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Technical Bulletin No. 747 January 1941

Grain Prices and the Futures Market:
A 15-year Survey, 1923-1938

By G. Wricnt HorFuman, consulling economist, with a foreword by J, W. T. Dumn.
Associale Chuf , Comnodity E.cchcmge Administration
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FOREWORD

The Grain Futures Act became a law on September 21, 1922. Due,
however, to a temporary stay of execution in which its const.lt.utlonahty
was tested before the United States Supreme Court, the law did not
go into gperation until the following year. On June 22, 1923, regula-
tions under the act were promulc'ﬂ.ted by the Secretary of Agrlc ture
end shortly thereafter systematic supervision of exchanges by the
Grain Futures Administzation began.

In the decade and a half since the law became effective a substantial
body of facts has been acquired regarding futures markets. Regular
daily reports, together with special investigations, have served to
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2 TEGHNICAL BULLEBTIN 747, U. 8. DEPT. OF AGRICULTURE

broaden materially the understanding of enforcement officers, exchange
members, and the public regarding the place of futures trading in the
marketing of geain. A detailed technical knowledge of trading and
accounting practices has been built up. Trading practices were found
to range the whole way from efficient and straightforward methods to
careless and irregular ones. This discovery has emphasized the
neeessity of seleetive reculation and supervision if desirable market
practice is not to be destroyed with the undesirable.

It became increasingly evident, however, that selective regulation
was not possible without substantial amendment of the act. In some
Instances minoer infractions could not be reached except by penalizing
the entire exchange. In other cases major offenses could not be
prosecuted unless the presecution was undertsken while the offense
was being committed. Other arcas needed improvement bub were
not covered by the act. These deficiencies were met in 1936 by the
passage of lemslation amending the statute in the light of the Depart-
ment’s 13 years' experience and extending its provisions to cotlon,
butter, eggs, potatoes. millfeeds, and rice.  The Grain Futures Act as
thus amended became the Commodity Exchange Act.

The enactment of these amendments marked the close of one -
portant chapter of grain exchange regulation and the beginning of
another. In view of this fact, it was thought advisable to make an
appraisal of the tiore important developments during this period for
the value it can bave in guiding fufure effort. Dr. Hoffman was
setected to make this study, the results of which are set forth in this
bulletin. His work with the Grain Futures Administration (dating
back to 1924) and more recently with the Commodity Exchange
Administration, kas given him a wide and valuable experience upon
which to draw. He has made free use of the investigations of others
during this peried, including reports, hearings, court enses, and
regulations of the Administration,

From these sources on atfempl has been made {o show how the
presence of [utures trading “improves, modifies, or detracts from the
fundamentally competilive status of grain marke{s.” The problem is
obviously a difficult ene.  How modern grain markets would operate
in the absence of fulures trading can only be cstimated indirectiy.
Furthermore, were this fully known, permitiing the net effect of
futures trading to be measured, the problems would still remain of
determining, classifying, and weighing the various trading clements
which produce this net offect. A reslistic view of the matter suggests
a marshalling of those aspeets of {utures trading about which worth-
while conclusions ean now be drawn with the full knowledge that these
may have to be modified later and most certainly added to as additional
facts are acquired. This plan has been followed in the present study.

Throughout the report. the point of view of trader psychology has
been stressed.  Prices move 25 a result of bids and offers.  Bids and
offers are made by those who are willing to trade. Back of willingness
to trade are the opinions and purchasing power of traders. It is at
this last level that facts are needed. While it is possible to obtain
somoe knowledge of the financial capacity of those in the market at any
given time, their numbers vary as well as their fortunes.  8till more
clusive is the body of market opinion at any given time, or from time
to time.
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There is ample evidence that many traders base their opinions upon
such fundamental facts as supplies, their location and movement,
domestic and foreizn demand, and general business conditions,
Objective evidence of this is to be found in the fact, thet prices change
broadly as these fundamental facts change. This aspect of trader
opinion is presented in the second section of this survey. But there
is also ample evidence that many traders base their opinions upon
matters far less fundamental than the supplies and movements of
grain or the demand for grain. These aspeets of trader opinion are
presented in later sections of the report.

Present-day regulation of commodity exchanges can be understood
only through a knowledge of methods and effects of actual trading.
The present study should be helpful in supplying such a background.

Jd. W. T. Duover, Associate Chief.




POST-WAR GRAIN PRICES

On Jenuary 28, 1925, the price of wheat at Chicago reached a high
of approximately $2 per bushel. In November 1932 it was slightly
above 40 cents per bushel. This is & decline of approximately $1.60
per bushel or 80 percent. During this same perioc}[) corn also declined
80 percent, moving from & high in excess of $1.30 to & low of 25 cenuts,
Osts made & similar decline of over 75 percent, moving downward
from 60 cents per bushel to a low of 15 cents.

Fluctuations of these proportions suggest 2t once the extremely
uncertain character of grain prices. To a large extent these declines
were occasioned by changes in the supplies of grain and by the general
lowering of all-commodity prices after 1929; in part they were due to
widespread trade barriers; to some extent they were due to forces
generated in the marlket itself.

WIiDE VARIATIONS IN GRAIN PRICES

In addition to this broad downward swing, posi-war grain prices
are characterized by other pronounced movements. eat prices
declined from a high in late February 1922 of 31.50 to a low in July
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Frcore 1.—The high, low, and range in price of each May future for four grains,
Chicago Board of Trade, for the {utures ending 1924-38.
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1923 of less than $1. They advanced from a low in March 1924 of
81 to a high in Jenuary 1925 of $2 per bushel. After November 1932
prices edvanced again {rom 45 cents to a high in July 1933 above $1.20
to recede below 70 cents in Getober 1933,

Within these broader movements many smaller but important
swings also have occurred. In figure 1 are shown yearly ranges of the
Mey future for each of four gramns at Chicago 1924-38. Figure 1 is
drawn on a ratio scale to give to each range an importance commen-
surate with the level of prices at which it prevailed.

That grain futures prices, and in turn grain prices, have experienced
wide variations during these post-war years is clearly evident.! The
annual ranges of the May wheat futures average for this period 42
cents with several seasons above 50 cents per bushel. A simple

measure of the variability of grain prices for each of these years can
* be obtained by dividing each range by the average of the high and
low prices which determine the range. Thus for wheat for the 1924
May future, the range was 14% cents while the average of the high and
low prices was $1.07%. Dividing the latter into the former yields a
variability of 13.4 percent for this future. Similar calculations for
each future and grain are shown in table 1.

