-year period, and the proportions by seasons
varied from 180 percent in 1920-21 to 4 pereent in 1932-33.  The
corresponding proportions for cotton ol other griades and staples also
varied considerably from scason to season, and during the G-yenr
period ended with the scason 1935-36 they averaged 12 percent for
Middling %-inch and Good Middling %-inch, 18 percent for Low
Middling ¥-inch, and 16 percent for Middling 1-inch spot cotton in
New Orleans, and 26 percent for Middiing t}-inch spot eotton in
Memphis,

The advances in prices of Middling 7i-inch spot cotton in New
Orleans over 8-week periods, adjusted for earrying charges, averaged
1.41 cents a pound during the 16 years ended with the season 1935-
36, and the corresponding changes in adjusted basis, caleulated {from
nesr-month New York futures contracts, averaged 0.28 cent, about
0.19 eent of which represented losses on long-basis positions (table 14).
The advances in prices of Middling %-inch spot cotton in New Orleans
over 8-week periods, adjusted for carrying charges, and the cor-
responding changes in adjusted basis, caleulated from near-month
New York futures contracts, were generally somewhat greater toward
the end of one season and during the early part of the next season
than during the remainder of the season.

These changes in adjusted basis, however, represented a some-
what smaller proportion of the advances in prices of Middling %-inch
spot cotton in New Orleans over 8-week periods, adjusted for earrying
charges, toward the end of one season and during the early part of
the next season than during the remainder of the season. Advances
in prices of Middiing %-inch spot cotton in New Orleans over 8-week
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periods ended during July, August, and September, adjusted for
carrying charges, averaged 1.80 cents a pound during the i6-year
period and the corresponding changes in adjusted basis, caleulated
from near-month New York futures contracts averaged 0.32 cent,
about 0.21 cent of which represented losses on long-basis positions;
whereas, the advances in prices of Middling %-inech spot cotton in
New Orleans over 8-week periods ended during the remainder of the
season, adjusted for carrying charges, averaged 1.30 cents a pound,
and the corresponding changes in adjusted basis, calculated from
near-month New York futures contracts, averaged 0.27 cent, about
0.18 cent of which represented losses on long-basis positions (table 14).

Losses from changes in prices of spot cotton, adjusted for carrying
charges, nnd from changes in adjusted basis at one time, could have
been counterbalanced to some extent by gains at other times. During
the 16-vear period ended with the season 1935-36, the advances in
prices of Middling %-inch spot cotton in New Orleans over 8-week
periods, adjusted for carrying charges, balanced against the declines
gave, on the average, a net loss of 0.54 cent a pound for the seasons
taken as a whole, and 0.81 cent for 8-weelk periods ended during July,
Auzust, and September. A balance of the gains and losses on long-
basis positions from changes in adjusted basis for Middling ¥*-inch
spot cotton in New Orleans over §-week periods, calculated from near-
month New York futures contracts, gave, on the average, for this 16-
veur period, a net loss of 0.30 cent a pound for the seasons taken as
o whole, and 0.49 cent for 8-week periods ended during July, August,
and September. The net gains or losses varied considerably from
one seasoh to another {table 14).

Data on gains and losses on jong-basis positions ifrom changes in
basis Tor Middling %-inch spot cotion over 8-week perieds, calculated
from near-month New York and Liverpool futures contracts for
American cotton, indicate that the protection afforded by futures
contracts as hedges against losses {rom changes in prices of spot
cotton in the New Orleans market was fairly typical of that in Hous-
ton, Savannsh, Memphis, Carolina mill poinis, New England mill
points, and in Liverpool (tables 10 and 15}.

HaAS1S RISES BOMETIMES AB GREAT AS OR GREATER THAN PRICE HISES

Although the data previously presented clearly show that changes
in adjusted basis were for the most part substaatially less thun
changes in adjusted prices of spot cotton, the use of futures contracts
as hedges against changes iu prices of spot cotton would have in-
creased the gains and losses from changes in prices during a part of the
time since 1920, During the 16-year period 1920-21 to 1935-36,
inclusive, gains and losses from changes in adjusted basis for Middling
i-ineh spot cotton in New Orleans over 8-week periods calculated
from near-month New York futures contracts would have exceeded
those from changes in prices of Middling %-inch spot cotton in that
markes, adjusted for carrying charges, about 16 percent of the time,
and the proportions by seasons varied from 37 percent in 1935-30
to 2 percent in 1930-31 (table 18). During the §-year period ended
with the 1935-36 season, the corresponcling proportions averaged
about 12 percent for Middling %-inch, Good Middling %-inch and
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Middling 1-inch, and 16 percent for Low Middling j-inch spot cotton
in New Orleans; and 19 percent for Middling 1}%-inch spot cotion in
Memphis.

The times when the use of futures contracts as hedges would not
have reduced the gains and losses from changes in prices, however,
were largely confined to periods during which changes in prices of spot
cotton were relatively small as compared with changes during other
periods.

The proportions of the time the changes in adjusted basis over
8-week periods exceeded the corresponding changes in quoted prices
of spot cotton adjusted for carrying charges varied somewhat irregu-
larly from one part of the season to another as well s from season to
season, but on the whole these profortions were smallest during the
§-weelk periods ended in October and November than during nny
other part of the season (table 17). Changes in adjusted basis cal-
culated Trom futures contracts for the more distant months exceeded
the chunges in quoted prices of spot cotton ndjusted for cwrrying
charges for a somewhat larger proportion of the time then thesce
culculated from futures contracts for the near-active month.

GAINS AND LONSES FROM I'RANSFERRING HEDGES

In addition to price risks aul husts risks already discussed, risks
Iront transferring lutures contracts used as hedges from one futures
month to another may also be an tnportant factor in connection with
the use of futures conbracts as hedges nguinst losses from changes in
prices of spot cotton. It is extremely diflicult to deterrnine just
how large a part transferring futures contracts play in the hedging
operations of any given season, but they may he of very great im-
portance, particularly during some seasons, since cotton hedges are
carried along for many months after the bulle of the crop moves into
sight 1n the late {all.

Risks from transferring hedges arise from differences between
prices of futures contraets for the near months and those for the
more distant months. The extent of risk involved in transferring
hedges from one contract menth to aunother is indicated by data
showing the average amounts by which prices of cotton [utures con-
tracts for the more distant months, adjusted lor carrving charges '
differed {rom prices of contracts for the near months (table 18, fig. 13).

An examination of these duatu shows that in translerring short
hedges from the near to the more distant months considerable losses
would have been involved during o large proportion of the time
hefore the season 1930-31, and in some yeurs such losses would have
amounted to several cents o pound. On the other hand, somne gains
on stuch switching operations would have been made during the lust
half of the season 1920-21.

1 Adjustments wera based on the prevadling eosts of currying spat cobton in Lha INew Orlenns inorket:
arrived al as previously Indiowted.  For those whose carryiongr ensts were less thun these costs prevalllng fu
New Orleans, the Insses on long-busis positions from switehing hetdpes by buying futnres conteacts (or the

near-aetive inonth nnd selling similtanesusly contenets for e more distant inonths woukl have heen legs
than Lhose shown in this soalysiy.
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Differences between prices of cotton futures contracts for the near-
active month and those for the more distant menths, adjusted for the
differences in costs of carrving spot cotton to the date of meaturity of
futures contracts, were relativelv smell from the heginning of the season
1930-31 throughout most of the season 1933-3%2. 'The losses thal
would have been involved from transferring short hedges from the
near-active month to the more distant months incroased considerably
in 1934-35, along with the marked advauce in prices of spot cotbon in
relation to prices of future contracts, and such losses would have been
substantislly larger throughout the season 1935-36 than for any other
year since the present form of southern warehouse delivery on New
York futures contracts became elfective in October 1930,

Losses from transferring short hedges from the near-nctive month
to the more distant months have ns their counterpart the gains to
those who transfer long hedges from the near-active montl %o the
more distant months, and, except for adjustments made for carrying
charges, the amounts of these losses and guing are the same.  Adjust-
ing the diffcrences between prices of contracts for the near monthes
and those for the more distant months for the costs of CAFIYIRE spob
cotton inercased the losses or decreased the gains shown from trans-
ferring short: hedges and decronsed the losses or ineressed the gains
shown from transferring long hedges from the near month to the mosre
distnnt months by an amount equivalent to the carrying charges.

On the other hand, such adjustments decrease the losses or incresse
Lthe gains shown from transferring long hedges from the near-nctive
month to the more distant months by similar amounts. Furthermore,
& situation in which great losses would be sustaired from switching
hedges by buying contracts for the near-active month and selling
simultaneously coutracts for the more distant months indicntes that
the quantity of cotton being carried forward by merchants is rela.
tively small, and that normally, relutivel ¥ {ew are in a position to
necessitate the making of such transfers.  Those in a position to do
0 will make use of the reverse procedure in order o profit by such
dispurities.
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FACTORS AFFECTING THE SPOT-FUTURES PRICE RELATIONSHIPS
AND PROTECTION AFFORDED BY FUTURES AS HEDGES

The spread between prices of spot cotton and prices of futures
contracts, and changes in these spreads, are largely accounted for by
differences in place of delivery and in ferms and conditions of sale,
differences in date of delivery and differences between the immediate
and prospective demand and supply situation, and differences in the
quality and classification of the cotion,

DIFFERENCES IN PLACE OF DELIVERY AND IN TERMS AND CONDITIONS OF SALE

Prices of cotton of the same quslity in the various market places
differ materially, and these differences are reflected in the spread
between prices of futures contracts and prices of spot cotton. Cotton
prices in surplus-producing areas that are long distances from con-
suming centers are generally substantially lower than prices of cotton
of the same grade and staple length in deficit-producing sreas near
centers of consumpiion, Consequently, the spread between prices of
New York futures contracts for the near-uctive months and prices of
Middling %-inch spot cotton ui specified markets show substantial
differences (fig. 14).

For exaniple, on July 3, 1936, prices of Middiing ¥#-inch spot cotton
2t Dallas averaged 0.50 cent u pound lower, and st Memphie 0.04 cent
lower, than prices of New York futures contracts for July delivery:
whereas prices of Middling Ji-inch spot cotton at Caroling mill points
averaged 1.00 cent higher, ut New Eugland mill points 1.534 cent
higher, and at Liverpoo! 2.64 cents higher than prices of New York
futures contracts for July delivery. Although the spread between
prices of Middling %-inch spot cotton at the various markeis and
prices of New York futures contracts changed materially from time
to time, the basis for Middling %-inch cotton at Dallas und Memphis,
culculated from New York futures contricis for the near-active month,
was generally substuntinily lower than that at Curoling and New
England mil{ points, and the basis at Carclina and New England mill
points was generally substantially lower than the corresponding
basis at Liverpool.

Prices of futures contracts for delivery during the same month in
different markets may differ widely and may resultin substantial differ-
ences in spread between prices of spot cotton in & specified market and
prices of futures contracts for delivery in the same nionth at different
markets. For example, prices of Liverpool futures contracts for
American cotton for specified months are generally somewhat higher
than prices of New York and New Orleans futures contracts after
adjustments are mude for differences in tare and for differences in
foreign exchange value of the currency (fig. 15). During the season
1934-35 prices of near-month Liverpool futures contracts for American
cotton averaged 0.80 cent & pound higher than prices of corresponding
New York futures contracts after adjustments were made for differ-
ences in tare and for differences in foreign exchange value of the cur-
rency. These differences in price level in the different futures markets
are largely nccounted for by differsnces in place of delivery.
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The spread between prices of New York futures contracts and prices of Middling I4-inch spof cotton at the various inarkets varied cousiderably from time to time. The basis
at Dallas and at Memphis was generally substantially lower than at Caroling and New England miil points, and the basis at Carolina andNew England mill points was
geperally substantially lower than the corresponding basis at Liverpool,
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Differences in costs in connection with moving cotton to markets
at which cotton may be delivered on New Yorl- futures contracts,
along with differences in values of cotton for merchandising purposes
ab the various markets, may have also affected differences between
prices of spot cotton in the various markets and prices of New York
futures contracts. Prior to southern delivery on the New York
futures contracts, the extra costs in conmection with moving cotton
from southern points to New Yok for the purpose of making deliveries
on contracts amounted to about 0.75 or 0.80 cent a pound (7). Freight
and insurance on cotton from New York to Europe and Japan were
about the same as from Savannah, and the expenses from New York
warehouses to shipside in New York (including costs of receiving on
contract) were about 0.20 cent a pound greater than at Savannah (7).

Under such conditions a relative shortage of spot cotton in the New
York market for delivery purposes might have resulted in an advance
in prices of neer-month futures coniracts over prices of spot cotton in
southern markets, by 0.75 or 0.80 cent a pound, before being checked
by the shipment of cutton to New York from southern points; whereas
with a surplus of cotton for delivery on futures confracts in the New
York market, prices of New York futures contracts for the near
months might have declined to 2s much as 0.20 cent a pound lower
than prices of spot cotton in southern markets before being checked
by the receipt of cotton on futures contracts for export purposes.

Since provisions were made for southern delivery on New York
futures contracts, no additional transportation costs are generally
necessary in connection with the delivery of cotton en futures con-
tracts, as a large proportion of the American crop normally moves
through the points designated as delivery points for the New York
futures contracts. Diflerences between prices at markets designated
s delivery points ¥ for the New York futures contracts, along with
marked changes in these differences during relatively short periods,
hiowever, _.ay at times affect the spread between prices of spot cotton
at delivery points and prices of futures contracts. Since provisions
for southern delivery on New York futures contracts in their present
form became effective in 1930, differences between the basis at the
various markets designated as delivery points have frequently amount-
ed to more than 0.50 cent a pound (Eg. 16). On May 1, 1931, for
example, the quoted price of Middling %-inch cotton at Norfolk was
0.70 cent higher than at Mobile, 0.55 cent higher than at Houston,
and 0.41 cent higher than at Savannah,’” whereas for delivery on New
York futures contracts cotton at Mobile, Houston, and Savannah was
worth just as much as at Norfolk.

14 Markets designated ss delivery points for Now York futores contrmets include New York, Norfolk,
Charlesion, Galveéston, Houston, New Orleans, Bavanneh, and Moblle.
t! Dt on ssles in these markets were at times so Jimited that the offlelal quotstions based on such dats

a8 weroavailablo In tha markets moy not haveslwaysreflectod aceurately the commareinl values of Mlddling
vé-luch cotlon io these markets.
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The probability that cotton tendered in settlement of futures-
contract obligations will be delivered at the designated delivery
point with the lowest price level may decrease the desirability of the
contract from the viewpoint of the purchaser. Adequate supplies
of the Gualities of eotton most profitable for delivery on futures con-
tracts at the delivery point that has the lowest price level may be
necessary for the full effect of differences in prices of spot cotton at
various delivery points to be reflected in the basis, Since the differ-
ences between prices of spot cotton at the markets designated as deliv-
ery points change cousiderabﬁly{ from time to time, any effect of these
differences on basis iz most likely to be in evidence near the date of
maturity of the futures contract. .

Furthermore, uncertainties with regard to where delivery will be
made may add additional costs, since merchants generally, and particu-
larly the smaller ones, may not be in position to receive cotton at some
points at which it may be delivered without some extra costs. These
costs may discourage the receiving of cotton on futures contracts and
may also depress prices of futures contracts in relation to prices of
spot cotton.

Differences in terms and econditions of sale may also affect the basis
materially, The New York futures contract most generally used is
essentially & basis Middling %-inch contract. Cotton of any other

ade equal to or better than Low Middling and of other staple lengths
onger than % inch, provided the cotton is of good character, may be
delivered in settlement of the contraet obligation at specified premiums
and discounts from the prices specified for Middling %-inch cotton.
Those who take cotton on futures contracts must accept whatever
combinations of these qualities are offered, regardless of thz number
or the relative desirability of the qualities included. Many contracts
in spot marketg, on the other hand, are for specified qualities of votton
and in some cases are for large lots of cotton that are even-running
in grade and staple length, Large lots of even-running cotton usually
sell at somewhat Lizher prices than cotton of comparable qualities
sold in the same maritet in small or In mixed lots.