TanLe 1.—Perceniage variations in grain fulures prices, Chicago Board of Trade,
1924-38
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In proportion to its own level of prices, rye has shown the widest
vanations during the past 15 years. This higher average is accounted
for by the unusual variations in this grain in the 1930-34 futures.
Corn and oats have varied a listle more relatively than wheat. All
four grains show a measure of variation of about 40 percent of their
average price level.

A somewhat closer picture of grain prices during this 15-year
period is shown in figure 2. Here the quarterly ranges of cash prices
{Chicago) for wheat, corn, and oats are shown. They reveal, as does
figure 1, a succession of wide movements in price. In addition, many
intermediate variations of substantial proportions are shown. With
respect to the producers and merchandisers of grain, these intermedi-
ate price swings may be of equal if not greater importance than the

i It is aasumed at this point that grain prices and grain fmiures pricos approximately paralie] each ather,
For evidence, 5¢e figures’12 and 13,
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Fraure 2-—Quarterly range of cash grain Jpriccs, Chicago, for the 13-year period
July 1923 to June 1038,

longer trends. They frequently determine whether the year's effort
shall result in & prefit or a loss; they reflect the character and extent of
the internal and export movement of grain and determine the direction
of effort for the coming crop year.
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‘While the average price variations for these three grains over a
period of years is fairly uniferm there are periods when one grain may
get considerably out of line with another. At such times there occurs
& considerable shifting in relative demand and comsumption. Thus
with respect to wheat and corn prices, the latier have averaged since
1923 about 70 percent of the former. But during the first helf of the
year 1926 the prevailing price of corn was less than 50 percent that of
wheat, and in the latter part of 193¢ it rose above 100 percent.

PURPOSE OF THIS BULLETIN

1t is with these price movements, large as well as intermediate,
that this bulletin is concerned. Price is both the steam gage and the
governor of the grain-marketing machine. As the steam gape, if
messures the neb effect of all the forces, natural and artificial, which
enter into the supply of and the demand for grain. As the governor,
it determines to s large extent the tempo of market activity. It isthe
purpose of this bulletin to analyze the more important forces which
have affected the course of post-war grain prices.

Particular attention will be given to the years following 1923 during
which time the Grain Futures Administration (since 1936 the Com-
modity Exchange Administration) has compiled a sizeable body of
facts regarding many phases of purely market activity. As now
operated, grain futures exchanges serve as focal points for the accumu-
lation and reflection of a large body of opinion regarding prices,
While some of this opirion is based upon a well-founded knowledge of
grain conditions, much of it is self-generated as & part of the process
of trading and as such is capable at times of creating considerable
price instability. It is with rvespect to these internal market forces
that the Commodity Exchange Adminis{ration is primarily concerned,
and for that reason major emphasis will be placed upon these in this
survey. To the extent that they are controlled or eliminated, a eorre-
spondingly larger place is given to the more fundamental determinants
of price.

EMPHASIS ON WHEAT

In this survey of grain prices principal attention will be given to
wheat. This is for the reason that in receipts at leading primary
markets, in commercial stocks in store, in exports and in volume of
futures trading, wheat leads all other greins.  This fact is shown in
table 2 where a 15-year average of each of these items is shown for the
five principal grains. ¥While corn is the most important grain grown
in the United States judged by production or farm value, it 1s fed
largely on farms and for this reason ranks second to wheat in com-
mercial importance. Considerable attention will be given to it and
especially for periods of unusual price or trading activity. For the
same reason but to a lesser extent the more important periods of
commerciel and speculative interest in oats and rye will be considered.

EyrHasts oN CHICAGO MARKET

Similarly because of its relative importance the Chicago Board of
Trade should be given primary emphasis. While Chicago does not
handle as large s volume of wheat each year as does Minneapolis
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or Kansas City, it has long been and continues to be the outstanding
center for those forces which determine the price of wheat. To the
extent that this price-making feature is the heart of the market,
Chicago is the leading wheat market of the United States. For the
same reason ib is the leading corn, oats, and rye market. It is not,
however, the leading barley market, being second to Minneapolis
as & price-determining center,

TaBLe Z.—Relalive commercial imporiance of five grairs, average for the I5-year
pertod, July 1928 fo June 1938

[In milifon bushels, §. e., 806,000 omitted]

Recelpts Avarags
Graiz ot leading loommorcisl] Net | VoIS of
primary | stocksin | eaports trading
market atora
WAt . e amaen 358 03 100 11, 985
f 0+ T, R 208 22 17 4,194
Oats. . - - 132 (4 8 1,405
Ryo..____... A rmmm— = ammmm————— 2 i0 ¢ 400
Barley. a- s 55 9 14 57

In table 3 are shown the average volume of trading and open con-
tracts in futures upon the three principal grain markets of the United
States for the 15-year period, July 1923 to June 1938. With respect
to wheat, comn, oats, and rye, the Chicago market stands far above
either Minneapolis or Kansas City. For wheat the volume of trading
has averaged 88.7 percent of all three markets over this 15-year period
against 5.8 percent for Minneapolis and 5.5 percent for Kansas City.
In open contracts (being the amount of futures carried forward from
day to day) Chicago similarly greatly exceeds its nearest rivals in all
grains except barley which is relatively unimportant.

While leadership in futures trading is not conclusive proof of leader-
ship in the price structure, it is importent evidence and at least war-
rants major emphasis on the Chicago market. Additional evidence
on the dominant poesition of Chicago 1n the price structure will appear
at later points in this survey.

TasLe 3.-—Average daily volume of trading end open contracts, all futures combined,
for three markets, for the 15-year period, July 1923 lo Jure 1938

(Iz million bushels, §. o., 000,000 omittad]

Chicage Board of | Mirneapolis Cham- | Eansas City Beard
of Trade

Truda ber of Commerce
Graln
- - 14y -
YVotume [OPSACOR yoiume {OPPET volame Of:lcf:f‘
33.8 113.4 22 A
13.9 56.0 lu] 0.
3.2 35,0 0.4 o
] .3 21 0.2
Barley._ [ 0.3 0.2

¥ Avernre of contraets open 2t the closn of {rading on the Jast day of cach month.
1 Less than §.1.
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THE CASH SITUATION

Therr are at least three important schools of thought regatrding the
forces determining grain prices. The simplest of these is the one that
believes that grain prices are largely a product of professional gamblers
operating on boards of trade. As these gamblers decide, so prices are
determined. A corollary of this central theme is the thought that
as a rule these professionals would rather sce prices decline than
advance. Reasoning from these premises, the belief is advanced that
since these traders neither produce nor merchandise grain their con-
trol over prices is unduly large and should be prohibited or at least
restricted,

To orthodex students of economic theory, and especially those
specializing in problems of price, the simplicity of this professional
gambler thesis 1s its most obvious weakness. They assert that grain
prices have never been so simply determined, at least for any length
of time. To prove this statement they point to changing weather
conditions, changes in general economic conditions affecting the level
of all prices, changes in exports and imports, important forces over
which professional traders could have no substantial control. Further
study of these underlying conditions has led to the belief that they are
the rcal determinants of grain prices, and that the traders on organized
exchanges are little more than mere mouthpieces announcing the facts
as they unfold.

In more recent years, and particularly since the Grain Futures
Administration has made available additionsl facts regarding the
part played by futures trading in determining prices, there has

developed a third school of thought which holds that grain prices
reflect not only the forces originating in the production and mer-
chu.éldising of grain, but also those generated in the process of market,
trading.

This school holds that while a long-run average of prices will con-
form fairly closely to fundamental trade facts, there is no assurance
at any %iven time that this will be the case due to the uncertain nature

of purely marlet operations,

The studies of the Grain Futures Administration, & cross-section
of which is included in this bulletin, indicete that this third school of
thought describes more nearly the present price structure for grain
than either of the other two schools. For any given season, or af any
given time within that season, fundamental trade factors may warrant
o price of 81 per bushel for wheat. Actually the price may be, and
for some time may continue to be, as high as, say, $1.15 or as low as
85 cents involving a possible price range of 30 percent. In & season of
unusual speculative initiative these deviations of possible prices may
mount to even greater proportions.

It is extremely difficult to measure with aceuracy the relative
importance of underlying trade facts as price determinants; beeause
of this fact, it is equally difficult to mensure precisely the importance
of those forces which are generated largely within the market. Some.
of the former, important during the past decade, are presented in this
section with such evaluation of their importance as appears justified;
some of the latter will be presented in later sections.

247007—1——2
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INFLUENCE OF TiE GENERAL Price LEVEL

A factor of fundamental importance to grain prices is the changing
level of all-commodity prices. This factor has been especially
important since 1929. During the 4-year period March 1929 to
March 10883, the general level of prices declined about 38 percent;
during the 4-year period March 1933 to March 1937, over 70 percent
of thig decline was recovered. Over these same years grain prices also
decbned and sdvanced, though to a considerably greater extent than
the broad average of all-commeodity prices.

These fncts are set forth in figure 3 where the courses of prices for
wheset, corn, and oats are compared with the trend in all-commodity
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Ficure 3.—The course of wheat, corn, and onts prices compared with all-com-
modiuy prices, by months, July 1923 to June 1938,

prices from July 1923 through June 1938. To permit direct com-
parison each series is shown in index form having the base, July 1923
to June 1929==100. The grain series consists of monthly weighted
averages of spot prices, Chicago, for No. 2 Hard Winter wheat, No. 3
Yellow corn, and No. 3 White oats. Being monthly averages the full
range of cash prices is sacrificed for a clearer picture of the trend. To
compare properly the rate of price change with that of the all-com-
modity eurve, each series is drawn to 2 ratio scale. All three grains
show a pronounced downward drift in prices following 1926. In
percentage of price change wheat declined from December 1928 to
December 1932 approximately 63 percent, oats 67, and corn 74
percent. Roughly one-half of these declines find their counterpart
in the lowering level of all-commodity prices. Following December
1932 these grains advanced at & much greater rate then the all-com-
modity average.

In figure 4 the three grain series are shown with & rough adjustment
made for the general price factor by dividing each monthly item by the
all-commodity index for the same month. After this adjustment there
gtill remains & broad downswing covering the years from 1929 through
1032. Following 1932, rapidly advencing prices to the spring of
1937 more than offset these earlier declines for corn and oats and a
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approximately offset them for wheat. Since the summer of 1937
grain prices have again receded both in sctual amounts and relative to
all-commodity prices. From these facts it seems reasonable to con-
clude that at least one-helf of the broad trend in grain prices since
1923 is accounted for by changes in all-commodiy prices. This
infererce, howsver, deserves careful interpretation.

In eny broad decline or advance in the level of all-commodity
prices, many forces are at work, including important shanges, for
example, in the credit structure, in employment, and in the volume
of physical production, It is these underlying forces which generate
the business cycle and which grestly influence the gencral level of
prices. Particular series of prices such as those for grain are drawn
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F16ure 4.—The course of wheat, corn, and oats prices deflated by ali-commedity
index, by months, July 1923 to June 1938,

into this general movement due in part to widespread increases or
decreases in demand and in part to the interaction of demand and
supply between competing products. It is ouly in this indirect
sense that i} is accurate to say that all-commodity prices have been
a causal factor in determining grain prices in recent years.

In this indirect sense, also, it is probable that changes in the general
price level have been an important factor in causing grain prices to
recede to levels even lower than the 50 percent suggested above. In
table 4 are shown the relative price declines and advances of each of
the important farm commodity groups during the period, 1929-37. It
is noteworthy that for seven of these eight agricultural groups the
average decline far exceeds the nonagricultural decline. This fact
Indicates that whatever the distinctive cause or causes of the wide
decline in grain prices during this period the same forces were similarly
affecting other lines of agricultural activity.

The demand for these staple commoditics is, of course, fairly
inelastic which suggests that the piling up of surplus supplies had a
very pronounced effect upon their price. But in grain and cotton
there is normally & widespread speculative interest capable of carrying
forward surplus supplies when prices full; furthermore, these commod-
ities are fairly nonperishable. Yet they dispiay the largest down-
swings of the group. There is & suggestion here that the unususl
length and severity of the price decline in grain and cotton during this
period may have (%iyscouraged speculative buying for long-run recovery
and at the same time encouraged speculative short selling to profit from
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the continued downward frend. Likewise, once well on its upward
way, these same speculative forces may have lent buying support to an
otherwise rapidly advancing market.??