Furthermore, the cost of delivering cotton on futures contracts is
usually much greater than the cost of selling spot cotton outright.
For example, with rates that prevailed in 1935, the costs of delivering
cotton stored in warehouses in New Orlesns on New York futures
contracts amounted, on the average, to about 0.15 cent a pound
more than the costs of selling this cotton on ex-warchouse terms.
Sales of spot cotton in Liverpool are made with an arbitrary allowance
for tare, whereas spot sales in the United States are made on the basis
of gross weights. Tha tare permitted on cotton compressed to high
density for export may amount to as much as 5.3 percent of the
gross weight of the bale. These differences in prices as a result of
differences in terms and conditions of sale may be reflected in the
differences in the spread between prices of spot cotton sold under the
}r‘;}gous terms and condifions and prices of epecified futures contracts
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Difercnces between the prices of Middiing 34-inch spot cotton at tha various markets designate:d us delivery
points have frenuently amonunted to niore thea 0.5 cont v nound.  Sach differences muy ot times affect

the spread belwesn prices of SpOt eotion it delivery points nml pricas of futares contracts
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DIFFERENCES IN DATE OF DELIVERY AND DIFFERENCES BETWEEN THE IMMEDIATE
AND THE PROSPECTIVE DEMAND-AND.SUPPLY SITUATION

Differences between prices of Middling %-inch spot cotton at deliv-
ery points and prices of futures contracts depend to & considerable
extent upon the date of the maturity of the futures contracts, along
with differences between the immediate and the prospective demand-
and-supply situation. When the avsilable market supplies of spot
cotton are large in relation to the demand for cotton, with no signifi-
cant, changes in relative supply-and-demend situation in prospect,
prices of spot cotton for immediate delivery tend to advance in rela.
tion to prices of cotton futures contracts by amounts approximately
equal to the costs (such as storage, insurance, interest, ete.} of carrying
spot cotton (73). Changes In the relative demand-and-supply
sttuation since 1920, however, have been such that during e large
proportion of the time the changes in the spread between prices of
Middling %-inch spot cotton at delivery points and prices of New
York futures contracts were not even approximately equal to the cost
of carrying spot cotton.

Changes in spread between prices of Middling %-inch cotton in
New Orleans and prices of New York futures contracts conformed
more closely to the costs of carrying spot cotton from the time provi-
sions for southern delivery on the New York futures contracts in their
present form became effective in October 1930 to January 1934
than for any other extended period during the last 16 years {fig. 3).
As previously indicaterd, the proportions of the gains and losses from
chinges in prices of spot cotton sdjusted for carrying cherges that
could have been hedged by the use of futures contracts averaged
greater during this period than during any other of equal duration
since 1920. From 1930-31 to 1933-34, inclusive, the total physical
supply of American cotton was relatively large, the average for the
four seasons amounting to 21,255,000 running bales compared with
an average for the 5-yesr period ended with the sesson 1929-30 of
18,234,000 bales. During the period 1930-31 to 1933-34, inclusive,
the quantity of cotton held by the Government and by agencies
sponsored by the Guvernment varied from about 1,386,000 bales
in August 1930 to about 4,325,000 bales in December 1933, World
consumption of American cotton during the four seasons ended with
1933-34 averaged 12,926,000 running bales compared with an average
of 14,716,000 %aies for the S-year period ended with 1929-3¢.

Supplies of spet cotton immediately available in o market abnor-
mally large in relation to demand for cotton, when relatively smaller
supplies are anticipated, may depress prices of spot cotton in relation
1o prices of futures contracts, particularly for the more distant months
{13). These conditions prevailed in 1930-31 for exam le, when the
world supply of American cotton was almost 1,000,000 bales larger than
in the previous season ; whereas world consumption of American cotton
wasalmost 2,000,000 balessmaller than in the previousseason and smaller
than for any other season since 1923-24. The 1930 cro , although
somewhat smaller than the preceding crop, was harvested, ginned, and
available in the market relattvely early and was reported to be higher in
grade than elther of the two preceding crops. In addition, substantial
quantities of cotton received by the Stabilization Corporation on May
and July futures contracts in 1930 were sold on the spot during the
season 193031 and the first part of 1931-32 and replaced by the pur-
chase of futures contracts, particularly for the more distant months.
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Furthermore, according to available testimony (15), cotton mer-
chants, following the squeeze of the May and July contracts in 1930,
were not ready buyers of spot cotton, except at & reduced basis. A
combingtion of these factors resulted in abnormally large market
supplies of spot cotton in relation to the demand and accounted in a
large measure for the low basis in 1930-31.°°

The extent to which prices of futures contracts may go above prices
of spot cotton at delivery points under such conditions would appear to
be limited fairly definitely to an amount equivalent to the costs in
connection with carrying spot cotton to date of maturity of the futures
contracts, plus the costs of delivery on futures contracts. When prices
of futures contracts become higher than prices of Middling %-inch spot
cotton at delivery points by an amount appreciably greater than the
costs of carrying spot cotton to the date of maturity of the futures
contracts plus the costs of delivering it on futures contracts, aninduce-
ment is created in the form of assured profits for traders to sell futures
contracts for the purpose of making deliveries.

Io the New Orleans market, for example, the costs of delivering ex-
warehouse cotton on futures contracts in 1935 amounted to about 0.18
cent & pound for cotton compressed to high density in addition to the
costs of buying spot cotton on ex-warehouse terms; whereas the cost of
selling ex-warehouse cotton on the spot was about 0.03 cent. With
these costs, prices of futures contracts would need to be atleast 0.15 cent
n pound higher than prices of spot cotton in New Orieans plus carrying
charges before the differences in prices alone would favor the delivery
of cotton on Tutures contracts in preference to selling it on the spot.

Prices of futures contracts would need to exceed prices of spot cot-
lon plus carrying charges by an amount greater than the costs of
buying spot cotton plus the costs of delivering on futures contracts,
before ngsured profits could be obtained by purchasing spot cotton and
selling futures contracts for the purpose of making deliveries, Sinec
the costs of buving ex-warehouse cotton in New Orleans in 1935
smounted to about .03 cent & pound and costs of delivering ex-ware-
house cotton in New Orleans on futures contracts amounted to about.
0.18 cent in addition for catton compressed to high density, prices of
futures contracts would lnve needed to exceed prices of spot cotton in
that market by an amount greater than 0.21 cent before traders could
have mude a profit by purchasing spot cotton and selling futures
contracts Tor the purpose of making deliveries.

Then, from the standpoint of prices ajone, with selling and deliver-
ing costs that prevailed in 1935, 0.15 eent a pound may be considered
the upper Himit to which prices of New York snd New Orleans futures
contracts may normally be expected to advince sbove prices of
Middling Js-inch spot cotton in New Orleans, plus carrying charges,
before the differences would tend to be checked by the delivery on
futures contracts in New Orleans in preference to selling cotton on the
spot in that market; and (.21 cent may be considered the upper limit
to which prices of New York and New Orleans Tutures contracts might
normally be expected to advanee abave prices of Middling %-inch spot
cotton in New Orleans, plus currying charges, belore being checked by
purchases of spot cotton in that market and the sales of futures con-
tracts for the purpose of making deliveries in New Orleans stimulated
by assured profits.

18 T4 js recognized that uny [nnceurucies iy the gootaliuns as noresilt af nndeguate tdatn o silos In spul
markels, or of oLher metors, are foeluded in the sl shown,
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Since the adoption of southern delivery on New York futures con-
tracts in its present form became effective in 1930, prices of New York
and New Orleans futures contracts have not excecded qguoted prices
of Middling %-inch spot cotton in New Orleans plus carrying eharges
by an amount greater than 0.21 cent, except during parts of the seasons
1930--31 and 1931-32 and in January 1936.

A reletive shortage of spot cotton immedintely uvailable in the mar
ket, along with anticipation of relatively larger supplies, tends to raise

rices of spot cotton in relation to prices of futures contrnets { 18}.

he effects of such situations may be particularly noticeable during
seasons of small crops and refatively small avaitable supplies, especinlly
if merchants have sold lurge quantities of this cotton forward. Under
such conditions the difficulty of obtaining cotton with which to fulfill
sheir commitinents stimulates keen competition on the parh of cotton
merchants for the availuble supplies of spot cotton: & shortage of the
most desired gualities of cotton stimulates enrly purchasing of spot
cotton on the part ol mills; and the advance in prices with shors sup-
plies stimulates slow marketing by producers. All of this may tend
to advance prices of spot cotton more rapidly than prices of futires
contracts, particularly for the more distant months.

These conditions prevailed to a considerable extent in 193433, for
example, when the total supply ol American cotton was about 4,365,000
bales smaller than in the previous season, owing largely to the fact
that the 1934 crop was sbout 3,411,000 hales, or about 25 percent
smaller than the 1933 crop.  Prices of Middling %-inch spot cotion in
New Orleans advanced from 4 points below prices of Octoher New
York futures contracts on August 3, 1934, to 43 points above prices
of October futures on October 19, and from 31 points below prices of
March futures on August 3 to 25 points nbos e prices of Mareh futures
on October 19. More or less similar changos were shown in the rela-
tionship between prices of spot cotton and prices of futures contraets
for delivery during other months. .

Price pegging, or other forms of orgunized votitrol, may resull in o
relative shortage of supplies of spot cotton immediately available in
the market, so that prices of spot cotton may be high in relation to
prices of futures contracts, particularly for the more distant months,
even when the total physieal suppiy of cotion in oxistence is relstively
large. In 1934-35, for example, the world supply of American cotion
was somewhat larger than in 1930-31 when the basis was unusually
low, as previously indicated, but the basis in 193435 was unusually
high ss & result of a relative shortage in supplies of spot cotton imme-
diately available in the market—an sibuation brought about in part
by price pegging in the form of a 12-cent lean niude available to Zrow-
ers through the Commodity Credit Corporation.

The price-pegging features of the 12-cont loan operated In connec-
tion with the short 1934 crop to maintain prices of spot cotton; and
the anticipation of a somewhat larger crop in 1935, along with the
probability that & 12-cent loun would 1ot be available to growWers on
the 1935 crop, tended to depress prices of futures confracts, particu-
latly for the new-crop months, with the resutt that the bagis in 1934-35
remained high to the end of the season,
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The loan to growers by the Government on cotton produced in 1935
was fixed Jate 1n August at 10 cenis & pound, and an arrengement was
mada to make an adjustnent pwyment to growers equal to the differ-
ences between 12 cents and the average price of Middiing %-inch cot-
ton in the 10 designated markets on the day the farmer sold his cotéon.
Under these provisions, {armars marketed their 1935 crop freely, but
the incresse in consumption of American cotton from the season 1934—
35 to 1935-36 was substantially greater than the increase in the 1835
crop over that of 1934, Although substantial quantities of producers’
pool and 12-cent loan cotton were relessed during theseason 1936-36,
the relative shortage of available supplics of spot cotton at preveiling
prices continued, and prices of spot cotton continued high in relation
to prices of futures contracts, particularly for the more distant months,
throughout the season 1935-36. Prices of futures contracts for the
near-nctive months advanced in relation to prices of spot cotton and in
relation to prices of lutures contracts for more distant months as the
date of their maturity approached.

The extent to which prices of fubures contracts may go below prices
of spot cotton cannot be so definitely indicated as that for the reverse
relationship. Prices of futures contracts mey go below prices of spot
cotton plus carrying charges ab points of delivery by an amount greater
than the cost of recciving the cotton on futures contructs before pur-
chasers can obtain cotton st the dabe of matwrity of the futures eon-
tracts, nuel at lower costs by purchasing futures contracts and requiring
delivery than by purchasing spot cotton at the same feme. Acute
shortages of spot cotton intmedintely available in the market at current
prices along with prospects of relatively large supplies may raise prices
ol spob cotton in relation to prices of futures contracts, particularly for
the more distant months, by amounts substantially greater than the
costs of receiving cotton on Tatures condyacts.

In addition, uncertaintics with regurd to date and place of delivery
on lutures contracts, and to the quulities and commercial values of
cotton which may have to be aceepted on the futures contracts, as
discussed in defail further on in this report, may tend to depress prices
of futures contracts in veintion to prices of spotb colton,

A relutive snortage of availnble supplies of spot cotton af prevailing
prices, along with rather large long interests in near-month fubures,
is favorabie 10 o squeere of the near-month futures contracts, with
results ns indicnted in foofnote 140 (p. 14).  The relative shorlage of
available supplies of epot cotton during the season 1935-36, the proba-
hilitics of inereased wvailable supplies o 1986-37, and the rather large
Jong interests in the 1036 January and March fulures no doubt
strengthened prices of these contracts relative to prices of futures
contracts for more distant months and to prices of spot cotton. On
dnnunry 10, 1636, for example, prices of New York January futures
contracts were 80.70 cont a pound above March contracts, 1.26 cents
above July contracls; and LG6 cents above October contracts; and
0.27 cent nhove prices of Middling %-inch spob cotton in New Orleans.

The option on the purt of the seller to deliver cotton on any day
during the month adds an elenent of uncertaingy on the part of the
one who anticipates receiving cotton on fubures contracts. Under
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these conditions the seller is less vulnerable to being squeezed and, in
addition, he can make deliveries at the time during the month when it
is most, convenient for him to do so. These advantages increase the
desirability of the contract from the viewpoint of the seller. On the
other hand, the necessity on the part of the yeceiver to hold himself in
readiness to roceive the cotton at any time throughout the month
reduces somewhat the desirability of the contract from the viewpoint
of the receiver.

These advantages to the seller and disadvantages to the receiver
may depress somewhat the prices of futures contracts in relation to
prices of spot cotton, particularly as the date of maturity of the con-
tract approaches (13).

DIFFERENCES IN QUALITY ANI} CLASSIFICATION OF COTTON

Prices of futures contracts apply to Middling %-inch cotton, whereas
prices of spot cotton may ap_p]ljy to one or more of the various grades
and staple lengths. Differences between Frices of futures contracts
and prices of spot cotton in u specified locality may vary considerably
with the quality of cotton to which the spot prices apply. Spot prices
for the higler grades and longer staples may be substantially higher
than prices of futures contracts, whereas at the same time and in the
same markets, prices of the lower grades and shorter staples may be
materially below prices of Tutures eontracts (fig. 17).

In addition to the differences between prices of fubwes contracts
and prices of spot cotton as a result of these differences in quality of
the cotton to which thie spot prices apply, the fuct that cotton of vari-
ous grades and staple lengths may be delivered in settlement of the fu-
tures-contract obligation at the seller's option at quoted premiums
and discounts, along with the fuct thit prices of spot cotton are largely
based on the sales of specified qualities to purchasers in need of these
specific qualities, may also affect materially the diflerences between
prices of spot cotton and prices of futures contracts.” The buyer of
2 futures contract cannot tell in advance how many, or what qualities
of cotton will be delivered, but he may reasonably expect that the
cotton tendered will be of the grades relatively least desirable at the
vontract prices and of the poorest qualities in each of such grades as
the seller has available to offer. (13).

The fact that prices of spot cotton are lurgely arrived at on the basis
of the bargaining of parties interested in the specific gualities of cotton
involved, along with the fact that cotton of the relatively least de-
sirable qualities at delivery prices may be delivered on futures con-
tracts at the seller’s option, tends to lower the prices of futures con-
tracts in relation to prices of spot cotton.

W Aidding T4 ineh cotlon mny be deliversd ul the cantruet price, Grades nhove Middling nud si nples
longer L 34-Inch mny: be delivered al i promium pver the contraet, price and certuin grudes balow Middling
Iy ba delivered nt s <discount from the epntrnet price.  No staples shorter than %6-Inch way he dellvered
on fulures ontracts, ‘The nounts of the premivtns pnd discounts for ermdes nllowed o fulures contracts
ura Lhe aversges guoled for the 10 designated spot markels,  Premioms allowed on Now Yark futures con-

Lructs for stoples longer than 34-inch utnionnt ta 8 percent of the sverege of the yuotations Io six gloting
inurkeds fer 54u-dnch wnd 1-ineh.  Premiving allnwed for staples longer thun | ineh wre the sameas for | nelr,
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The relative prices of the various grades and staples in the spot
markets and in the settlement of futures contracts largely determine,
at any given time, the grade and staple most profitable for the seller
to deliver on futures contracts. When central-market quotations
do not reflect accurately the differences in spot values of the various
grades available and deliverable on futures contracts, it is advanta-
geous for the seller to confine his deliveries to the grade or grades for
which the prices allowed on futures coptracts in relation to prices of
spot cotton are relatively highest.

Under such conditions prices of futures contracts may be depressed
by an amount equivalent to the difference between the evaluations in
spot merkets spd for delivery on futures contracts, of the grade or
grades most likely to be delivered on contracts. Such o condition
may raise the basis for the other grades by an amount spproximately
equal to the relative advantage to the séller of delivering this most
likely deliversble grade, bus it is very difficult to determine to what
extent the relative value for contract purposes exceeds that in the spot
market for any specific grade of cotton.

The seller not only will find it relatively most advantageous to
deliver the grade of cotton for which the price allowed on futures con-
bracts in relation o prices in spot markets is velatively highest, but
also he msay find it sdvantageous to deliver the lowest quality of
cotton included in that particular grade. Sinee cotion of a specified
grade may represent all degrees of variations in quality from the
upper to the lower limit of the grade, and since no qualifications are
meade in the futures contracts with regard to the quality of cotton
within o deliverable grade, the buyer rightly assumes that the seller
will probably deliver on futures contracts the poorest quality of
cotton available of the most profitable grade for the seller fo deliver,
and, in anticipation of such deliveries, futures prices may be depressed
by an amount approximately equal to the difference in value between
the average quality and the poorest quality of cotton of the most
profitable grade available for the seller to deliver on futures contracts.