TaBLE 4.—Relative deeline and advarce in agricullural and nonegriculfural prices,
1929-37

Porcent change,
Prles index baste 1520

Farm commodities !

1820-March|March 1933~
Year 1920 |March 1033|March 1837) “oaty Afarch 16371

Cotton ond cottonsesd
Chickens and eggs.
Meat nnimals

Dalry nroducts.
Fraits.
Commereind truck erops
Miscallaneons

ggxunpngd

All farm groups
Nonagricultural commodities 1

8

! Agricultural Statistics 1938. Basse: August 1008-July 1014=100,
1 Dracline,

T Advance.

1 Burean of Labor Btatistics. Base: 1026==100.

INFLUENCE OF CHANGING SUPPLIES

In its effect upon the drift of grain prices, the influence of all-
commodity prices is of primary importance. It aceounted in the main
for the gradual upward movement in grain prices from 1896 to 1914,
for the 6-year upheaval during the World War period, and for the more
recent downswing following 1929.

As & cause of intermediate price changes, however, this factor usually
ranks second to that of supply. From year to year the supply of
grain varies widely causing, in turn, wide annual variations in price.
The term “supply’ as here used includes the total quantity of market-
able grain at any given time together with such amounts as are at
the time in process of production. Obviously any quantitative meas-
ure of supply so defined ean be only a rough approximation, being
limited first by the accuracy of estimates of supplies in store and
secondly, and to an even greater extent, by estimates of supplies in
the process of production. Obviously, too, this factor of supply can
be no more accurate in its price effect than the aceuracy of opinion
regarding it.

Supply as a market factor thus appears as a force considerably
removed from supply as an objective quantity. A full appreciation
of this fact is essential to an mJemtandmg of t.’lr:e position that supply
occupies as a price determinant upon organized markets. Ideally
those who are willing to trede and who have the purchasing power to
do so would each be armed currently with full knowledge of supplies—
their amrunts past, present, and prospective, their movements, their
quality. Actusally complete knowledge of this order 18 unattainable.

1 For evidence bearing oo this suggestion see flpures 14 and I3 below shawing changes In commerdal
supplies and open fuinres econtracis in wheat and corn doring this perfjed. Sea, also, the comblined pet
market pesition of leading s]])]emlattwe traders during this period. ({8, fig. M.

# [talic oumbers in paranthesas refer to Eitersturs Cited, p. 72.
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To approximate such knowledge governments and private statis-
tical units make estimates of selecteg areas on selected dates. Those
who make these estimates are usually not market participants. Thess
estimates are probably known to some exten$ by & good many market
partic;}ﬁants and thoroughly known by a few. But to meny buyers
and sellers supply means lLittle more then what is being currently
offered in their immediate vicinity. To the farmer this may mean his
own and his neighbors’ supplies; to the country shipper it may mean
only supplies in his immediste area. In thelarger markets it may mean
only current stocks, receipts, and shipments. To the nian in the
customers’ room of a commission firm it may mean only sales or offers
of futures which come to his attention. In any eventsupply as a price
factor can be no more than this partislly complete, partially accurate,
partislly scquired composite of knowledge possessed by those who
are willing and financially able to trade.

It is possible to make an estimate of supply as a price factor for an
given fime though extremely difficult to determine its reliability. ﬂ
should obviously be based upon information svailable to traders at
the time. The most comprehensive as well as the most suthoritative
data should be used since there is evidence from the manner in which
prices change that at least these more important estimates are given
current consideration,

WHEAT SUPPLIES

An estimate of this sort is shown in figure 5 for wheat covering the
15-year period, 1923-37. Here an attempt s made to select one
period each year when supplies can be estimated with some messure
of certainty. Estimstes available in August end September of each
year are used.! By this time the carry-over of wheat from the pre-
vious year is known for the United States and Canade. Estimates
are also available for stocks on hand in Argentina and Australia, the
other two principal producers. Reliable estimates of stocks afloat to
Europe and in Tnited Kingdom ports are available. To the stocks
on hand in these areas are added production estimates for the current
crop for the United States, Canada, and Eurcpean countries exclud-
ing the Union of Soviet Socialist Republics. )

Some information may also be secured for cargg-overs in Europe,
North Africa, and Asia as well as production in North Africa, Asia,
and Russia. These were not, however, included in the totals of figure
5 for the resson that they were not believed to be figures that traders
would ordinarly consider in appraising the current supply situation.
While the Indian crop usually exceeds 300 million bushels India’s
foreign trade is insignificant. Satisfactory figures for Soviet Russia
and China are not available, Estimates of stocks carried over in
Europe, Africa, or Asia can be had only on the basis of further estimates
of “net retention” for food, feed, and seed from the previous crop {3,
pp- 128-148). Since the significant price element in the supply data
18 the currently known relative change from one year to the next it
does not appear that these less certain areas should be included.

Ageinst the annual supply so estimated there is shown in figure 5
the corresponding level of prices. The price series shown as a solid
line represents an sverage of carlot sales of No. 2 Hard Winter wheat,

4 gep Appendir, fsbla g,
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Chicego, during September and October of eaeh year. The dotted
line represents this same series after an adjustmens for changes in the

all-commodity price level b

Jn general this adjusted price series more
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accurately reflects the influence of year-to-year changes in supply

then the unadjusted series.

Both show in brosd movement the in-

verse relation of supply for theze 15 yearly periods.
A close study of the chart, however, reveals a number of marked

divergencies.

# Chicago priges are used here becanse ab Ister points they must be nsed in
putely market factors. It is recognized, however, that for comperison with world su
a3 Liverpool would he more represeptative since the problem of price effects when the

Thus supplies in September 1925 appear larger than

domestic basls wonld be elitninsted. For further reference to

ing the in8 of
ifes a market siich
cited States isona

iz point see infmm pp. 17-18.
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for the year previous, yet prices are definitely higher. In 1826, with
supplies approximately the same as in 1923, prices are 30 cents higher.
In the years 1928, 1931, and 1933 supplies are about the sams, but the
corresponding prices are far from the same,

These facts are more easily seen in the scatter diagram of figure 6.
Here supplies are plotted against corresponding deflated prices for
each of the 15 years. Their average relationship is represented by a
line drawn on the assumpticn that, so far as the factor of supply

IHDEX,

40

80 100 120 190
INDEX OF SUPPLY

Frours 6.—Wheat: Scatter dingram of supply and price with line of average
relationship, 1523-37,

alone is concerned, & change of 1 point produces an inverse price
change of 1.76 points whether supplies be large or small 8 Compared
with this average relationship, prices in 1923 and 1924 appesar too low,
especially 1923. In 1925, 1926, and 1927 they correspond fairly
closely with apparent supplies. In 1928 and 1929 they appear too
high. In 1930, 1931, and 1932 they again appear too low, in 1931 by
as much as 20 points. In 1933, 1934, and 1935 they appear too high;
In 1936 and 1937 they are again fairly well in line with supplies.
Whether these observations regarding this 15-year period approximate
accuracy or not it is difficult to say. Looking backward they seem to

# The 2 series correlnto r=—0.728 (standacd error, 15 jteras=0.125).
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check fairly well i it is assumed that the average supply-price relation-
ship for the entire period is a valid base from which to observe varia-
tions.

In September 1923 world supplies appeared large when compared
with earlier post-war years. World production increased successively
in 1920, 1921, 1922, and 1923. The resumption by Soviet Russia of
her former position as & wheat exporter continued to be regarded as
# real threat. With other farm prices showing drastic declines and
the financial condition of the farmer acute, a decline in wheat prices
from $2.50 to $1 per bushel in 1923 did not appear at all unressonable.
A wider view, however, would have shown world production in 1923
to be at spproximately the same level as it was during the years
1908-13 (14, p. 6}, that the all-commodity price level was 50 percent
higher in 1923 then in 1909-13, and that were wheat prices to bear this
same relation they should be about 40 cents higher. There is here the
suggestion, as in 1930, 1981, and 1932, that in the declining phase of
the business cycle, wheat prices along with other agricultural prices
i}re Ilowered under the force of open competition to unusually low
evels.

By September 1924 the picture had changed materially, World
production appeared about 300 million bushels less, and prices had
advanced 35 cents per bushel. Looking back now it would appear
that a fuller realization of the supply stbtuation at the outset of the
crop year 1924-25 would have placed prices somewhst higher. This
same merket inertiz, however, proved to be the undoing of many
merchants and speculators when prices later rose to abnormal levels
and broke erratically during the early months of 1625.

For the periods around September 1925, 1926, and 1927 the supply-
price relationship apparently enjoyed an era of good behavior. But
in 1928 and again 1n 1929 prices appear relatively high. To some
extent at least, though how much it is difficult to say, the level of
prices prevailing during this period failed o encourage sufficiently
large world consumption. This is evidenced by the fact that at the
end of the 192829 crop year there emerged a world surplus, over and
sbove normal carry-overs, of around 300 million bushels.? This sur-
plus continued through 1829-30, mounted to 350 million by the end
of the crop year 1930-31, continued there to the end of 1931-32, rose
to 450 million by the end of 1932-33, and to 550 million by the end
of the crop year 1933-34. At this point it began to recede rapidly
so that by the close of the crop year 1934-35 it was again around 300
million and by the close of the following crop year returned within
100 million of former levels,

To the persistent existence of this surplus, varied though its causes,
must be attributed much of the price behavior (in the sense of price
levels) during these years. Combined with the onset of depression
in 1929-30 it brought wheat prices down to the low eighties and the
following 2 years to the 50-cent level, After allowing for the gen-
erally lower level of all commodity prices during these years it still
appears to have had & depressing price effect comsiderably out of
propertion to its size. During 1932-33, business prospects improved

f Davis {4} presents a penetrating abalysis of the nature of a world surplos and the causes of such a surplus
in wheat following the vear 1928,  Davis does pot regard the level of prices during 1928 and 1929 a8 an lmpor-
tant cause of the yurplius but emphasizes Nature's help in good growing ronditions, large n¢reage, good prices
in 1925, 1925, eud 1927, apd lmproved farm equipnent.
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&l the same time the world wheat surplus materially increased. In
resolving these opposing forces, prices in September 1933 appear to
bave moved to too high a level. They continued relatively high in
1934 and 1935 despite large world supplies. For these 2 years the
United States wheat supply decreased rapidly resulting in net imports
n 1934-35. Some over-discounting of the improved domestic supply
situation appears to have taken place. In 1936 and 1937 the suppli -
price relationship again appears as a fairly normal one.

It 1s not necessary here to consider at length the factors causing
the appearance, and especially the persistence, of the world wheat
surplus during the years 1929-36.56 It was not an occurrence peculiar
to wheat but found also in many other raw materials and reaches
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back to maladjustments in production growing out of the World
War. In most cases these world-wide surpluses began to appear
around 1924-25 and reached the erisis stage in 1929-30 (72).

With respect to the situation in the United States, the world
wheat surplus presents some distinctive characteristics deserving
emphasis. Davis points out that in demonstrating the existence of
& world surplus one does not thereby determine precisely where it is
or who is responsible for it since it appears as the joint product of
all producers and consumers of wheat (4, p. 416). While this is true
as & general proposition it does not prevent at least a qualitative
appraisal of the part played by any one of the participants.

The contribution of the United States in the maintenance of this
surplus appears to have been one of more or less continuously main-
taining prices above an export level from November 1930 to May
1937, This fact is shown fairly well in figure 7. Here a representative
series of average monthly British wheat prices ie shown with Chicago

¥ Various {ssues of Whee! Studies give extended and eareful consideration of them.

247007T—41——3
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prices from July 1923 to June 1938. In the lower part of the chart
the relative positions of these two series are compared with quarterly
net exports (or imperts) of wheat and flour from the United States.