Some indication of the influence that variations in quality of cotton
of the same grade and staple designation may have on the basis may
be obtained ifrom & comparision of variations in price with guality.
During the season 1934-35, the 10-market average discount for Strict
Low Middling was about 0.38 cent a pound and for Low Middling
about 0.81 cent, from the price of Middling %-inch cotton. These
discounts presumably represented averages for the various quelities
included within the limits for the respective grades. The change in
value per unit change in grade increased somewhat from the hipher
to the lower grades, so that the range in value between Strict Low
Middling and Low Middling was somewhat greater than the range
in value between Strict Middling and Good Middling,

If differences in value for the different qualities within the grades
were proportionately about as greet as the differences in value from
grade to grade, and this appenrs to be a reasonable assumption, the
differences between the centrul-market value of the highest quality
of Low Middling %-inch cotton and the value of the lowest quuality
of Low Middling %-inch cotton in the same market during the 193435
season averaged somewhat more than 040 cent a pound. The

18080 =R ——



http:advanta.ge

i

CENTS
PER POUND [

o0

v
&

NEW.YORK |
FUTURES

M.?/8-inch —

- ! ,J/“V\/\, I~ !
LMY/e-mch-—'! ' ] L |'m\ l[\ L

- FUTURES — l i' V\ I\j

OCT. JAN. MAY OCT. JAN. M‘A OCT. JAN. MAY OGT. JAN. MAY |
R, JULY DEG., MAR. JULY] DEG. MAR. JULY] DHE. MAR. JUL DEGC. MAR. JuLY) DEGC. MAR. JULY DEC. MAR. JULY DEC. MAR, JULY|

-sz}) [ T R Y N AN N Y N | N N 0% B | | N T T T I Y Y T Y T O O Y A T U N A |
Ll ll.||. | IO N P A I IO PSSR S B T I B AP SUN | I PR WP I AP D 6 IR R P B P IO B P IO B PO O O (PO O O A O

192021 1921-22 1822-23 1923-24 1924-25 1925-26 1926-27 1927-28
YEAR BEGINNING AUGUST

509 NILITIOT TVOINHD

Fe i

R

(L

,
o

el

DEG,

OGT. JANf MAY OCT,  JAN., MAY OCT. JAN. MAY OCT. (FAN. MAY

FIGURE 17.--DIFFERENCES BETWEEN CLOSING PRICES OF NEW YORK FUTURES CONTRACTS FOR THE NEAR-ACTIVE MONTH AND
QUOTIESDZSRZIICES ?53%P§>g' COTTON OF SPECIFIED GRADE AND STAPLE LENGTH DESIGNATIONS AT NEW ORLEANS ON FRIDAYS, SEA.
SONS - TO B

HLDLTLADINOY S0




CENTS
PER POUND

NEW yom(_\
\ FUTURES

H=HOLIDAY

!

-\

}
"

o A
i l

M Y8inch-"\ '

.4—‘ M, I-inch

.
/M.l/alj)ch

'\7

W’ AN

.7:"\\ .

“
N

]

i V.

LY TaN

5 ~ Ly,

j‘\

,‘../'

3

-\f"\.....\.r.,,\»/ L./

e A N Hu'h/d

AJ’\I

N

xr-/\’_""\

’l.«—\.,\._/-d_ _.\;../\bg.' NP, —‘-"é—'\\»&“’v\ L.—-\.q’/-

/\..

l
w\_f/“'\,\l

I
L. M. 7/8-inch

- !
A

i

L

OCT.  JAN. -MAY
DEC. MAR, JULY)|

[ TN I

iy

OGT. JAN. MAY.
DEC. MAR. JULY|
[ I

| N P

OCT. JAN, MAY

DEG. MAR, JULY!

L Y T B A
Logps Ity

— FUTURES —

OCT. JAN. MAY OCT. JAN. MAY

OCGT. JAN, MAy

OCT. JAN. MAY

DEG. MAR. JULY

bog ol 11,

DEG. MAR. JULY
[ I T I I
lagr oty

DEC. MAR. JULY,

DEC. MAR. JuULY

[ A |
Lagt ol .ty

I T T
Ladaa bdat by

0CT. JAN. MaAY- " |

DEG. MAR, JULY
[ I |
Loty ety

1928-29

*1929-30

1930-31%

1931-32

1932-33

YEAR BEGINNING AUGUST
* NQ DATA

FIGURE 17, Continued,

1933-34

1934-35

1235.36

Differences between prices of futiires cantracts and prives of spol cotton in New Orleans vary considerably with the quality of the cotten 1o which the spot prices npply.

NOLLOD HOL SIIHSNOTLVINY I0IMd STUAINI-T0dS

1¢




52 TECHEXNICAL BULLETIK 602, T. 5%, DEPT. O0F AGRICULTURE

central-market value of the highest quality of Low Middling J-inch
cotton amounted, on the average, to as much as 0.20 cent a pound
more than, and the central-market value of the lowest quality of
Low Middling %-inch cotton amounted, on the average, 10 as much
as 0.23 cent less than that for the sverage quality of Low Middling
#.inch eotton in the same markets at the same time. The lowest
quality of Low Middling %-inch cotton, when delivered on futures
contracts, however, was worth just as much as the highest quality of
Low Middling %-inch cotton. The range in value for cotton of the
various qualities of the same grade and staple designation was pro-
gressively less for the grades above Low Middling, but even with the
higher grades these differences may be great enough to affect materially
the basis.

Tt is recognized, of course, that these differences in quality within
grades are not always clearly reflected in prices of spot cotton because
of & lack of sensitiveness of the market, due in part to & lack of pre-
cision in classing and in part to differences in bargaining power and
other factors. Differences in value ns a result of differences in quality
of cotton ol the same grade and staple designation, however, are
recognized in the markets and prices in central markets reflect these
differences to a. considerable degree.

The extent to which these differences in value are recognized by
the trade is indicated by the rules of the New Orleans Cotton Bx-
change, which state that:

Unless prohibited by Jaw or by Tuling of the Secretary of Agriculture, the value
of cotton “within” midwar hebween the grades promulgated by the Secretary
of Agriculture shall be considered the mean of the adjaccnt grades. ™

The extent to which differences in quality within specified grade
and staple length designations may be reflected in prices in central
markets was also indicated by data collected on sales of spot cotton
on ex-warehouse terms in New Orleans during the seasons 102930
and 1830-31. These data showed that cotton called “ull” in grade
or staple commanded a premium over the price of cotton egual in
quality ‘to the average for the standard. These preniums, on the
average, amounted to approximately one-half of the difference be-
tween the price of the specified grade or staple length and that of the
next higher grade or longer staple. Cotton described as “shy” in
srade or staple sold at a discount from the price of cotton egual in
quality to the average for the standard. The discount amounter,
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.

Considerable variations were neted in premiuvms and discounts for
cotton designated as “full” and as “shy” in grade and staple length,
owing largely, no doubt, to differences in degrees of “fullness” or
“shyness”, to differences in conception of the terms “full™ and “shy’,
and to differences in ability of classers to accurately appraise these
differences in quality.

5 gigglrl.{';r, constitution, byluws, und tules of the Now Orloans Cotlon Exclunpe Futares rittes, rude §2,
soc, 4, P
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When these discounts for cotton shy in grade and in staple were
applied to data on prices that prevailed during the seasons 1934-35,
the discounts for shy Low Middling from the price of Low Middling
equal in quality to the average for the standard averaged approxi-
mately 0.15 cent a pound and the discounts for shy %-inch from the
price of %-inch equal in quality to the average for the type amounted
to approximately 0.10 cent. Similar discounts for shy Strict Low
Middling averaged approximately 0.12 cent. In other words, the
advantage to the seller of delivering on futures contracts Low Mid-
dling and Strict Low Middling equal to the poorest quality included
within the respective grades, and %-inch cotton just equal to the
shortest cotton that can be included as Z%-inch cotton according to
the types, instead of Low Middling and Strict Low Middling equal
to the average for the standard and -inch equal to the average for
the type would have amounted, on the average, to from 0.20 to 0.25
cent 8 pound during the season 1934-35.

These differences in values 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 incresse the range in value of the cotton ineluded under specified
grade and staple-length designations, These ranges in value, along
with the option on the part of the merchant to sell the best-quality
bales of each grade and staple-length designation in spot markets
and to cull out the poorest quality bales of each tenderable grade and
staple-length designation for delivery on futures contracts, may de-
press prices of futures contracts, particularly those for the near
months, in relation {o prices of spot cotton.

FUTURES TRADING AND FLUCTUATIONS IN SPOT.-COTTON PRICES

Futures trading may give some protection from changes in prices
of spot cotton, aside from offsets through hedges, by reducing these
changes. The buying and selling of cotton futures contracts by
competent speculators is alleged to result in less violent but more
frequent fluctuations in cotton prices (3, 9, 10, 12). The conten-
tion is that prices tend to be kept closely in line with an eccurate
reflection of the basic demand-and-supply conditions by speculators
who are ready to buy contracts when they are too low and to sell
contracts when prices are too high.

Futures exhanges are equipped with facilities for readily concen-
irating in a single markes all the available data on the various fuctors
effecting the demand for and supply of cotton. Such information is
usedlby speculators and others in determining when to buy and when
to sell.

Speculators are interested in correctly predicting the movement of
cotton prices as a basis for their transactions because of the fact that
they profit when they are correct and they lose when they are wrong.
It 15 maintained that when prices gre too high the pressure of the
market on the selling side is strengthened by speculators whe sell
contracts with the expectation of buying later at a lower price, and
that when prices are too low the pressure of the market on the huying
side is strengthened by speculators who buy contracts with which to
balance their aceounts or to profit from an advance in prices. The
ncreased pretsure on the selling side of the market when prices are
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too igh and the increased pressure on the buying side of the market
when prices are too low tend to keep prices in line with the best
composite judgment of an accurate reflection of the basic demand
for and supply of actual cotton,

Moreover, futures trading facilities arbitraging, which, it is said,
tends to keep present and future prices, and prices in different markets,
in adjustment {3, 7, 10). Arbitraging is accomplished by selling
in the markets where the prices are considered relstively high, and
by purchasing simultanecusly in the markets where the prices are
considered relstively low. The arbitrager seeks to profit by the
changes in the differences between prices.of near-month futures and
prices of futures for more distant months in the same markets, and
by changes in the diffrences between prices of the various contracts in
different markets. Under freely competitive conditions, fubures
trading along with arbitraging, when intelligently employed, may be
advantageous to the cotton industry as o whole, because it increases
the ligmdity of the markets and tends to keep prices of contracts for
different maturities and prices in different markets in adjustment.

The price Ieveling or adjusting features of futures trading, as pre-
viously stated, are apperently predicated on the assumption of iree
and unrestricted competition, whereas squeezes and other evidences
of manipulations indicate that transactions in the market are at
times decidedly at variance with such an assumption (11). Although
futures exchanges make availnble much good information on demand-
and-supply conditions, they may also supply a means of distributing
misinformation, which at times mny result in changes in prices that
are not warranted by a correct evaluation of the basic demand-and-
supply situation. The increase in width and liquidity of the market
as o result of trading in futures, along with the participation of large
numbers of speculators trading on margins, affords an opportunity
for price manipulation and for panic influences which may bring about
substantial changes in prices, due solely to planned manipulations or
to the nnreasoning excitement of the crowd. An influential person
or persons may manipulate prices by buying and selling in order to
induce o following of less informed persons to buy or sell. In such
instances, the orginator of the buying or selling movement may
adroitly change bis position and profit at the expense of his less in-
formed Tollower (2).

Sucli manipulations and papic influences may at times more than
offset any leveling influences which futures trading may have on
cotton prices, and may result in considerable irregular variations in
prices during relatively short periods. These variations in futures
prices may influence the price of spot cotton to the advantage or dis-
advantage of producers andl spinners.

Despite any Jeveling influences which futures trading may have,
cotton prices fluctuate irregularly and at times widely from one part
of the season to another, and fron year to year. The range in cotton
prices duzing the year sometimes simounts to as much as 50 percent
of the Lighest price during the year. Since 1900, the range in prices
of Middling ¥-inch spot cotton in New York during the year has
amounted to more than 25 percent of the highest price during the
vear about 85 percent of the time, and has amounted to as much as
50 percent almost 10 percent of the time. During this time the
price has more than doubled or has declined more than 50 percent
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from 1 year to another for about one-fourth of the time. Similar
fluctuations have prevailed in prices of spot cotton in Iiverpool
during the same period. An examinstion of table 18 shows that
the average difference between the high and low prices of spot cotton
in New York and also in Liverpool amounted to more than 25 percent
of the high for most of the time since 1820-21.

Coftton prices sometimes change considerably, during relatively short
periods, as well as from one season to ancther. The nature and
extent of these changes since 1920 are indicated by weekly prices of
Middling *#-inch spot cotton in New Orleans together with prices of
New Yorlk and New Orleans futures contracts for the near-active
month, as shown in figure 2. Extremely wide fluctustions over rela-
tively short periods ccowrred in 1920, 1923, and in 1927, In 1920
prices of Middling ¥-inch spot cottor in New Orleans decrensed from
36.76 cents a pound on August 6 to 13.50 cents on December 30, a
decrease of 23.26 cents during 21 weeks, During the season 1923-24
prices of Middling %-inch spot cotton in New Orleans advanced from
22.75 cents & pound on August 2 to 35.75 cents on Novernber 30, an
advance of 13 cents during 17 weeks. Again in 1927 prices of Mid-
dling %-inch spot cotton in New Orleans advanced from 18,53 cents
on August 5 to 23.17 cents on September 9; an advance of 6.64 cents
during 5 weeks. As late as 1932, prices of Middling %-inch spot
cotton in New Orleans advanced from slightly above 5 cents & pound
in June to sbove 8.50 cents & pound in August and September, and
then declined to below 8 cents hefore the end of November.

These data clearly indicate that futures trading has not brought
about that equilibrium between present and future demand-and-supply
cotditions necessary to prevent wide fluctuations in cotton prices over
relatively short periods. Whether or not the changes in prices with
futures trading were greater or less than they would have been without
futures trading is difficult to determine statistically. Some students
of futures trading have concluded that dealing in futures reduces the
range of price fluctuations, and stalistical investigations are said to
support this contention {10, 12). On the other hand, other students
of futyres trading contend that conclusive evidence is lacking on the
question of whether prices are in any measure leveled purely as a
result of futures frading (7).

The problem of measuring statistically the effect of futures trading
on cotton-price fuctuations is complicated by the fact that it is
extremely difficult to evaluate and make accurate adjustments for
the influence of other factors on price changes. Furthermore, it is
not easy to devise n satisfactory statistical measure of price steadiness.
Consequently, caution should be exercised in the use of statistics to
show the influence of futures trading on changes in cotton prices.

With the limitations of siatistical data in this connection duly
recognized, comparisons were made of annual fluctuations in prices
of American cotton in New York and in Liverpool belore and after
futures trading in New York beganin 1870. Futures trading in cotton
was carried on in Liverpool prior to 1870 in the form of transactions
on the basis of cotton under “to-arrive’” terms, Comparisous of the
changes in cotton prices during the year in New York and in Liverpool
from 1821 to the beginning of futures trading in New York in 1870
and subsequent to that date show that price changes in New York
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were, for the most part, greater than those in Liverpool prior to 1870;
that following 1870 price changes in New York declined in relation
to those in. Liverpool; and that during recent years they have been
about equal to those in Liverpool (ta,blge 19). .

Although these changes apparently indicate that the inauguration
of futures trading in the New York market tended to reduce the
changes in cotton prices, it is not known to what sxtent the changes
shown were influenced by differences in quality of the cotton, im-
provements in communication and in transportation, developments
within the market, and by other factors, Changes in cotten prices
during the year have not been so great in New York since futures
trading began as before. On the other hand, the yearly ranges in
cotton prices in New York and in Liverpool, when expressed as a
percentage of the high, have shown an upward trend since about 1885.

Futures trading apparently tends to level out prices during the year
so that cotton prices at harvest time are not unduly depressed (5, 6,
9, 10). An analysis of the changes in cotton prices from month to
month during the Iast 21 years shows some irregularities, but, on the
whole, cotton prices during the harvesting period averaged about as
high as during the rest of the season after allowances were made for
carrying costs.

Through the medium of futures trading, anticipated changes in
demand-and-supply conditions are generally reflected in current prices
of gotton to & greater extent than would be the case without futures
trading (5, 7, 10), but supply-and-demand situations change rapidly
and the focus of specilative interest in eotton is apparently largely
confined to the immediate futuve with the result that prices of futures
contracts, particularly for the more distant months, have not generally
indicated very accurately the prices that prevailed at the date of
maturity of the contracts, In a study of cotton prices for the period
1898 to 1913 it was found that prices of futures contracts for o given
maturity quoted 1 month before the delivery.date constituted a fairly
aceurite indication of the average prices at maturity of the contracts.
The degree of error increased as the number of months increased, so
that prices of futures contracts quoted 2 or more months prior to
maturity bore only a very uncertain relationship to prices at date of
maturity (2}). A study made of grain prices indieated somewhat
similar results (7).

Comparisons of prices of New Orleans cotton futures contracts
several weeks before the date of their maturity with prices of Middling
%-inch spot eotton in New Orleans on the date of maturity of these
contracts during the seasoms 1926-27 to 1932-33, inclusive, also
showed econsiderable differences. The average of these differences
increased with the increase in the number of weeks prior to the
maturity of the futures contracts, varying from 0.73 cent a pound over
4-week periods to 2.52 cents over 32-week periods.