As n general proposition wheat will move into export under the
force of competition only when the price spread is sufficient to cover
costs and a possible profit. From November 1930 through the
following 614 years this spread was not sufficient to encourage the
private movement of any substantial amounis. During the crop
vear 1931-32 fairly sizable amounts were exported but approximately
70 percent of these exports were made by the Grain Stabilization
Corporation—a large part on barter or credits extended to foreign
governments—and are not properly to be regarded as competitive
exports (13, p. 11).8

The fact that Chicago wheat prices were high relative to British
prices from 1930 to 1937 as well as in September-October 1925 sug-
aests that world supplies be related to Chieago prices for other than
these years and United States supplies for these years. A composite
supply series so prepared on o comparable index basis correlated
with Chicago prices {deflated) r=—0.79. While this fizure is some-
what higher than that obtained by using only world supplies (—0.73)
it was not thought sufficiently so to warrant further analysis.

CORN AND OATS SUPPLIES

In general the influence of supply upon prices is the same for other
arains as for wheat. From vear to year prices change widely in
response to new estimates of supplies. For corn and oats these
supplies are produced mainly in the United States and for this reason
it is not necessary as it was for wheat to consider production in
foreign countries.

Figures 8 and 9 show the supply-price relationship for corn and oats
from 1923 through 1937.® As in the chart for wheat (fig. 7), an at-
tempt is made to appraise the influences of supply for one period each
%‘ear, namely, at a time when the most reliable estimates are available.

or corn the October 1 carry-over of old corn and the December 1
estimate of the new crop are combined and compared yearly, with the
December-January average spot price of No. 3 Yellow corn,  For oats
a similar comparison is shown between the August 1 carry-over plus
the August 1 crop estimate and the August to September average
price of No. 3 White oats. Prices are shown both in their original
form and after adjustment for changes in the all-commodity price level.

With respect to corn, fizure 8 shows for most of the years an inverse
relationship of supply and price. During the 1930’s the droughts of
1934 and of 1936 are clearly shown with relatively high corn prices.
Also the very large supplies of 1932 find their counterpart in extremely
low prices for that year. But when compared with earlier years these
prices are hard to cxplain from a consideration of supplies alone.
Thus for 1923 supplies were cqual to those of 1932 yet prices were
more than 30 cents higher.  Again in 1924 prices prevailed as high as

¢ Repanling exports frem November 193, when the Farm Teard began its stabilizatian operations,
thrmzgh June 1531, Bennett {8, p, 136-137) stntes: "Lt is reasonnhle to infor that mest of theexports of wheat
and Mooy fram Deceinber through Jume, exeept these of Mour milled Irom Canadisn wheat Jo bond, were
made by the Groin Stabilizatlen Corpomtion or of grain purchased from {t for export.'”

18 Gee Appendix, table .
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1t is difficult to evaluate or even enumerate the forces causing this
general lowering of corn prices after 1929. Shepherd has shown that
for the years 1899-1915 annual corn supplies and prices had 2 gradual
upward trend but that following the war their trend shifted to a
definitely lower level (13). This lowering and leveling of the trends
of corn production and prices occurred at a time when business ac-
tivity and the general price level also declined. With the onset of the
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Ficurg 9.—0Oats supplies and price, August to September of each year, 1923-37.

depression in 1930 with lowering all-commodity prices, corn prices
again moved to lower levels which suggests that these broader factors
should be given greater weight than was accomplished by deflating
corn prices. Wheat fed on farms increased during 1830-33 about 100
million bushels over previous years and to some extent, though nec-
essarily small, this may have contributed to a lower corn-price level.
To some extent also foreign tariffs on pork products beginning in 1930
appesr to have been a factor.
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For oats, the influence of supply during this 15-year period ap-
pears to have been less than for corn. Figure 11 shows the scatter
of supply-price relationships for the various years. Here, as with
corn, the first half of the period reveals relatively higher prices 2 and
agein the question arises: “Why should there be this difference in
price levels?” In addition to the factors suggested for corn, oat
prices appear also to have been actively affected by corn prices in

INDEX
OF
PRICE

a0

4Q &0 an {+]4] i20
INDEX OF SUPPLY

F1GoRe 10.—Corn: Seatter diagram of supply and price with lines of average
relationship, 1923--37.

certnin earlier years.® This was certainly the case in 1924, For
that year both wheet and corn supplies were lower than for the pre-
vious year with prices advancing rapidly. Despite 2 bumper oat
crop the price of oats during August and September averaged 49
cents per bushel, 9 cents above tEe same months in 1925 and 9%
cents above 1928, years of approximately the same supply. A some-
what similar situation occurred in 1930 when corn prices during
August and September averaged 96 cents with a very small crop in
prospect. Oat prices during the same period were 38 cents with a
rather large supply on hand. For a short while they appear to have

1t Fot the years 1923-30, r=—0,348; for 1931-37, r=—C 566; for the entirs 15 Years, ra—{Q.572,

i1 ome statistical testing of the interrelation of eat and corn prices was done by Shepheru (1) In which
it was found that corn prices were capabla of Influenciog oat prices but nat the teverse, probabiy duoe to
the much smaller size of tiwe ost crop,
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Figure 11.—QOats: Scatter diagram of supply and price with lines of average
relationship, 1923-37.

been held at a level higher than otherwise through the demand for
oats as a substitute for corn,*

INFLUENGE OF CHANGING DDEMAND

Most statistical studies of commodity prices, whether formal or
informal, give some consideration to the factor of demand. This is
regarded as essentiel since it is well known that price appears as an
equilibrium effect of both demand and supply. Such considerations
are not likely, however, to be especielly fruitful. This is not because
demand is unimportant but rather because (1) for agricultural com-
modities demand changes quite slowly and (2) such changes as do
oceur are difficult to measure.

The demand for a commodity at any given time is not one quan-
tity but an array of quantities which wll be bought at various prices.
It flows from the willingness of persons to_buy based upon their
tastes, preferences, and purchasing power. It can never be known
precisely either in amount or price. Estimates of demand can be
made, however, and are continually being made on the basis of sales
experience at various prices in the past and under the assumption
that demand has not changed in the meantime.

With respect to the various grains, sales experience in earlier years
leads to the belief that demand remains fairly constant, at least

A test of the two factors, oat supplies (X3) and corn prices (X5}, on oat prices (X) ot the years 1923-30
gava 8 multlple linear correlation coeflicient of 0.57 {bL2.8=—0.48, bI3.#m0,74) against —0.348 simple cor-
relation of ozt supplles on pat prices and showing the dominant position of corn prices dnripg these years,

For 1031-37 the corresponding multiple coefficient was D988 (b12.8=—1.73, bi3.2=0.28) apaipst the simple
correlation coefficient of —0.964.
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within the limits of a few years. It is true that for wheat, the United
States per capita consumption has been slowly declining for many
gears and without apparent relation to changing levels of prices or

usiness conditions. A similar downward trend is to be found for
France, Belgium, the British Isles, Canada, and certain other coun-
tries (2, p. 881 ff.). 'This very definitely points to a lowering of de-
mand but it is so uniforma and gradusal that its price effect cannot
readily be measured. There is some evidence also that for corn and
oats the post-war demand is less than the pre-war but any change in
trend since the war must be regarded as very gradual.