These differences were great enough to justify the conclusion that
the prices of futures contracts {for distant months cannot be relied upon
to indicate even fairly aceurately the prices that will prevail several
weels in the future. Differences between prices of futures contracts
for & specified number of weeks prior to the maturity of the futures
contracts and prices of spot cotton nt the daie of maturity of the
futures contracts, however, were generally less than the corresponding
differences between prices of spot cotton adjusted for carrying charges.
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In other words, anticipated changes in the demand-and-supply
situation were discounted in prices of futures contracts to a greater
extent than in prices of spot cotton.

These data, along with other information, apparently indicate that
futures trading generally tends to lessen the seasonal changes in prices
of cotton as well as the changes from one season to another, but
futures markets, by facilitating trading, no doubt incresse the fre-
quency of change in cotfon prices and may at times increase the
amounts of these changes over relatively short periods.

But such information as is available 1s not considered adequate as a
basis for final conclusions. In the first place, the data used are more
or less fragmentary, and represent only rough averages. In the second
place, increased facilities for transportation and communication, im-
provements in trade methods and practices, and the speculative
system have all develeped together, and it is extremely difficult to
determine what part of the changes noted are the results of each of
these factors and to what extent the effects of futures trading have
been counterbalanced by other developments. Because of the imita-
tions of the aveilable statistical data, the influences of futures trading
on fluctuations in cotton prices have been indicated only in a very
general way.

EFFECTS OF FUTURES TRADING ON PRICES TO PRODUCERS

Protection aflorded by futures as hedges, any price-leveling in-
fluences which trading in futures may have, and any other uses made
of futures trading in cotton are significant to growers largely because
of their effacts on the general level of cotton prices in farmers’ loeal
maorkets.  Although the problem of determining the effects of trading
in futures on the general level of cotton prices to growers is an im-
portant consideration, no attempi is made to present in this bulletin
an exhaustive freatment of this subject. A short statement, based
on rather limited data, is presented, howeyer, as a means of giving
some indications of the effects of tmdmg inn futures on the level of
eotfon prices to growers.

As data on prices with futures trading and without futures trading
and with other conditions held constant are not available, the effects
of futures trading on price level is difficult to measure directly. But
it would appear that any influence that futures trading in cotton may
have on the level of prices to growers over a period of time results
largely from its influence on costs in connection with merchandising
the cotton. The hedging facilities provided by futures trading reduce
the costs of merchandising cotton by reducing the risks from price
changes and by savings in mnterest charges and 1n capital requivernents
(4, 9).  As previously shown, during the last 16 years, on the average,
more than two-thirds of the risks from changes in prices of spob cotton
could have been offset by the use of futures contracts as hedges, but
the amount of the reductions in costs of merchandising cotton made
possible by such reductions in risks is difficult to measure.

The relation of futures trading and hedging to the costs of financing
%nllcomectlon with the marketing of cotton is stated by Carson as

oliows:

The problem of hedging is of great linportance fo the banks that extend eredit
to the merchants who handle the cotton in the United States, as well as to the
banks that finance ifs importation. If the American cotton merchant keeps his
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cotton hedged through the sale of futurs contracts, the loans arc more secure
and business can be transacted on 2 much narrower margin than on cotton that
ig unprotected. In England the banker is primarily interested in keeping cotton
hedgzed, because he has accepted the bills under which it is moving, and if it were
not thus protected, the margin maintained on cotton loans would have fo be
much larger to insurc the bank against loss (7).

The effects of hedging on the collateral value of cotton for bank
leans is indicated by reports from large banks in New York which
lend large sumns of money on cotton each year. These reports show
that on hedged cotton the banks advanced from 80 to 90 percent of
the current market value of the eotfon; whereas on cotton not hedged
the banks advanced 70 percent or less of its current market value.
Datn from individual banks in New Orleans also show that bankers
make loans en cotton as collateral morve freely and at smaller marging
when the speciflic ecotlon is hedged than they would if it were being
carried subject to all the risks of fuctuations in market prices (78).
The increased collutersl value ol cotton as a result of hedging enables
the cotton merchant to carry a larger volume of cotton on a given
amount of his own capital, thus lowering the capital costs per bale.

On the other hand, charges for futures trading also need to be taken
inte aceount. The bulk ol the direct costs 1n this connection are
represenied by commissions, and the costs of comnussions paid by
hedg.rs may reasenably he considered a direct marketing cost. For
domestic accounts, commissions eharged nonmenibers of the exchange
for buving and selling each future contraet amount to approximately
0.06 cent o pound on the New York Exchange and to nbout 0.05
cont a pound on the New Qrleans and Chicago Exchanges.  Com-
missions charged members of the exchanges wre only one-half of
those charged nonmembers. There are no comuussiont charges lor
a member on transactions for his own account, but small clearing
charges are made on these accounts.  Comunissions for foreign
accounts were slightly higher than those for domestic accounts.!”
Total commission chirges that may be considered legitimate mer-
chandising costs depend upon the number of times the cotton is hedged
and the number of times the hedges are transferred during its passuge
through commercial ehannels.

No sutisfactory means are available for determining the extent to
which the benefits ol protection from risks and the savings in capital
costs are oflset by the direct charges for [utures trading. Conse-
quently, it is difficult even to approximate the net savings in mer-
chandising cotton made possible by the use of futures trading. The
fact that most ol the larger cotton merchants, including the rmore
successful ones, continue to use futures contracts as hedges against
losses from changes in prices ol spot cotton indicates that they are
convinced that the bevefits from hodging exceed the costs Involved.,
Any such savings make possible a reduction in the costs of mer-
chandising cotton, and some students of fTutures trading maintain
that competition forces cotton merchants to pass on a substantial
proportion of these savings to growers in the form of higher prices
and to consumers in the form of lower prices (4, &, 70).  Available
data are not adequate Jor determining to what extent any such sav-
ings boost prices to growers or to what extent they reduce prices to
CONSUINGTS.

10 Rules nud regulntions of the cotlon exchanges,
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SUMMARY

TFutures trading has become an integral part of the cotlon-marketing
system. Its fmmportance, from the standpoint of producers, grows
out of its relationship to the breadth and liquidity of the mariket for
cotton, to the margins of costs necessary lor merchandising the crop,
and to the stability and level of cotton prices.

Holding cotton from the time it is ready for market until it is needed
by spinners involves the risk of loss from price declines as well as
possibilities of gains from price advances, During some scasons in
recent years, changes in prices of spot cotton over 8-week periods
have amounted to 25 percent or more of the average price for the
season 20 percent or more of the time. Such changes in prices over
relatively short periods may result in losses many times greater than
the costs of merchandising the cotton. Trading in cotton futures
contracts consists cither in assuming these risks from price changes
as speculators or in offsetting such risks as hedgers.  Hedgers include
principally cotton merchants and cotton manufacturers who buy
and sell futures contracts as a means of oflsetting risks involved in
subsequient changes in prices of spot cotton.

The extent to which the risks from changestin prices of spot cotton
cunt be hedged by the use of futures eontracts depends upon the extent
to which changes in prices of spot cotfon are associated with similar
changes in prices of [utures contracts. Prices of spot cotton and
prices of futures contracts are latgely determined by the same group
of factors, and in addition, futures contracts can be converted into
spot cotton on the date of their maturity, if cither the scller or the
buyer so desires. Consequently the large swings in prices of spoé
cobton are generally associnted with more or less similar changes in
prices of futures contracts, but changes in prices of Tutures contracts
are not always the same as the changes in prices of spot cotfon.

Cotton futuros contracts are used extensively in merchandising
cotton as n means of securing protection against losses from changes in
prices of spot cotton. The amount of such probection depends upon
the amount of the losses involved and upon the proportion of the
losses that may be offset by the use of futures contracts as hedges.
Hedges against losses {rom changes in prices of spot cotton ot its
equivalent are obtained by oflsetting sales or purchases of cotton
futures contracts. When the movement of prices of spot cotton and
of futures contracts are parallel, such o hedge offsets both losses
and gains resulting from the changes in the geuneral level of spot-
cotton prices. A rise in prices of spot cotton in relation to prices of
futures contracts by an amount equal to the cost of carrving spot
cotton is normally expected in American markets. But unforeseen
changes in the relative supply-and-demand situation bring abous
irregular changes in hasis and the risks from these changes In basis
are not shifted by the normal hedge procedure, and they may be
responsible for substantial losses on the part of cotton merchants
who may hedge invariably, but who fail to anticipate correctly the
changes in basis.

A practical consideration, then, in connection with the uselulness
of futures contracts as hedges against losses from changes in prices of
spob cotton is econcerned with determining how changes in prices of
spot cotton compare with changes in basls.
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The analysis showed that during the 16-year period ended with the
season 1935-36, chenges in prices of Middling %-inch spot cotton in
New Orleans over 8-week periods, adjusted for carrying charges,
amounted to as much as 14.23 cents a pound and averaged 1.67
cents; whereas, the corresponding changes in basis for Middling
%-inch spot cotton in New Orleans ca%culated from near-month -
New York futures contracts amounted to as much as 7.99 cents, and
averaged 0.51 cent during this 16-year period. During this period,
taken as a whole, the changes in adjusted basis for Middling %-
inch spot cotton in New Orleans over 8-week periods, enlculated from
near-month New York futures contracts, averaged about 30 percent
as large as the corresponding changes in prices of Middling %-inch
spot cotton in New Orleans, adjusted for carrying charges. The
proportion, by seasons, varied from 59 percent in 1935-86 to about
6 percent in 1932-33. .

During the 6-year period ended with the season 1935-36, these
proportions amounted to about 18 percent for Middling %-inch and
Good Middling K-inch, 22 percent for Low Middling %-1nch, and 20
percent for Middling 1-inch spot cotton in New Orleans, and 26 percent
for Middling 1}-inch spot cotton in Memphis. The corresponding
proportions based on New Orleans futures contracts were on the whole
about the-seme as those based on New York futures contracts,

The average amounts of the changes in prices of spot cotton over
8-week periods, adjusted for earrying charges, and of the correspond-
ing changes in adjusted basis caleulated from near-month New York
and New Orleans futures contracts were on the whele greatest from
June to October when changes in crop prospects resulted in relatively
large changes in prices of spot cotton and were on the whole least
from January to April. The changes in adjusted basis over 8-week
periods, caleulated from near-month New York and New Orleans
futures countracts, expressed as proportions of the corresponding
changes in prices of spot cotton, adjusted for carrying charges, varied
somewhnt mregularly from one part of the season to another, but
before the provisions for southern delivery on New York futures
contracts in theéir present form became effective in 1930, these pro-
portions were generally greatest during 8-week periods ended in
July, August, and September.

(_}‘r,ha.nges in prices of spot cotion were generally more closely asso-
ciated with changes in prices of futures contracts for the near-active
than for the more distent months, with the result that hedge protection
afforded by near-month futures contracts were generally somewhat
greater than that afforded by contracts for the more distant months,
particularly those muturing mn another season.

Changes in prices of spot cotton, adjusted for carrying charges,
showed both advances and declines, and ehanges in adjusted basis
represents both gains and losses on long interests in spot cotton hedged
by the sale of futures contracts, generally referred to as a long-basis
position. Gains on & long-basis position have as their counterpart
the losses on short interests in spot cotton hedged by the purchase of
futures contracts, generally referred to as a short-basis position, and,
except for sdjustments made for carrying charges, the amounts of
the gains and losses would have been the same.  Adjusting the changes
in basis for the costs of carrying spot cotton over specified periods,
as was dope in much of the analysis presented in this bulletin, reduced
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the gains and incressed the losses shown on long-basis positions, and
increased the gains and reduced the losses shown on short-basis posi-
tion by amounts equivalent to the costs of carrying spot ecotton.

During the 16-year period ended with the season 1935-36 the
changes in price of Middling %-inch spot eotton in New Orleans over
8-weelk periods, adjusted for carrying charges, showed declines almost
60 percent of the time, and the declines sveraged 1.86 cents compared
with an average of 1.41 cents for the advances. The corresponding
changes In basis calculated from near-month New York futures
coutracts showed losses on long-basis positions almost two-thirds
of the time, and the average loss amounted to 0.67 cent compared
with an average gain of only 0.22 cent. The amounts of these
tosses from changes in adjusted basis aversged only 36 percent of
those from the corresponding changes in prices of spot cotton adjusted
for carrying charges during the 16-year peried, and the proportions
by seasons varied from 8 percent in 1931-32 to 55 percent in 1935-36.
During the 6-year period ended with the senson 1835-36, the corres-
ponding proportions averaged 22 percent for Middling %-ineh, 21
percent for Good Middling %-inch, and 25 percent for Low Middling
s-ineh and Middling 1-inch spot cotton in New Orleans, and 30 per-
cent for Middling 14-inch spot cotion in Memphis.

Changes in adjusted basis over 8-weelt periods would have resulted
in guins on long-basis positions 32 percent of the time during the 16-
vear period 1920-21 to 1935-36, compared with 40 percent from the
corresponding changes in prices of Middling %-inchi spot cotton in
New Orleans. The amounts of these gains in adjusted basis averaged
only 16 percent of those for the corresponding changes in prices of
Middiing %-inch spot cotton in New Orleans, adjusted for carrying
charges, during the 16-year period, and the proportions by seasons
varied from 180 percent in 1920-21 to 4 percent in 1932-33. During
the G-year period ended with 1935-36, these proportions averaged
12 percent for Middling -inch and Good Middling %-inch, 18 percent
for Low Middling %-inch, and 16 percent for Middling 1-inch spot
cotton in New Orleans, and 20 percent lor Middling 1%-inch spot
cotton 1n Memphis.

The losses and the gains on Jong-basis positions from changes in
basis eulculated from near-month New Orleans futures contracts
averaged about the same as those caleulated from the corresponding
New York futures contracts. These losses and gains from changes
in adjusted basis caleulated from near-month futures contracts
averaged somewhat less than those calculsted from futures contracts
for the more distant months, particular]y those maturing in another
seuson. The average amounts of these Josses and gains were usually
greater from June to October than dwring any other part of the
SEMS0n.

During the §-year period ended with the season 1935-36, changes
in prices of Middling %-inch spot cotton over 8-week periods in the
New Orleans market were fairly typical of those in Houston, Savannah,
Memphis, Carolina mill peints, New England mill points, and Liverpool.
Consequently, the protection aflorded by New York Tutures contracts
as hedges against losses from changes in prices of spot cotton during
this period were, on the whole, about the same In the other markets
as in New Orleans. Hedge protection afforded by Liverpool futures
contraets against losses from changes in prices of Middling %-inch
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spot cotton in American markets during this 6-year period, however,
was gpparently somewhat less than that afforded by New York
futures contracts.

Sometimes basis risks were as great as or grealer than price risks.
Duwring the 16-vear period 1920-51 to 1935- 36, inclusive, changes
adjusted basis for Middling %-inch spot cotton in New Orleans over
S-week periods caleulated From near-month New York futures con-
tracts would have exceeded the changes in prices of Middling I-inch
spot cotfon in New Orleans, ad]ustecT for carrving charges, about 16
percent of the tune, and the proportions by seasons varied from 2
percent in 1930-31 to 37 percent in 1935-36. During the 8-yvear
period ended with 1935-36 the corresponding proportions averaged
12 percent for Middling %-inch, Good Middling Z-inch and Middling
i-inch, and 16 pereent for Low Middiing %-inch spot cotton in New
Orleans, and 19 percent for Middling 1%-nch spob cotton in Memphis.
The times when changes in adjusted basis exeeeded the changes in
prices of spot cotton were largely confined to periods when changes
n prices of spot cotton were relatively small.

The risks invelved in transferring futures contracts used as hedges
from one futures month te another may be an impcrt:mt faclor in
connection with the use of futures contracts as hedges against fosses
from changes in prices of spot cotton.  Such risks arise {rom differences
i prices of fubures contracts for the near month and thosa for the
more distant months. Dala on these differences show that in trans-
forring short hedges from the near to the mare distant months,
considerable losses would have been involved during fnrge part of
the time prior fo the season 1930-31. Gains and Josses from such
transfers were relatively small from the heginning of the season
1930-31 throughout most of the season 1933-34, but with the marked
advance 1n basis in 1934-35 the losses {rom such transfers increased
substantially, and wouwld have been relatively great throughout the
season 1935- 306.

Losses from transferring short bedges from the near to the more
distant months have as their cotmtmpmt the gains to those who
transfer long hedges from the near-petive to the more distant months,
and, except for adjustnwnts made for carrying charges, the amounts
of these losses and gains shown would have beenn the sume.  Adjusting
the differences hetween prices of futures contracts for the near months
and those for the more distant months for the differences in costs of
carrving spot cotton to the date of muturity of the lutures contracts
inerensed the josses or decreased the gains shown from transflerring
short hedges, nmud decreased the losses or inereased the gains shown
from transferring long hedges from the near month to the more distant
months by amounts equivalent to the differences in carrying charges.