With respect to corn and oats following 1930, the drop in prices
relative to supplies suggests a decline in demand for these latter
years. This seems to be borne out by the fact that no larger amounts
of the products of these grains (mainty meats) were bought in re-
sponse to lowered prices. There may have in fact been a lowerin
of demand but the evidence is inconclusive. More ycars are needes
and greater refinement in correcting for changes in the prices of other
and especially closely competing ecommodities before such a conclusion
can be drawn with certainty.

Riésumi

The materials presented in this section indicate that the funda-
mental part of market appraisals is beseéd upon facts drawn from the
production and merchandising of grain. Variations in produetion
from year to year are of parficular importance as a cause of wide
swings in price. This is true, however, only becuuse the demand for
the products of grain remains fairly constant and is highly inelastic
in character.

The data presented in this section were drawn from the best avail-
able sources and for a period of time each year when their price in-
fluence should be most clearly understood. "Even in this setting they
constitute a very imperfect picture. Spot prices for the 2-month
periods selected were in reality not one average price but many prices,
varying materially during each of the 2-month periods considered.
Had an attempt been made to account for each of these actual prices
or any one of them by relating it to current fundamental data the
results would have been much less certain. To an even lesser degree
would an established relationship have been found in any comparison
with actual prices prevailing for other periods of each crop year.
Furthermore within the body of this section no reference has been
made to the factor of futures prices and its effect upon spot prices.

Considerations of this character lead to the belief that while actual
day-to-day prices are determined primarily by underlying trade facts
they are frequently and materially modified by opinions and trading
based on much less fundamental matters. Some of these less funda-
mental elements are considered in the sections which follow.

BROAD RELATION OF FUTURES TO GRAIN PRICES

In the previous section some of the more fundamental factors affect-
ing grain prices were considered without reference to the part played
by futures trading. Grain markets operate tcday, however, in the
presence and not 1n the absence of futures trading. We do not know
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in fact just what kind of market would have prevailed during this 15-
year period in the absence of futures trading. These underlying
supply and demand factors would indeed have been present but there
is no way of knowing whether they would have found the same ex-
pression in the market place. It is entirely possible that, in the ab-
sence of futures trading, one or two large firms would have dominated
central market supplies and prices. To some extent the markets for
meat products, for tobacco, and for certain other agricultural and
raw materinl products, where futures trading is of no importancs,
suggest this possibility. The degree and quality of competition found
on these mearkets are of an order quite different from that found upon
grain markets. These things we do know: that present-day grain
markets are broadly competitive and that futures trading is a char-
acteristic feature of them. Any inquiry into the position that futures
occupy in the determination of grain prices must, therefore, be an
inquiry of how such trading improves, modifies, or detracts from this
fundamentally competitive status.

The materials presented in this and the following three sections are
based on the assumption that competitive grain markets are desir-
able in the present-day economy of this country. It is further as-
sumed that the type of competitive market desired is one upon which
the price structure accurately and continuously reflects underlying
supply and demand conditions. To realize such o market two con-
ditions are essential: (1) A complete absence of manipulative forces;
(2) a body of buyers and sellers armed with full knowledge of past and
current underlying trade conditions.

Such a market is of course an ideal in the sense that it can never be
more than spproximated. Asan ideal it is of value, however, not only
in pointing the direction for present end future effort but also as a
standard to measure the good or ill effect of & wide variety of present-
da% practices,

oes the addition of futures trading to purely cash or spot markets
bring them any nearer the ideal of a fully informed, nonmanipulated
market? Or does it swing them away from such an ideal?

Like most problems in economics the answer here appears to be &
mixed one. The Commodity Exchange Administration, and its
predecessor the Grain Futures Administration, have during the past
15 years made a number of pioneer investigations of selected aspects
of this problem. Naturally most of these have dealt with undesir-
able market factors that could be improved. A broad appraisal of
futures trading should, however, include all desirable aspects as well;
and, insofar as available facts permit, this approach will be followed
in the present surmmary.

NATURE oF FurturEs CONTRACTS

There are certain essentials regarding the nature of futures con-
tracts which should be thoroughly understood. The first is that grain
futures are not grain. A grain futures contract is an agreement to
buy or sell grain at a future date. It is in essence a contract, an
agreement. It may later be converted into grain just as a cradit in-
strument may be converted into cash. However, it may not be so
converted but instead be offset by counier contracts. {n the vast
majority of cases (over 99 percent) futures contracts are so offset.
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But even if not offset they continue as sgresments rather than grain
during their entire life as futures or, in other words, until & warshouse
receipt is actually proffered in exchange for cash.

Being an agreement, a future must at all times have two parties in
interest to it. At its inception these parties are popularly referred to
as buyer and seller. After the contrazct has been set up they are said
to be “long” and “short” respectively. These long and short posi-
tions are referred to collectively as “commitments.” Total commit-
ments may be increesed at any time by new countracts being set up.
They mey likewise be decreased through simultaneous offsetting pur-
chases and sales in which equal long and short positions are canceled.
Also any party long or short may close out his position by an offsetting
sale or purchase to a new interest in which case a transfer of commit-
ments has been accomplished but without any change in total commit-
ments. It follows that commitments do not necessarily have to va
with variations in purchases or sales either at any given time or throug’
any period of time,

Futures vs. Case DEALINGS

Considerable interest is manifested from time to time in the relation
between the annual volume of futures trading and the size of the crop.
As a numerical item the volume of futures trading in wheat on slt
markets during the 15-year period July 1923 to June 1938 averaged
15.6 times the size of the crop; corn futures on all markets for the same
period averaged 1.7 times the crop; oats 0.7, rye 12.2, and barley 0.3
times the annual crop. The inference drawn by many from this
comparison is that each year the crop is bought or sold through the
medium of futures this many times. This in turn leads to the belief
that turning the crop over meny times as in wheat must have an
unwhoelesome effect upon priees.