Furthermore, a situation in which great losses would have resulted
from switching hedges by buyving contracts for the near-active month
and selling simultaneously contracts for more distant months indi-
cntes that normally relatively few are in s posittion to necessitate the
making of such transactions and those in a position to do so will
make use ol the reverse procedure in order to profit by such dirparities.

A number of factors aflect the relationship between prices of spot
cotton and prices of futures contracts and the extent of protection
afiorded by Tutures contracts as hedges. Cobton prices in surpius-
producing arens that are long distances from consuming centers are
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generully substantislly lower than prices of cotten of the same quality
i deficit-producing arens near centers ol consumption, and these
differences in location are reflected in basis. Moreover, prices of
spot cotton umiform in quality sold on shipside high-density terms
at port markets, for example, are generally somewhat higher than
prices Tor cotfon of the same guality bought on “basis Middling”
terms, landed flat at warehouses in the same markets. These differ-
ences in prices as a result of differences in terms and conditions of
sules are reflected in baosis, '

Dilferences in dute of delivery and differences between the imme-
dinte and prospective demand-and-supply situation may materiglly
affect the relationship between prices ol spot cotton and prices of
futures contracts. When the available market supplies of spot
cotlon are Inrge in relation Lo the demand for cotton, with no signifi-
cant changes in the relative supply-and-demand situation in prospect,
prices of spot cotion tend to advance in relation to prices ol futures
eontracts by amounts equal to the cosls of carrving spot cotton.
I supplies of spot cotton immediately available in the market are
ubnormally Iarge in relation to the demand Tor cotton, when relatively
sinaller supplies are anficipated, it may depress the prices of spot
eotton in relation to prices of futures contracts, particularly those for
delivery 1n the more distant months. A relative shortage of spot
cotion immediately available in the mayket, along with the anticipa-

* tion of yelutively larger supplies, fends lo raise prices of spot cotton

in relation to prices of futures contracts.

Diflerences tn quality and in clussifieation of colton may also aflect
materially the spread between prices of spob cotton in o specified
maricet awd prices of a specified futures contract. Prices of spot
cotton vary appreciably with the grade and staple-length designation,
and these difterences in prices ave veflected in diftferences in basis, In
addition, there may be considerable differences in value of cotton of
the sime grade and stople-length designation when the cotton is
accurately classed necording to the oflicial standards, because of the
range in quality ineluded within the same grade pnd staple-length
designation.  Such differences i value and alse a lack of precision
in elassing may affect the spread between prices of spot cotton and
prices ol Tutures contracts.

Aside from oflsets through hedges, Tutures trading may give some
protection from changes in prices of spot cotton hy redueing ther.
some students of fulures trading have coneluded that buying and selling
cotton Tulures contracts by competent speculators tends to result in
less violent but more frequent fluctuntions in cotton prices; whereas,
others contend that conelusive evidence is Licking on the question of
whether prices are in any measure leveled purely as g result of futures
trading.

Availuble data elearly indicate that Tutures trading has not brought,
about that equilibrium between present and future demand-and-
supply conditions necessary (o prevent wide fuetuations in cotton
prices over relatively short periods.  Whether or not the changes in
cotten prices with Tuture trading were greater or less than they would
have been without futures trading is diflicult to determine statistically.

Futures trading in cotton was carried on in Liverpool prior to 1870
in the form of fransaciions on the basis of to-atrive terms, and futures
tradings in cotton began in New York in 1870, A eomparison of the



http:desigllnti.on

04 TECHNICAL BULLETIN $02, U. 8 DEPT. OF AGRICULTURE

annuel fluctuations in cotton prices in New York and in Liverpool
before and after futures trading began in New York shows that price
changes in New York were for the most part greater than those in
Liverpool prior to 1870; that following 1870 price changes in New York
declined 1n relation to those in Liverpool; and that during recent years
price changes in New York have been about equal to those in Liver-
pool. Changes in cotton prices during the year have not been so great
in New Ym'%{ since Tutures trading begnn as before. Anticipated
changes in the demand-und-supply situation are generally discounted
in prices of {utures contracts to o greater extent than in prices of spot
cotton, and cobton prices with futures (rading apparentiy tend to be
maintained at harvesting time at o Jevel about as high s during the
rest of the season after allowances were made for carrying costs.
These data, along with other Information, apparently indicate that
Tubures trading generally tends to lessen the seusonal changes in prices
of cotton as well as the changes {rom one season to another, but futures
tracding no doubt incresses the frequency of changes in cotton prices
and may ot tones augment these changes.  But such information as js
available 1s not considered adequate as o basis for final conclusions.
The effects of futures trading on thelevel of cotton prices are difficult
to determine directly.  Apparently any influence that futures trading
in cotton may have on the level of prices Lo growers over a period of
time, resulls lorgely from its influence on costs in connection with
merchandising cotton.  Futures trading makes possible o reduction
in the cost of merehandising cotton by supplving a means for obtaining
protection from changes in prices ol spot cotton, and for maling sav-
ings in inferest charges and in capital requirements. The hepefits
of protection from risks and the savings in capital costs wre offset to
some extent by dircet charges lor futures trading, the bulk of which
are represented by commissions.  Any net savings as the result of
futures trading mnkes possible a reduction in the muargins of costs
necessary for merchandising cotton, and some students of futures
trading believe that competition forees cotton merchants to pass on &
substantial proportion of these suvings to growers in the form of higher
prices and to consumers in the form of lower prices.  Available data,
however, sre not adequate for determining to what extent any such
savings raise the prices to growers or reduce the prices to consumers.
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APPENDIX

The mumher of shservations wsed in {he analysis gonerably mmonnted (0 32 cach
sedston or to Deaeh week. When the markets were e¢losed for s Bolidas on Fritay,
prive guotations for e preceding Thursday were genorally used. The nunber of
observations in 1932 33 was reduced somewhat gs o result of the bank fieslicdas sl
the temporary suspension of the Deparfment Market News Serviee fur colton.
In afow instances, the namber of observations was redueed as o resift of some
markets being closed on both Tharsday and Friday.,  The avorngges prosenied in
this hulletin represent shaple averages or were arrived at on the basis of stapie
averages of the individoal ohservations included in the anpdysis,
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TapLE 1~-Changes in adjusted prices of spot cotton of specified grade and staple
lengih and in adjusted basis over 8-week periods, by scasons, 1920-21 to 1985-36
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Alaximum chabpe per pound

Avempe chinowe per fowtel

Feason heeinning July

;
: Tiagis 3

' 1
i Xew Yark | New Orlenns
! futwores futures

5

ngis ¥

New York
ftibures

New Orlenns
futures

Cenfs

e =1

LS

7

Avenr

1

ety emia
L h

]
)

~

Crnte

[2}
R e et et ekt a7
. et

LA MILLING T DN

e 2 1
[T . ..
1922

15

12

085 7

14926 2

Ly -

1035 23

120~ 30
163031
1L R2
W32 33
1634 35
163530

Avoenye

e
4T

4.
1
L ik
4.
4.
1
1

15

=
a
HI
b |
E1]]

tlalal kbl L el LRl

-

0fyD MIDDLING

TEINECI

B
1p2)-02
1922-2%
1z N
192925
102530
Jual-ay
25 2
102520
=40
1030- 31
3132
A5
-
1034~ 35
104536

Asepe

[
INEH
Lah
484

ey 3

wmTeEENay

Lt el alalal ol Ly Sk ek L

See footnotes ul eud of e,




SPOT-FUTURES PRICE RELATIONSHIPS FOR CUTTON 67

TasLE 1.-—Changes in adjusied prices of spol collon of specified grade end staple
length and in adjusted basis over -week periods, by seasons, 1920-21 to 1985-36—
Continuved

MIDBLING 1-INCLl !

i ]
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Taguy 2—Changes in prices of Middling Tv-tuch spol cotlon in specified wmarkels
and $u busiy over S-weck peripds, by seasons, 1930 31 to 1935-38
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Tasie 2—Changes in prices of Middling [5-inch spol cotion in specificd morkels
and in basis over S-week periods, by seasons, 1830-81 to 1935-86—Continued

13132
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Tanre 3.—Meximum changes *n adjusied prices of spol colton of 8 pecified grade and
staple length and in cdjusted basis over S-weel perivds ended during specified
months, by seasons, 1920-81 lo 1935-36
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TABLE 3.—Mazimum changes in adjusled prices of spol collon af specified grade and
staple length end in adjusted basis over 8-week periods ended during spectfied
months, by seasons, 1920-21 Lo 1935-36—Continued
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TarLE 3.—M azimbm changes tn adjusted prices of spof cotlon of specified grade and
staple length and in adjusled basis over 8-week periods ended during specified
months, by seasons, 1820-21 to 1935-36—Continued

GOOD MIDDLING "-INCH—Continwed
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TarLe 3. —Mazimum changes in adjusted prices of spat cotlon of specified grude nnd
steple length and in adjusted basis over S-week periods ended during specified
wanths, by seasons, 1920-21 lo 1935-36—Conilinued
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1 Gee fnotnote 1, Lable 1
? See funtnnle 3, Leble 1.
1 dep fentnole B, indde 1.
1 gpe footnote d4, table 1,
s Market elosed tduring bunk holiday,
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TABLE 4—Average changes in adjuslted prices of spoi colton of specified grade and
staple length and in ad_;.-usi‘ed basis over 8-week wperiods ended during specified
wmonths, by seasons, 1920-321 lq 1935-36
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TaBLE 4.—.lverage changes in adg’ustcd prices of spol catlon of specified grade and
staple lengih and in edjusted basis over 8-week periods ended during specified
months, by seasons, 1920-21 to 1985~36—Continued
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TaBLE 4.—Awcrage changes in adjusted prices of spol collon of specified grode and
staple length and in adjusled basis over S-week periods enderd during specified
months, by secasons, 1920-21 lo 1935-836—Continved

GOOD MIDDLING W-INCH
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TasLe 4—Average changes in adjusted prices of spot cotion of specified grade end
staple length and in adjusicd basis_over S-week periods ended during specified
months, by seasons, [920-21 1o 1935-36—Continued
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TasrLe 4.—dAverage changes in adjusted prices of spot eotlon of specified grade and
staple length and in adjusied basis over 8-week periods ended during specified
months, by scasons, 198021 to 1935-3—Continued.

ATIDILING (H-INCH 0 Confinued

Verind eteeledd during -

Famry el Fehroary Maureh aml Aneid j Any and fune
Senia :

s _ Bosis Basis?

Fped St \ PoApat
Brie-< NeME . New pmees 0 New b New | pricet] New o New

Yuark - tirlouns © York | Grleaps Yaork  (irloans

futures Fuyres Cfutires {otires l eures futures

. : E i .
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130 3 ) . el
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|
i
i

). B8
1935 30 .

Averape. | ey i}

rintn (‘m:ﬁvi Crate | etz
-

- dee [oatnote 1, table 1,
i Aee ool aote 4, tablke 1
3 Nep (el oate 3, table ),
s ¥ep fonfnme 4, table 1.
5 2ee fooluete 5, abie 4.

Tasue a.—:Average changes T adjasted basie for collon of specifird grades and
siaple tenglhs arer S-week pociods cuded duriug speelfied manths, by debivery mandhs
Sor specificd nwmbers of sceasons enided with 1935 301

WOPRMDLING SRINOH, e 01 T R0 2
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Trecamber. ... . . Lo Lah LA E ;
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e e e e e e ——- !_ -
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TABLE &.—Average changes in adjusied basis for cotlon of specified grades and siaple
lengihs over S-week periods ended during specified mouths, by delivery monihs for
specified numbers of seasons ended wath 19385--36 —Continued

GOOD MIDDLING 74 LN H, 19%0-21 70 1035-382

Period enderd during—

Few York fotures, delivery
mionths I

New Orleans folures, delivers
uibnths ¥

R

July, August, and Ssptember.._ . .

Cetober nud November ..
Jununry and Febroory,
Margh apd April.. ..
Moy and June_... ...

BONSGIL

Cenis
.96 f 4]
.85
.45
.52
N

.85

Cents |

Ceuts | Cendy
. 1,01
.72 .40

) .44

]

k)

.78

July, Supost, and Sepiemher. |
Gelaber andd Novetaber
December. ... ... . ...
Januery aud Febroawry . . .
Muarch and Aprit.

Aloy pnd June. ...

SeRgen. ..o .

1353
. i

1300 S
‘!L—:}»-

2

o

rx

oy nand
T ' L8
aslooapd
sl
TR T
801 L8

T

MIDDLIN G 1M-INOT, 230 T0 1035564

July, Auptst, pod Septendwe L

October and Novembr. .

Bevembor ... ... o0 L L
Japuaey nad Fehruaey ... .. - .

Mnrcl amd April, .
Alryamed June.. ..

Ressom.o.. ... ...

bl A
it

o

. . 1 .
LI TR TR O - - R

L T
ag | :

L
L CH

b See fontnots 3, tabie 1
# Bew footonge §, tnhie |

1™ ambers for tontrael dellvery mooths show Lie onder of delivery date, a% 1=nearest netive montl;,
I=gpcom] nearest, I=thivd peprest, ad d=lpurtl nearest,

t Ser foutnoted, table §.

TasLE 0.—Changes tn prices of JMididling S3-inch spot colion in specified markels,
anrd in basis, orer 8-week periods ended during specified montla, for the £ years

1830 31 Io 1995-38

Period ended duriog July, Augest, snd Septomber

Muximum change per pound

Avernge change per ppuml

Market

Tinsia ?

Basig

Bpot
prce! e york
futares

Laverpool
futures

New York

Liverpant
Tutures

fulures

New Orlonns
Haouston. ..
upvannih..
AMewmphis . .
Carabinn il points

Now Eoelnngd i) poines
Liverpged . .

Hee funtnutes at ped of tble,

Cenls

Centls
[1N)]
34
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Tasre 6.—Changes in prices of Middling *-ineh
and in basis, over S-weok periods ended

79

spot_cotlon in apecified markets,
during specified months, for the 6 nears

1930-31 to 1935-36—Countinued

Marke:

Ferind ended during (etober and November

Muximnm change per Patio Averapge change per pound

Bnsis 2 Hasis 7

Spot -
price s e Yark

Snat
Liverpog] : Prive?

. New York Liverpoal
Tutures

ftwgres  © foleres

New Orlenns. .
Houslon, .
Savangeh_
Memphis. .
Corolinn mil foints .
New Enpland mill poinis
Liverpool. ...____.__ ...

New Orleans .
Houslon. e
Havananh
Memphis .
Carolion il peints.

New England will points .. |
Liverpoul oo ... .

New Orleans. .
Huoustoan
Swvannnb.
Memphis . .
Carclina maill points

;l fiilures
i

Criilx
05l
NG
LM

Cenlz
049 -
A
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.00 i.42
LA 1654 -
_A3 + B3 -R3
LW .39 i)

Ceitfr Cends

Cenfs | Cemis
h .37

o601 0,31
. g L1y
it 30

.76 b

.42
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| (. 55
L L

|

i
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iy N
R L ! .53
B0 108 45
i L .56
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0.7 ¢

R

Xew Fogland mill pedwis

Liverpogl. .. _
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Memphis. .., . .
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New England mill poius
Liverpoal

New Orlepns. .
HOpuston, ..

Suvannoh_

Memaphis ... . .
Coroling mwill poims .
New Fopland mill potnis
ldverpond... ...

Periud ended durfng Mareh aod A il

(.38
i
!
.12
LRl

Lys
.75
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{78 ; 090 |
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Nk f
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A
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b sped priees o Fricday o olicialiy quoted by the caltou exchaapge at each marker.
contverfed (o United Bintes money u the corrent rle of exclinnep,

Liverpunt pirices were.

? Bnsis represents the spread bolw een r.lm runted prlees of Middling "s-4nel spot eatton in speeeiflodd mne-
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TaBLE 7.—Proportion of ihe fime changes in cdjusited prices of spol cotion and in
adjusted basis over B-week periods showed gains and losses on long-market interests
in spol colton, and average amounts of these gatns and losses for collon of spectfied
grades and staple lengths, by seasons, 1920-21 io 1935-86

MDDLING W-INCl

Proporlon o Hime

Cupined o b on -
Sepson beginning July

Basis? Basis?

CRpOLTICE o e N Oleans , SPRRITIOC T a g

v Oirlenns

futures | fuldres . o futures futures
Pereend | Poreend | Pereent Prreent HPereent Pereent
W5 ol o2 NG 74 i
472 5. e o
i A i LN Ll fig.
4G H 1 0 sh.
427 : 25 4 vin
17 3 B ALY 2y W,
. : 5 9, i
i 1 H i
N —’- . W T
e W L~
.

—aatniz

1933 34 - )
1634-36.. . pe
336 . "
Avernpe qte L] w4 LA
Average armmount
Cents rnlx ¢rnlx Cemir Craft Oradx
FLGLER . (e [0S ] 2,33 2.0
w 3 A 1 T 1)
Ao L2 L s
3 T .4 1,35
Rt LA ] 141
Rl I (3 1. )
| i e 43
L Y 1 %
A 14 1. 3
Ab N 1.0 L4
B ' N §.3 -h
32 1L EnY; T
rad T : on
G i NI Nin
W 14 i
AL 3 n
HEHS! .'_’n! 1 £
Lo MIDOLING "IN
Propurtinn of Ve
IPereent Fereeat Fereeat Fereent Frereent
3 T MG oD M0 423
18321 itk 4 2 W m 3w 6 2n 47.2
1ip2y -2 oo i s KU L[] 31
o a6 0 wn L] ik, “H.0
25 Sy My a7 3 40.4 48,1
LB I' nag an ! M5 100. & 108 &
A , 46 3~ 5 0.4 a8 #1545
fil 394 KU 434 60,4
5} 7.3 14y [ KK &
2 b} ] B2 oA ™oy
g 102 i 45 1 s 1 ni N 509
' 6y k by 1] 7. 153
14935-42 i ' 6 424 = 053
1932 33 ] i € 2 1.4 . 5.9
14231 ! 4.2 61,5 . 8.1
1035-35 ; ! 1d £3.5 " 4 05 2
1435-25 - ! - L S
Average # s s 60.3 82,6

See footneles wt v of tabte,
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TabLe 7.—Proportion of the time changes in adjusted prices of spoi cotton and in
adjusted basis over B-weck periods showed gatns and losses on long-murkel interests
in spot collon, and average amounis of these gains and losses for colion of specified
grades and staple lengths, by seasons, 1220-21 lo 1835-36--Continued

LOW AIIDDLING 1N CH-—-Continued

Averipe Ruount

Crnined ou— Lt on—

i
I
}
t

Soasen Lepinning July ; K ]
Dasis 2 Pasiy 2
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i

]
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5

E_

foteres . fulures futures futuris

Cents . enis Clenfs i Cends Centx
T42(- 21 : . 3h i3] a5 . -
HEUG B U3 : il . an LW
142223 #2 B : 43
19330 i B0 1.93
1uag 25 BT ] I5d
L L9
it L33 .42
- i L34
33 L0 ! )
¥ L : ]
) .13 i
14 Ldn Al
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. i
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TaBLE T—Proporiion of the time changes in adjusted prices of spot collon and in
adjusted basis over 8-week periods showed gains and losses on long-markel inlerests
in spot cotlon, and average amounis of these gains and losses for collon of specified
grades and staple lengths, by seasons, 1920-21 {o 1935-36—Contirued

LOOD MIDDLING T§INCIl \—Continued

Averuge amount

Cained on— Lost an—

Season beginhing July
Basig? DBasis 3

Bpat price? Spot prips ?
Wew York | New Orleans New York [ Wew Orlesns
. Mutpres ' futwres futuces futures

Conty Centis Cents

1. 14 ) - 2.60
LA N
L5

Avernge.. ..

MIDDLING -INCTLS

Proportion of (lme

Pereent . Pereent . FMercent Pereemt Prreend Pereend
o6 0 BN 30 a4 7.7 ¥
0.4 . . 97T
17.3 £ I . §2.7
9.2 N ] B, B
250 5 . 5.0
&1 - 3 46,9
f1. 3 348, 5
L 40,41 0.6
T05-BBoeeccn o e e 40,4 56,6 |

Average. . R 1; . .5

3 A ey
TR TR N v S =

LI .‘. ,'
| woowaa e

E

Averate gmount

Cerix Cenlx
¢ i .40

Average....

Bee foptnotes sf end of (able.
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TABLE 7—Proportion of the time changes in adjusted prices of spol colton end in
adjusied basis over S-week periods showed gains and losses on long-market inferests
in spot colton, and average amounts of these gains and losses for colion of specified
grades and staple lengths, by seasons, 1920-21 lo 1835~836— Conlinued

: MIDDLING 1ENCE

Proportion of time
Gained on— Laost on—
Season beginning July Basis ? Bagis?
Sy prive? I Spot price?
New York | New Orlesns Now York | New Orledns
futures | futnres futures futures
Pereent Pereent . Pereent Prrcent Percent Pereent
162830 e 1.5 3.5 L4 . 3 615 506
152031 R 186G 15, 1 3i.1 BO. 4 A8 52.9
I%31-3 1E.D 3.0 26,4 g2.¢ &2. 10 6.6
104243 .. 8.3 46. 8 .2 44. 7 45,4 4.4
III-H . - e 65,7 3.3 i | 4.3 [r=ary 629
1934-43 . 0.8 HHon 33.5 7.2 5.4 4.2
183536 4.2 305 5.7 55.% 3.2 67.3
AVETAPE aeae PR - 335 416 1] 8.7 .0
Avernge Rmmonnt
Cends Centy Cents b Cents Centa Cenis
.53 0.3 0.28 151 u. 87 .87
.63 ) J15 1.353 A8 ) )
.32 i k3 .15 13 L8 17
1.4 i1 .13 B L] 17
93 A7 16 .0 LG W08
. . it LG 18 .48 .18 .18
FOFA0 . ce e 63 B .2 N 50 B
ANOTALE. oot eee | 88 ) .1 1@ 103 Ll .40

& £ osing prices of spot colton on Fridaysas guoted in New Orleans.

* Adjusiments were mads by sib{racting {rom tisg changes in Guoled Jirfees the costs of stornge, Insursnce,
and interest for carrying the spol colton aver §-week perials.

3 Adjusiments were made in the changes ie busis, or in the spresd batween the guoled prives of spal ool-
Lom of specified grade and staple length in New Orieans and in Me phis and prices of New York und New
Orleans futiires contravts for 1he near-nelive mounth a4 the close of Lhe fujures markels on Fridays, for ihe
cosls Of carT¥ing Spud colton over $-week periods. .

¢ Closing prices of spol votton on Frideys as quoted in Mewmphis.
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TaBLE 8,—Proportion of the time changes in adjusted wrices of spol cotfon and in
adjusted basis over S-week periods, ended during specified months, showed gains
end losses on long-markel interests in spot cotlon, and average emounts of fhesc
gotns and losses for cotlon of specified grades and slaple lenglhs for specified
periods ended with 1935-36

MIDDIANWG 7EINCH, 1920-21 T'0 1035-361

i- Troportion of time
Cinined on— d Lost on—
Period ended during— | i
Tasis 2 : JEGTGER
i
v Bpmb G - i Spob
! e * 5 o 2 - -
prive New York | New Orlenns \ Irice XNew York : New Orlenns
futures < futures Nitures futures
. E :
} Pereent { Pereend | Pecenl ) Percent | Pereent Pereend
July, August, Sepiemler. ; 321 i 2k 10 1| ok 6 700 4.4
Oretober, November R | Mot 42,4 kLN i, 9 il 8 [
Tegenibor. ___. N 431 25,4 e 4 LA 8 L]
Janunry, February = 46, ¢ 201 0.9 0. (+ 2. Hoh
March, April___ | gt 86,0 B9 a4 o0, 3 fiti. 2
Aay, JUNE e - emeemrmme e 46, 5 EERTI a0 5.2 oA 5.7
! i H
|
: A vErOEe ot
i
? f i 1 ' :
| Clenda rnfs Ceply Cents Clemte & Crmls
July, August, Septembero . 1.50 L35 I 0. 49 T2 0.9 .97
Detober, Noveinher..._ I a0 | ) | L2 244 .ol S
December AT A7 L0 177 L 3
January, Frhrunry . .85 13 SLE L1 .33 ]
Mareh, Apri 70 L8 LK 143 42 15
May, Juno... L 142 | iy AL .45 it}
! | i
LOW JMIDTYLIN G S5-INCIH, Wo0-20 T 195301
Praportion of time
. I ; : i -
 Fereend Pereent 0+ Peremal Prreeat Fereem
July, Amz\lgst, Septemboer . .3 21L& .6 i, 5 T
Qctober, Kovember .. .} At Stk 154 At 9 17, 3 54,2
December o oo_ooo. . L 43,1 3k 4 a5 G N 55,8 .4
Janunry, Fehroary_ . . 1.5 45 1 ol 58,2 ALt a7
Mlarel, April, B, 4. 5 4.1 L] Al & 637 MLT
May, June. . I 4.7 T 3.8 58,3 fil. 2 6.
i Average amoting
Certs Cende | Cemds Ceni (%¥Ris Cents
Tuly, August, September. . 153 0, 49 1. H) 2,42 106 1L
Qetober, Nevember _____. . . 104 L37 L35 a4 L BG ]
Tleventher. o ooaeoaae . LAk L ) [ K] . 3¢
January, Felbruary _ . .08 .30 L ik ] L3
Aareh, April, .. Cemewaen LBA L34 +dE 1.3 .42 42
May, Juneo.______ _. eean 1.55 -1 ) L1a .45 4B
GOOD MIDDLING 24-10CLE 1W20-21 T'Q 1935301
I Propariion of Liewe
| ]
Perevat Prrevnd Porcent Frregnt Percent Perernt
July, Aw-aust, Septemyber. L. 0L 18,7 1.7 M 80. 4 41t
Octobey, {iovember__. . AT 51.1 A, 8 198+ 48,2 50,7
Decernber. oveaaeoon 444 0.0 333 5.2 5.4 Al 7
January, February ___ - kiR LB 2.3 i ¥ e 7 T
Mprel), April. .. P 6.3 A1 6 2743 T #1.0 TG
May, June.____.... .. . .. 4.0 B | gLt 5T BT it 1

I8
Sec foornotes al cod of Lable,
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TaBLE 8—Proportion of the time changes in adjusied prices of spol colton, and in
udjusted basis aver S-week periods, ended during specified months, showed guiny
and losses on long-markel tnlerests in spoi cotion, and arerage awmounis of these
goins and losses for cotton of specified grades amd staple lengths for specified
pertods ended with 1985-56—Continued

GOOD MIDDLING I&INCIL, 1u20-21 ‘T 1635-36— Continued

svarage nmguanl

Gainerl on-- Lost on—

i
i
Period cuded during— i

DBasis 3 Basis ?

i
.
1
!
i
i

8pnt
price *

, ; . Spot :
New York ; New Orieans | price ? t New York . Now Orleuns
futures fttures ! | fulitres  ;  (utures

Cents F Cents
July, Augusi, Septeinher . L 30 , 1.t .04
Oetober, Noveumher, . . Lo L LI§
Teceimnber . LT . T da
January, Febroo . : T i Lh S L34
Marel, April e L4l S5 LK LGl Laf
Moy, June .. .. . E R . SE L

MIDDLING 1-TNCLL 02028 U0 104530 L

Proportian of limoe
i

| Perceat

Fereant i f Poreent
2,8 I :

NG
17.0

I
July, _-\qusf:, Soeptember . | ,'
Qetnber, November. o__. ... i

1
Drcomber i
|

Rh GG

Japuary, Febouary_ ! 5.9
Mareh, April IR
May, JONG. e o e, i .7
I i

spozey

Avernpe sinount

Cents . Cents Cenis
Tuly, Augyst, feptember R 016 0.3z .63 | k 0.
Oetohor, Novemnbero..._ ... ! il o0 BIE .03
Decomnber. .. Lo Al Ak : il
Javnary, Febtunry. . . LI LA . L7
Mwrch, Apeil ____ .0 L., Nt . CH LA
May, Jone. . B ; :

MIDDLING 1M4INCH, [520-50 1O 19958061

i Propertion of Linwe

Pererni Frreemd Prreemt Hareent
Inly, Atiggst, Septemier. . AT 2645 M IR A
Qetoher, Novomier ... . 16.F ¢ 440 - 41,0 HeN
Decemror.  ooee ... .. Wi, 6.7 EL 3.3
Jannnry, February, I AN My afl 1]
Aareh, Aprilao. o0 _ L. : T Sl 0.9 | .
Moy, Juowe.___.__ ... LT T RERE i

Avorape amonr

trnfs  (ruis . Clemt
July, August, Seprennier . [ A
Oetober, November o . ! KA <1 I
Doeeember. ..o L LA 15
January, February e .2
Mareh, April. . e LBY PRI
Day. Tupe.. ... L. ) # ' LHL

! Closing prices of shok estton on Fridays og queted i New Orleans,

1 Adjustments were made by subiracting tront the chonges in gunled prices the eosts of storage, jusue-
ance, and interest for earrying the spol cotion gver S-wook Teriocds.

1 Adjustments were made in Lhe changes in hosis, or o the spresd hetween the runted prices of spot
cotton of specifiee yrade and stapie length in New Orleans and in Alemphisand prices of New Y ork and Now
Orlenns Jutures coutracels for the nesr-aetive month ut te elose of the fitures iuckets on Fridays, for the
costs of carrying spot eotton gver B-weak poriods.

! Closing pricos of spot cotton an Feidays ng quoted in Memphis,
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TaBLe 9.—Proporlion of the lime changes in adfusted basis, over S-weck periods
ended during spevified months, showed gains and losses on long-markel interests in
spot colion, and average amounts of these qgains ond losses by delivery wmonths for
specified periods ended with 1885-36 1

MIDDLING 4INCH, 1020-2t TO 10353617

Troportion of Lime

Cained on hy— ! ozt on by—

Period ended during—

relivery manihs? ! Delivery monLhs 3

30

I3

Prereent Percfﬂ! Percent , Percent !Pcrcmt [Prrcm!
July, Avgust, Sepiembero... ool f 2,2 ] LT .4 8.7 g 78.2
Qctober, November. . ._ X 36.0 4L 7 50,8 .0 X 55.3
December 25. 25.7 3 28. 4 .8 o) 3 Tl
January, Fehruary. i .0 3 2.5 T4 60,0 . 75. 5
March, 1\1‘!1‘11 . 46, 30.1 . i G0, 3 60.9 . ). 3
"\fiay,]unu 3 M 5 381 3.0 N: . 0.4

Season } 5.8 #24] WL8| Ba9| 085 o] ea.n
] | !

Avernge amount

i 1 N !
i Cenlg Cemds | Cemis | Cents |
July, August, September, .. k 0. I-; X .5l 0.99 i

Detober, November. ... .32 k .40 .91
December. ... 17 .2.} . .24 L4
January, February. . .13 .35 .33
March, April___ .13 1 .42
Aapy, Junc . A5 . © .63 .45

et . Ao ]

LOW MIDDLING I4INCH, 1020-21 TO 1955367

Praportion of time

Péreen! | Pereent P:rcem Pereentt | Pereent Perca:n!' 'I’ercem “Percent
July, August, September ... LB 2n4| mmr| = 75 Wi U e
October, Novemnber 171 . . 47. 5 hz. 536 ¢ 4.

38, A1 3 . 3 3 62.0 12N
January, Fehruary L 43.0 . 3 54, . 58 ] .
Marel, April . 538 . . 3 4.
May, Juno ; T Ao . . . B.’i T 3.

1.0

zramaeunt

Cenfg
July, August, Baptember X 1.06
Oetober, Noven ber____ T . . .86
Deeembet_ ... . . .63
January, February . i)
Maoreh, Aprit... . N .42
Maor, June . . .48

.1

See lootnotes of end of table,
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TaBLE 9.~—FProportion of the iime changes in adjusted basis, over 8-week perivds
ended during specified months, showed gains and losses on long-markel inleresis in
spol collon, and average amounis of these gaing and losses by delivery months for
speetfied periods ended with 1935-36 '—Continued

QOoD MIDDLING I§INCH, 1920-21 TO 19353361

Proportion of time

Lentered on hy— : Lesl on by—

Period ended dering—

|
i | =

]
i
Delivery nignihs? i Delivary monihs 3
i
I
i
|

Pereent | Percent | Percent | Pereend | {Percent
Jaly, ;&n%l\.ls!;. September . 20,4 20, 80, 4 81,2 L 046
Qctober, Movember 3l . 453 44,4 48.2 &5. iH. . 1
Decenmber . 3 5. A 3.8 65.3 1< 8 2
Jonuary, Fe . . 3 AT 0 2.5 6.7 07, E
March, Aprit 3.6 . ) 4. B 54.0 63,
May, June. . . 30.3 H22 5.7 0.

32.0) 835!

Awernge amount

Cents
Julr, ;’xu%st, September i 3 3 ) . Ll
Qectober, Novomber. ... . . . 1,18
December . . .45
Jauuary, February . . . .34
Mareh, April__ . . . . W52
May, JUnC e . . . . .44

Beasen. ... ... ... .- . Lt L™

MIDDLING J-INCH, 1627-28 TO 183596 ?

Propoction of tine

: Prercent !Pa.rcmt Percend {Percent : Percent | Percent  Percend | Percent
Juir, Aupust, September.... .. 218 18,8 .8 23,12 ] 8.2 £0.2 7

Octoher, Noveuber 53,8 2| 4v.4 X
Decembor ..o o L Iy 8 275 25,0
Japunry, Felroory. e e 8.4 3 387
March, Apri PR Ll N 4. 1§
May,June_____________ ... 3.7 3 Ri.2

T T 334 ‘ . W2

Averege amonnt

Cenis Cents | Cends
Toly, g\uQst, Septemirer. . oo W18 X 035
Qetober, November L. L. . . . . L3
Degembero__ .. _..

snpuary, Febroney .

Maoreh, April.L.. . .
Maw, Jane ... __________

Season. ... e

dee foornoles at end of table,
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Tasue 8. —Proportion af the ifme changes in adjusted basis, over S-weeck periods
ended during specified months, showed gains and losses on long-markel tnlerests in
spol colton, and average wimounis of these gains and losses by delivery months for
specified periods ended with 1985-86 '—Continued

MIDDLING 1IN, 1020-30 70 1935354

Proportion of time

Coined on hy— : Lost on hy—
Period ended during-—

I
Delivery monihs 3 Belivery manihs ?

T
SRR R

: . t
: i
L Pereent | Percent l Percent] Pereen? FPereent
Faly, Aupust, Septomber. .. . 264 i 3 1 128y 4.7 GiLLO
October, November ... . . .8 42,9 3 4. 3 5.1 . 5.8
Dregerghor . L BT qE4 L TR 8, 6 W T [y}
January, Fehruary N Had 2 T .G 4.2
Wareh, April.._ ] 3. T 3 B4 3. e
Sag. Juneo ... . ... o7 2 LBy i Gl 6 7 T3l

SeBSOR._ . ieeecw.. i BRLG i 4.1 5670 5.5 33.9
i N 11

Averagd ameunl

Crms o Cenfs | Cends | Cends
0! AT [0 053
L .23 . .50 .5l
.15 2 W17 W17
] . .21 L2l
.15 8 .28 .28
| . . 7 LA L3
.19 . . .38 .38

July, Au;irsl. September .. ____| D14
Qetober, November. ___

January, F(‘bruur)'_' -
Mareh, April -,
BBy, June. o iiiemeal

SeASOT___Looeooo_ ...
i

1
Decemier oo I

L Adjustments were mpade jo the ebanges in basis, or in the sprond bebween {he guoted prices of srot
cotlont of spovified prade nnd stapte length and prices of Now York {utores conlmels ab Lhie olase af B
futures markets oo Friduys, for thie vosts of cnecying spat colton over B-weak proriots.

* Closiug prices of spot oottor an Frideys o5 quated 1o Xew Orleans,

2 Numbers for continct delivery months show the order of delivery date, aa L=aenrmst active month, 2=
segond nearest, 3=third nenrest, and 4=rfourth nearest,

¢ Closing prices of siiot eotlon oo Fridoys as quoted in dempdis,
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TABLE 10.— Proporiion of the time changes in prices of Alddling Te-ineh spot cniton

in specified markels and in besis over S-week periods showed gotng

ant losies on

fong markel inlerests 4n spol cotton, and average amounts of these gatns and losses

by seasons, 1980 -81 lo 1935-30

1930-21

Properlion of Hme

Ginitgd on— ! L.osL an—
Market . i
Ruxis 3 i Busis ?
Snol - ; Aot
' et - . ica! - . B
i price Naw Yurk | Liverpool frice New York | Liverpiool
' fudires fulares Metures Intures
Pereent Pereeat Pereent Percealt Pereent Pereend
New Orleans oo oo ... " 25.0 i .5 75,41 25. a6,
Ouuston. .. 20 6.8 7.2 76.0 19,2 8.8
Suvannah 25, 1 827 07, 3 75.0 ] 27
Metuphis. ... . an G5 5. G 5% 45 A0, 4
Caruling mill paints . S .10 6. 0 48,10 Y U5 0 82,0
New Enzlend mill p ms . ! A 6rqQ [IEN] T 2.0 40,0
Litemau]..-____‘______._A___.._ . a1 St 0 & T FLR] 0.0 423
. 1
LFCRge Mt
[P — ;

_ Ceuty Crarg cepfy 0 Cenls £enis Centy
New Orlenns. - ner 0,4 0.37 0.7 , 44 0.37
Houston_. . .- i L1y ! i 1.3l ] .40
Envupnali A TE ) .87 14 .83 . 5
Memphis.. e Wih ) .42 1,47 a0 %
Caroling i}l points Lty .38 -4l 1.3 32 Rt
New Englnnd nuli nmutk L. ‘I ) 1 .4 1. 5 L fie )
Liverponl cooeacaao - .8 ) L 1. 5& .45 Ll

. |
1Es1-32
Proportion of time
f. Peree n.‘ Prereeitt i Preree it Fi ’prcwrt Prreeitt Pereent

_t i Y5 L 4.0 {i1, L9 k)

0.5 100, 1 B, 2 !‘»L 5 i) 2.0

Kpvannah 423 ik 3 Gh. 2 5.7 1.y S8
Memphis. ... 8h. 4 a6, 67,3 ATV 19 i
Caroiing il polnts . | 45,0 00, o i) B2 0 5.0 440
New England will j1DII]Ib 35,0 u. 1} Va0 62,0 1.4 28,4
TAver o0k oo Uik 5 7.2 53. 8 i3, 3 260 35 6

Avarapge nmount
Cenly Centa Cendy Cents Cends Crats

Wew Orlenid... 0.41 Q.23 0, &2 113 4.05 .2
Hrusion_ A .25 ) i.08 18
Bavuonih ] i L 1.18 .02 [
\Iemphls - - .40 i .25 117 ALl .23
Caroling mill p I ] L u ) 1.3 Nin 3
New Eoplrud mill pumlm - At .40 n 1,12 L4 .23
Liverpood .; L8 i L3 114 1 .13

1 8pot prices an Friday ns oilicially quoted by the cotlon exehsnge ab encl warket,

wete eonvitled to United Siatas manoy wd tha eurcend rata of sxehtnga.,

* Busisrepresanis thespread hetweon the quoled prives of diddling 34-Inch spot coltoy in speeified roarkols
nud closing prices of near-month Now York und Liveepaol fndures enolracls for, Ameriean eollon, No
adjustmonty woers made for earrying eharges or for dilferanees it (ime of tho yuotalions.

Liverpoo! prices
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TasLe 10.— Proportion of the iime changes in prices of Middling %-inch spol cotlon
in specified markets and in basis over S-week periods showed gains and losses on
long marksl tnterests in spol colion, and average amounts of these guins and losses
by scasons, 1980-81 io 1835-36—Continued

132-21
E [
1' Fropartion of Lime
‘ Ciained on— Laosl ot
I
Market : 1
: Hasis Basis
! Bpot Spat
foprice L. - s prics . Cas
! New Yark | Liverpood New York l Liverpa
i futures futures futures | [utures
o !
!
i Pereent Pereent FPrreent Pereent Prercent Pereent
- : hi. 4 {ig. it 5.0 o0 2.0 4810
..... . . 66,0 6, 0 B0 aLo 4.4 42,10
S 68, 0 88.0 53.0 320 0.0 4K
Memphis_ __ Caaas . TR0 e A2, 0 28,0 6.0 AR.0
Careling mill peints . ... .. ... 05 2 85,7 £5.3 M7 20 LT
New England mill points | . 9] 8.0 5.0 320 g IS
Liverpool ool Gi. & 54.0 G 0 i6.0 40, 1 40,0
Avgrape pnoant
¥
Cente Cems 7 Cendy Cents Cents Cemls
New Orleans 1.9 012 014 . B3 Q.01 o
Houston._..._ L26 R b .87 Ll A8
Savannah.. . . 122 .16 B2 B .04 .12
Memphis ... o_._. . L 19 L2 L VBT Hin ]
Careling mill points . 1,2¢ .31 L5 .GB LU .15
NMew Englond mill pointa. .. 197 BT .ig .ah it 25
Liverpool..ceeaa. e ammeeeae 1,30 ] .13 .M W17 Ll
133-31
U'reportion of time
Perceut Percent Perecnt Percent
Wew Orlednse. oo & i, 2 . 3.8
Houston. ... . 6.0 98,0 20 48,0
Savannah . B, 4 ThO 21,2 55.8
Memphis._.._..__ ... Gifi, BT i a8
Careling mill points. | 754 b 03 15. 4 64,2
Wew England mill points . =] B4 11.5 848
R 1) IR rei] T2 26.9 38. 5
Avernpe nnoaoat
I
Cents Clents Cenly Cends Centy Centa
Wew Orleans. oo ceeeee e 1.4 o8 1R} 0. 66 002 Q.28
Bouston. .. . 1,04 L Rl L BB i) i)
Suvannpnh 1. U2 1 .25 e 10 3z
Meminhis ______ 1. (0 21 1 78 {1 bl
Curcllos mill points. ... 108 Wi i1} , 72 N 43
New England mill points . Lu2 7 .15 LT 07 .30
Liverpeo) oo 1.27 i .18 R0 .2 LT

Sew foulnoles oo . B0,
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TapLe 10.—Proporiion of the time changes in prices of Middling T4-inch spol collon
tn spectfied markels and in basis over S-week periods showed gains and losses on
long market interests in spof collon, and average wmounts of these gains and losses
by scasons, 193031 to 1935-36—Continued

P9H4-35

Market

Sow Oriesns.... ...
ouslon
Suvanoab___
Memphis. .
Carolina il points, .
ew Epglnd niil points
Liverpool ... _....._. .

Noew Crlenns.. ...
Houstop
Spvanneh... ..
Memphis. -
Carolipa mill poiges .

New England mill pobats. .

Livarpowl I

Progortion of Lot

fininpd on--

Lust on--

Hile . .
¢ Now York
fiibures

Basis

—  Bpot
pries

1

¢ Liverpool
futures

Tingis

1
New York { Liverpam
futieres futires

Fercend

Th.0
.G
fiv. 4
B 4
1)
47 3

Pereent

I
Percend

Percent
i)

Centy
.03
L)
i
A8
13

.41
15

1K35-36

Now Orlenos

Tlouston. ..

Baviannal _
Memphis_.. ... .
Carolina mill poings.

Wew Egpland il ;mim.s.“_ .

Liverpool

Now Orleons.. ... ... L

Hovslog, ..
Spvannah
Memphis

Carolinn mill patnts_ ..

New Eupland will points

Liverpool._..._.. ...

i Pereent
! 0

Proportion of Lime

Pereent

Percent Pereent
4G

a7

o 6

a8,

¥ T

0.8

FHereent
5.4
1T
05, 4
Bl &

Prreend
L8

.5
65, 4
673
[

A varnge amonng

Centy Cenly
0.2

Bre feol HOtes o0 p. 84,
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Tasvr 10.—Froportion. of the time changes tn prices of Aliddling Vi-ineh spot coiton
in specified wmorkels and in basis ever 8—1{‘(‘0% periods showed gaing and losses on
fony murkel fnlerests in spot collon, ond average wmounls af these guing and losses
by scasens, 1930-31 to 1935-3r- -Continued,

AVERAGE 103081 TO 15t5-35

Proporiion of iitie

T.os1 on-—

Merkel Nasi= £

::pm T T e, .‘:IUIJ! ST T e

price!  New York  Liverpoul @ oprice! New Yark  Liverpaol
Tutpres | fulures ©oMafures | fulures

Hrereend freemd Frereent o Pereend © Fereend Perrent
New Orleans ... . ... 47 . 4704 LG 224 &
HNopston . . ... . . Hi. 1 . alt a3
Bavpopoh. .. .. .. . . aln. . Ak, U4
Memphis. .. EEY Lt At 1 oy
Caroltoa mill points . ! DN L A5 YN
New England mill poinds o = Tl ALY

Liverpotl.. ..o ... L . Hl 6,

!
F
|

Avernge nitound

; {irly 0 Cenla
New Orleans_ .. __..o.... . S L2 0,42
suston e s JhE s . M Rt
Snvannnh. L . . Lh2 .2 L] A7
Memphis L . NI L L3N 3
Curpling il poings . ca 4 e 1 A
New England milf points Y LU | (%)
Liverpaol. . L LM

See fuLIHES O1 [ s4,

TavLe 1l—dreraqe changes in adivsted basis over S-weck periods, as praportions
of the correspanding changes tn prices of spot eolton uf speeificd grades e stapdn
lenglhs, wdjiested for carrying charges, by scasons, 15202 to [9.45 461

Miblling  ° Low Middling | Goed Milddling ;. Middling Middling

Tradnch Yueinvh sl : 1-nel £ . 1'estpeh

Renpsnn ! - T
heginning ’ \ H : )

July P New  New [ New | Noew | New . New

! New | New . New @ New
i Vurk COrlenns| York | Orleuns York  Orlonts York | Orleans York TOrleans
CMabures | fukures foleres  futures . foiuees fuloares fuluruslrulures;[uinres'fulurvs
. ' , . ! b i !
CErrerat Percentt Perecid, Poreend Perecal Pereeal’ Poreend! Precont| Percent Pereead
R A KLU ST O e

£
;
|

4
u
¥
'3
3
¥

4

2

S50
16 yeors. . P30
Gvenrss . . 2.2
T yeors ¥ LI

o mEsmmles oo LAy
Gl ] A Dt I L IR YT e e

1=

3
|
|
|

! Bpot prices of Migdling Sx-inch, Tew A adling Za-tneh, and Good M iddling Ss-inch and Middting {-inel
cotton ns quoted In New Orleans, and spot prices of Middling (1,-ineh cotter s gueled in Memphis on
Fridays. Adlustmenis were made in the changes in basls, or in Lo spread hetween the qupled priees of
spot et ton of specilicd prade nnd slaplo length in Few Orlenns and fo Memphis nnd priees of New York
#0d New Orleans iulures coniraets for Lhe nepr-aciive month st the close of the futures markuts on Friduys,
for the cosls of ourrying spol collon over S-woek porioels.

f Compurable data prior ta 192735 nol availnble,  Bunsons 1427-28 1o 1935-30.
! Comparable dulg pirfor to 1920-30 not avallile, 4 Bensons 1020-30 to 193530,
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TapLE 12—Adverage changes in adfusted busis over 8-week periods ended during
specified months as proportions of lhe corresponding changes in prices of spol
collon, adjusted for carrying chorges, by delivery months for specificd periods

ended with 1835-381
MIDDLING 7e-INCH, 1020-21 TG W46

New York Mutures, delivery . New Orleans (utures, delivery
mgles 2

mouths?

FPeriod [ . — P
i ! ' ! i [
: 1 i & ki A 3 : a K| 1
-— -;—.\,._ JR— [ _.___.___! — i —— e -} ..I — . -
Frreent’ Pereend Pereed Pereeat Percent Pereemd Pereenf Porcent
July, Aupust, Seplember. . . . ... a3 A5 - a6 ¢ i i W 15 4
October, November . L 34 35 ] 81! g 25 4 25 31
Ideremnber_ . Lo i 25 30 i § 2] 4y 41
Janoary, February ... . .. . 1} oy 30 ; 2 i 24 oy 51
Mareh, April. ... 48, a2y 231 4, 18 ; 52
Moy, June__... ... . 4 E1IN] 253 B A A 30
dewson .. ... . sl ol w0 oW 4
LOW MIDDLING 53.INCH, 16920-20 T 14e6- 35
e _1 : ——
July, August, SBeplember_ . 44 4G ! {7 l ik JE | 45t 45 1%
Qctoler, Navetuher, . 24 av Al a1 ; a6 25 i w, el
Depminber. ... : ETI 23 33 a2 23 l 2 i 51
January, Fehrunry . 0 B L B 13 2 | ued FH
Muorek, April .. ’ Hl ks i bE ] 53 32 a2 a3 aé
May, June. . ..... . . . 32! 401 43 4 41 3 42 42 13
Srson. - a4, ! 41 43 32 a6 . 440 43
GOUHE MIDIDANG Tl NCH, J020-20 T 1536- 45
Tuly, Avgust, Seplemver, . R Wl a o 48 5t
October, November._.. . . o 44 26 ay 4l 13
Devember. .. .. L : o) k1] 20[ P 0 4z
Taotary, Februney | . . . Wl ap by :
Murch, April.... . .. . : o . 54 aT 28 | b 5
May, June. .ooo..oo.... : B i1 [ 2 | 35 40 ! 41
fpasnn - # #i8, wy w 4
MMIDDLING IS, 1900 10 1WS-R
= ! e !
July, August, Seplemiber. : 240 ¢ i uy ol 14 20, L2
ulnbher, November. .. - . En ! a5 42 43 & 205 ilod
Docember, . ... . . . L L. 1 o hid o] H 2y ot b
January, February, _ S i 23 24 25 Bl 0 - 23 | 37
March, Aprit.. L B - H 20 § ] 6 i 181 20 i 30
Moy, Juge.__. . . .. S a0 3 3z | a3 30, 25 | 25
spusan . 24 A T 22 - 4 0
i ] : )
MIDDBLING NI NUH, 30 T 1546
July, Asigust, Seplomber. ]| a7 - 0 32 wrl owm, oap 42
Ovtabwer, November .. . . i a5 Wy 41 45 a | & Ay 43
eceiher . . 25 2 HL| & 2 o A 42
Jantgry, Februnry, | ar kil 4 a3 | a8 a0 44 5
Xlarely, April .- | a1 an 3 i f LI 2 h a5
AMay, June. .. .- ; @y g o a5 it} it a5 : 2
Season . D | R - | EF 42 34 €0

Fapor prices of Middling Fw-inel, Law Mitklting Treinel, awd Clad Middling Tr-ineh aned M idd|Ing
Leinely eollog ws quated g New Odeans, aael shint prices of 3iddliog 1 g-lach catten 68 guaeted [y Moniphis
on Fridoys,  Adjustments wertomade o te chopees in Dasis, or io the sprond botween the guated prices of
spnt_rotlon of specitied geade nned staple ool in New Orlenng amd in Moeinphis and prices of New Yoark
nird Now Orlenns fufifres enntracts for {he pesr-notive inontiv st the edose of the futeres markets on $ridays,

for the rosts of careying spnd, catlon aver B-wogls poctors,

X mwbers for eontroel delivery montlis show Lhe prdor of delivery date, 08 L= ponrest aetive monlh, 2=

second pearest 3=tinrd nenrest, and 4=fourth nearest,
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TARLE 13.—Average changes in basis for Middling Jg-inch coflon over S-week
periods as proportions of the corresponding chunges . prices of spol cotlon «f
specified markels, scusons 1930-31 lo 1935-36}

BASIE CALCTLATED FROM PRICER OF NEW YORK FUTTVRES CONTRACTS

Siennn beglinpiog Joly
Market T T T T =
BRG-31 TR I3 UETNE M43 192536 "."f_'eﬁi.;:;(“d

Hereenf Pereesit Pereent Preoewl © Pereent | Herornt
New Orleans. . - ... .. . w3 . 24 1 i us . g
Houstou, .. . . 5 41 - 12| ¥ 84
Sgveopnh ... . L .. L . : T . 14t T B
Alernphis. ce - : 15 i @ 53 )
Caroling i peinis . . ; I v 2 30
New Eppdand il poinls . 43 <3 : ! kit
Faivernuel__ . . o Bt N a0 35 3% ki

BASRES CALCULATEL FHROM LIVERPOOL FUTURES CONTRACTS?

| : . E !
Noew Orloans I i 25 | . 27 49 o
Housten __ . e et 43 25 - 49 [+
Zavannnh. . . . : : 3% : G2 ’
Mempiifs . . 1 W o ; 3ty 51

Carolinm il peinls o5 l 44 ; 50 05
’ H

WNew Enghuwd suiil pﬂil-a W i X a5 h
Liverpeed. . . L 2 20 ; 34

! Basis represents the sprem! between prices of Middling Ts-ineh sprl eotion in specifted loarkets and prices
uf New York e Liverpool fulnres vontraet s for the pear-ar tive wontl,
« Fof American coltog.




TasLp 1di—Averages of advances and of declines in prices ' of spol cotlon, average hedge offsel wfforded by fulures conldracis,? and addittonal

gauns and losses on long-basis posilions; and nel average gain or loss from chnnges in prices

basis ¥ over S-week periods, seasons 1920-21 (o 1985- 86

FOR

Year beginning July

TIRE 81

ASON

of spot collon and from changes in ailjusted

When spot. prices advaneed

Propor-
tion of
tinie

B0 ) A m e .

92122

1034-35..
1935-36.

Average .

Pereent
A

N

1.-;1‘" 1.3

Spot.

Hedge

When spot prices declined

Net average
4 gain or logs (=)

Additional

price  {-
ad-

vance | Offsetd

Nant

offset 5| Cinin 8

Laoss ?

Propor-
tion of
time

Spat
price
de-
cline

Helge

Addirienal

Cenls
032
330
2,10
3,48

o5
A8
.80
1.82
AT

Cents
(.35
3
2,23
3,40

80
A9
L1
180
A7

Cenfs
.05
0

Cenls
0,03
.38
13 Lt
L2 Q
68 .03
. il
.02
.07
0
01
LO8
JO8

7
L0
Rt 1

sl Lo
i

Cenls
0.06
L1
13
N
.03
L02

L 16
.22
.48

04
02

Percent
80,5
52,8

. &

Cenfs
5,60
115

85

B atatatutuiotat o ol
f -

Ofisol | ot

(’ents
3.66

.

Tain ®

Spot

Bagis
prive .

N
Loss 18

Clenls
0,18
L1
D0
N

. ()-!

L8

Cenls
1}
.16

N6

See footnotes ut end of table.

NOLLOD ¥04 SITHSNOLLVTIAY gDI9d SIYNILAI-LOJIS

¢6




TaBLE l4—Averages of advances and of declines in pricest of spol collon, average hedge offsel afforded by futures conlracis,® and additional
gains and losses on long-basis positions; and nel average gain or loss from changes in prices of spol collon and from changes in adjusted
basis ¥ over S-week periods, seasons 1920-21 lo 1985-36-—~Continued

FOR S-WEEK PERIOD ENDED DURING JULY, AUGUST, AND SEPTEMBER

Net average
gain or loss (=)

When spot prices advanced When spot prices declined

Propor- | SPot Nedge Additional Propor- fpot ! Nedge | Additional ] )
tim% of | Drice tion of | Price 1o L Spot | Basis
tme | M ners] N0t | quins | Losst | U0 | e | onser o8 price  N. ¥
s 71 offset 3 a . R aflset *

Year beginning July

f I
| Gain¥.{ Loss W

cents o Cents C Cents Cenls
2,78 b

Percent | Cents | C Cenls | Cents | Cents | Percent | Cents 1 Cenls |
1020-21 . 0 J T S B - P 100. 0 3,58 ¢ 4 0 . ¢ —2.33
102122 e e N 4,05 L2 .42 35.7 . Pt .02 & 7l ]
1922-23 . 38, 1. 61 1. 54 16 3, . LB Ny . —. 40
1923-24. . . - [ 46, N 2,43 . L3 . 4. L84 3.26 o .08 —2.80
1024-25. .. B PR JO— e . ) 3 3,78 1,02 2.76 .58 3. —3.34
1925-26. .. . e 4 il 4 0 - L . .35 . . . —1,22
1926-27. . .. . e 30. 8 . 5 . ! ! 9.2 . .08 . A -4l
192738 L L el ) 3 2,72 2, . S L .\ g X - 10
1928-29. ... ... . G 3.8 4 o 0 . 9.2 1 2.4 . .92 -4l
1920-300. 0 oo e . X . e X 7 L33 4 . . — 45

. e PO . - ] —. 69

1935-36... . ..

Average ...

—
i

1 Prices of Middling 7é-inch spot cotton in Now Orleans as quoted on Fridays, adjusted for carrying charges.

2 New York futures contracts for the near-active month at the close on Friday. .

3 Basis for Middling Z6-inch spot cotton in New Orleans calculated from near-month New: York futures contracts and adjusted for the costs of carrying spot cotton:

4+ Prices of spot cotton, adjusted for carrying charges, and prices of futures ceutraets advanced together.

5 The extent to which advances in prices of spot cottan, adjusted for carrying charges, exceeded the advanees in prices of futtres contracts. These ditferences represent gaing
on long-basis positions.

6 Declines in prices of futures contracts.

7 The extent Lo which the advances in prices of futures contracts exceeded the corresponding advances in prices of spot cotton ndjusted for earrying eharges.
. EI'I‘ho extent to which the declines in prices of spot cotton adjusted for carrying: charges exceeded the declines in prices of futures contracts.  Thise dilferenees ropresent. losses on
ong-basis positions.

» The extent to which declines in prices of futures contracts excecded The declines in prices of spot cotion wdjusted for earcying charges.

19 Advances in prices of futures eontracts,
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Tanue 15.—{ erages of advances and of declines in prices of spot cotlon ! in specified markets, average hedge affsel afforded by fulures conlracts,?
and additional gains and losses on long-basis positions.over S-week periods ~easons 193031 to 1935~36

NEW YORK FUTURES AS HEDGES

When spot prices advanced When spot prices declined

ATnrkat Hedge Additional ITedge Additional

Market Propor- Spat Propor- Spot

tion of price ) tion of price

time | advanes | Gueaps | Notofl- | s |y oeq time | advanee | pcey Nottoﬂ- Gain ¢
sel 4088 4 sel 7

Loss 9

. Pereent Cenls ? Cenls ' Percent ¥ Cenls s Cenls Cents

New Orleans....._. 7.7 0.69 0. 14 0.1 0.04 af, L4 .84 0.07 013 0.01L
Houston , . . . 36,1 L7 .01 ¥ 5.3 . .83
Savannah e L a6 .8 . A6 .02 . . . .87
Memphis_.. ... . N 48,4 .8 . . A . L7 . .83
Carolina mil points. .. ._- I - 47,6 3 . . 02 0 . . .82
New England mills points e 48,4 5 .6 .02 Rt E . .82
Liverpool. . . . i 49, 4 o . . .03 . - 80,6 .04 .87

FUTURES AS HET

New Orleans..._.....0......... e e e 47. 3 5 0.01 X 51,6
ITouston_ . . . . L85 . . 0L : 51.3
Savannah.. B X . L7l . 02 L1 49, 4
Memphis. .. .. - J . 8¢ . . .02 . 40,7
Carolina mifl points . . B L .8 N 17 L0 NE 5.4
New England mill points. - . L8 . . .02 3 5.3
Liverpool.. ... ... ._........ R 40, . 76 . L0t .07 5.6

L Price of Middling Té-inel spot cottolr as quoted on ¥Fridays.  Liverpool prices wore converted {o Tinited States money at the current rate of exchange.
'f New York nnd Liverpool futures contracts for American cotlon for near-uclive months. Liverpool prices were converted to United States money at the current rate of
exchanue.

3 Prices of spot eotton and prices of fulures contracts advanced together., .
4 The exteni to which advances in prices of spot cotton exceeded the advances in prices of futures contracts. These differences represent gains ou long-basis positions.
& leclines in prices of (utures contracis.

6 The extent to which the advances in prices of futures contracts exceeded the corresponding advanees in prices of spot cotton.

“The extent to which the deelines i prices of spot eotton exceeded the deelines in prices of futures contruets,

S The extent o which Qeclines in prices of futures contracts exceeded the declines of spot cotlon.

¥ Advances in prices of futures contracts.
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TassE 16— Propertion of the iime changes in adjusled basis over S-week pertods
exceeded the corresponding changes tn prices of spol enllon of specified grades and
staple lengths, adjusted for carrying charges, by seasons, 1920-21 lo 15985-36 ¢

— Tow * Good oy raamn .
Alidedling | »4: L. T Atiddiing | dMiddiing
Tt | aiddting ¢ Ajjddiing | Lingh & | bédne s

Senson berieming July I
T&ineh | T4-inch

| Forcemt 1 Precenl Poreent | Dercent Pereent
FTe ) ) S 15 33 12
1921-22, . R 25

I
-

PR it . .
gyenrs'_._. .
Fyearsto..o .

1 3pot prices of Middling Tuineh, Low Middiing Th-dneh, and Good Middling Ss-inch and JMiddiiog 1-ineh
carton s guoted ikt New Ordeans, and spou prices of Mtiddling 1! s-inch colton as ¢quoled in Mo phis on
Friduys. Adjustments were mada i the eliapges in basis, or i the sprongd belwens Lhe gueted prices of
spat colton of speeifind grode ond siaple lengeth in New Orleans aud i Metnphis and prices of New York
and New Orlenns futures contracls for (ha nenr-.etive wanth ot Lhe close of tho futnoes markets on Fridays,
far tiie cost. of earrying spol oeilon aver S-week periods.

1 Comparatile dnia prior Lo 1937-28 not availnbie.

T Comparalde dat prior o 19243 net availeble.

¢+ Zensaus 107-245 1o 243H-d8 .

! Soasons 1990-30 1o 193506,
TapLy LT —Propartion of the time changes in adjusted basis over S-week periods

ended during specified months execeded the corresponding changes in prices of spol
cotlon of specified grades end stuple lengths, adj usted for carviing charges, for
specified periads ended with 1937-36 1

; |
F I Low ° Goad T e
. . Afictlimge Pt L L Middiing ¢ Middling
Perintd onddd during— et | Midling ) Middtiog o
Twineh L3I | Sganeh T tHineh 3 | ginch ¢
I

Pereent : Pereent Pereent
19 1; 51 a
||

Fuly, Aupust, Seplemthor. o ool
October, Noveiiber. . . . ]
Deeceher . L s . ¥ Ll Lk
Fanuary, Febraary . . R e . 15 1§

Nareh, Al o o R 17 5
Nay, Jume. L. o0 e o ay,

1 apot prices of Midlimg Ts-inely, Low Middling f-incl, ol Ciomd M iddling $é-inch, mnad Middiing 1-ineh
colion o8 quoted in New Orleans, nied spat prices of Aliddling 1 Ty-ineh eotton as fualed in Memphls on Fri-
days.  Ailjustimenls wers snade in the ehaipes’ in basis, or in the spread belween the quoted brices oflspab
cotion af spreiticd prade and staple Jength in New Orlenns and iz Mewphis nndd prices of Wew York and
New Urlonns iintes con(eaeis for the nene-netive manth ab Lhe close of Lhe felures maorkels on Fridays, for
Ll gosts Gf carryine spot coblon gver S-weel periods.

2 PG-vont perbad, 121 1o iS5G,

3 -yenr porkor, 1997-25 1o 1AG-36.

i+ 7-year perion], 1979-30 to M35-30.
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TaBLe 18.—.dserage amonnis by which prices of New York futures coniracls for the
more distent months, adjusted for carrying charges,\ differed from prices of eon-
tracts for the sicar-aelive month, by active monihs and by wyears, 1820-31 to 1935-362

Oulober to— December la —

Fenson ] I - -
Deeo D odan. Mar.  May o July | Jan. Ay July
. H 1

Sty | Cemls | Conts | Cims o Cents i Cents Centy
—LH gy — =3 A 12 -3t ] A =143
i) - 54 Ll : . . —L8
i : . -1.72
—3 47

—, 40

g

— 15
—. 5

el

[
il
E T LT -
TN T el et

1935-36__

Fanuary lo-- ‘ Marcl: 10—

. Ay 0 July Ock. D e, . May ' July (}cl._-: I)ec._f

,=hah e —1 A i B (- L3004
—Bh =t LR =T = b L -3 971
—adul : NP S

-3 =1 S —ho
S T
—~3. 61

1025-0
102040 _
1ER3-33)

a8 1-ia

U
-4
I3 -3, .
18dd-u8 ...

Tiraey,

July Lto—

July | el | Der. an. Maro Oel. | e, Inn.

0.2 [ [ a0 063
o : —2 1
= s
—& 1
—iL.7t -
=47 J —i.

s

P

i

i

3

| — . -y
—I,!!-I;‘ — {43

2 [ —1.07 | —1l 1

1 £gsks of slprdpe, insncanee, wind nderost in New Orlens r PATTY G S cotlan from he neur-aeliva
to the more-distant montlis were subiracted fron prtees of copircts far Hie iipve distant months,

H\-Liiimas (=} weans o loss to holders un leng-lausis prosition frou switeiug fron near (p mare distont
months,
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TanLe 19.—Average differences belween the igh and the low prices of spol cotlon
dwfqng the year in New York and in Liverpool, by 10-year periods, 1820-21 to
1529--30

New York ® Livarpool?
1
Pariog ! . , [ B
Aﬂ\cr- Aver- | coruge differ- | AYE | AVE 4 vorage differ
p 115 enpe Apg aue 2nee
low l high : low | hiigh
| 5 !
Cemia | Cemis Pereent 4| Peace i Pence | Prace | Prreeal t
1820=210 1625-30_ . . . _____ .05 | JEAR L .5, oM 543 2,40 .5
184}-31 Lo LR3I, . 4osssl ; A1) | 215 3.8
154011 Lo 1B19-50. . K. G2 Bnl H 1.4 3.3
1850-51 fa 1558%-60. a.4a | Hia ! 1.3 2.5
1560-51 to 1910-70 S anas | At g 85,22 0.9
1570-71 to 1870-80 20 b .80 18.6
IE%0-81 Lo TRk . .91 | I 1.06 6.3
1850-Ul Lo 18001000 .. _. 633 i w58 L V6.3
1000 Dl o PWG-I0 - _ ... fhAlS HAN] 20 ot
1910-11 ta 110=20. ... . . Lot KA . ! AL b 1 A
1921 to 1528-30. .. . . . . 16,65 hiA ) Ay 15791 042 7

L gpnson ending Avg. 31 o nmd fnelodime 208-110 Season endiag Jnly Moo 1914-15 and subeequent
FEArs,

2 Priees of 1ow aned hizh &l Now Vork for seosane 199830 1g 1860-71) from *King Colton-a 1istorienl
Review-=1T90-150%."  Fipigres sinee 187070 aro ¥ ap ~Coltan Year Book of New York Colton Exchange—
1933

3 Prices of low mnd hiegh af Liverpool for seasans 1820-3 (g 182102 gra (com “King Cotton—a listorical
Reviow—1700-1808.""  Later figures fros Annnal Ceton Haotdbeek of 1aily Cable Reeords of Crop
Slatiztics, 1901, 19040, 1007, 10480, and 1952,

& 1difTeronce in cents divided by the hixh.

& Difference in penee divided by the huigk,