Concerning such reasoning it should be pointed out first that, since
futures are not grain, the turn-over in futures is not a turn-over of the
crop. There is in fact no necessary relationship between the average
size of @ grain crop and the sverage volume of futures trading in that
grain. This is clearly shown in the ratios just given for the various
grains. Kor wheat the tum-over averaged 15.6; for corn it was only
1.7, and for barley 0.3.

if it were possible to obtain the figures, & better comparison with
the average volume of futures trading would be the average volume
of cash transsetions upon primary markets. If it is sssumed that
receipts at primary markets are turned over on an average three times
vearly, then the ratio of the volume of futures trading on all markats
to the cask dealings for the 15-year period July 1923-June 1938 was
as follows: Wheat, 11.2; corn, 6.1; oats, 2.8; rye, 7.4; and barley,
0.3 times. From year to year, in contrast to a 15-year average, the
volume of trading is likely to show an inverse relation to the size of
the crop, This is due to the fact that the smaller the erop the greater
the variations in price and in turn the greater the volume of trading.

All this is not to say, however, that the volume of futures trading
can have no direct effect upon grain prices. Since futures are eontracts
giving both buyer and seller the right to convert such contracts into
grain, the futures price structure and the cash price structure are at
all times closely tied together., This being true a large volume of
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trading may very well affect cash grain prices. Asa greneral proposi-
tion it is probably true that the larger the average volume of futures
relative to cash trading, the more dependent become cash grain prices
upon price changes in the futures market. Fora commodity such as
wheat, futures prices have an important effect upon cash prices. It
does not follow, however, that this effect is necessarily an unwholesome
one; nor does it follow that it is necessarily & wholesome one.

VoLuME AND OpEHN CoNTRACTS COMPARED TG FUTURES Prices

Figure 12 for wheat and figure 13 for corn show the broad relation
between volume of futures trading, open contracts, and price for the
15-year period July 1923-June 1938. The data relate ¢o the Chicago
Board of Trade and show: (1) For volume, the total trading each
month, all futures combined; (2} for open contracts, the range each
month, all futures combined; (3) for price, the range each month of
the dominant future * with the monthly average price of No. 2 Hard
Winter wheat and No. 3 Yellow corn shown as a circle.

No very definite relationship is shown in figures 12 and 13 between
the volume of trading and the level of futures prices. There is some
tendency for volume to be large when prices are high, but it is 2 very
general one and probably due more to the movement of prices than to
their level. YVith respect to the monthly range in futures prices and
the monthly volume of trading there is some direct relation, though
the charts are not arranged to bring this fact out clearly. The correla-
tion for wheat for this period is r==-+40.64 and for corn r==+0.65.
This, however, does not demonstrate that variations in the volume
of trading cause & larger or smaller price range nor that changes in
price range cause corresponding changes in the volume of trading.
Because changes in the physical supply of grain, changes in potential
supply (through changes in growing conditions) and in demand are
fundamental, the presumption is that these underlying fretors, throu gh
trader opinion, cause the price range and the volume of trading to vary
directly. Information to be presented later, however, indieates that at
times unusual trading activity does cause unusual price changes,

Open contracts during this 15-year period reveal in their broad
movements nothing more than a general direct relation to the volume
of trading and to the course of prices. The largest range in open con-
tracts for wheat was in July 1929. This was also the month of largest
volume of trading and 2 month in which prices moved up through a
wide range. July 1933 was another month of unusual range in open
contracts and price together with a very large volume of trading. Also
for certain longer periods for wheat such as November 1924 to April
1925, November 1925 to Februery 1926, July to November 1929, May
to October 1933, and July to gctober 1924, and for corn such as
November 1924 to April 1925, January to April 1928, and May 1933
to April 1934, the open contracts grow in stze with upward swings in
prices, These movements suggest something in common for these
periods—possibly a wider market interest attracted by rising prices,

ossibly rising prices as a result of larger contracts with the initiative
eing taken by the longs as the market advances and by those selling
4 Futures used were: For-November, December, January, February, and March, the May future; for

April ang May, the July futvre; for June and July, the September future; and for August, Feptember, and
Cctober, the Derember future.
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to liquidate as the market declines. Certain of these outstanding
periods will be considered more fully a$ & later point. For this entire
15-year period, however, open contracts do not correspond closely to
either prices or volume.,

CasH anp FuTures Prices COMPARED

Shown as small circles in figures 12 and 13 are monthly average
cash prices—for wheat, No. 2 Hard Winter, Chicago; for corn, No. 3
Yellow, Chicago. In general these cash prices advance and decline
throughout the period as the course of futures prices varies. A cloge
examination of the figures will show, however, that this correspond-
ence is not a perfect one. For certain of the months cash prices appesr
above the range of futures prices, for others below. To those who use
the futures market for hedging or as a basis of purchase or sale, these
variations between cash and futures prices are often more important
than the broad movements of prices.

WHY CASH PRICES DO NOT PARALLEL FUTURES

Cash prices do not precisely parallel futures prices due to four broad
types of faciors. The first and most easily understood of these is posi-
tion or location. Futures prices are based upon grain located gt one
and only one central point. In contrast spot prices reflect many loca-
tions. A given shipment of grain may be bought 2t an interior point
at a discount and later sold at a premium relative to central market
prices due to purely local supply and demand conditions.

A second factor is quality. Again as 2 general rule, futures prices
reflect only one grade of grein and usually the bottom of that grade,
Spot or cash prices in contrast reflect es many grades, and qualities
within these grades, as are offered for sale. Upon the larger markets
the quality of grain is continually chenging. Certain grades are in
demand leaving other grades in Telatively greater abundeance: new
receipts flow in; supplies carried forward may improve due to lowered
moisture content, cleaning, or conditioning or they may deteriorate
due to difficulties or inefficiency in handling. These various qualities
and changes in quality give to cash grain prices a range and variability
without & counterpart in futures prices.

The element of time accounts for the third factor between cash and
futures prices. Futures prices reflect for each separate future one
period in time, namely, the month of delivery. Spot prices, based on
immediate delivery, reflect day by day throughout each crop year a
continually advencing point in time. If there is no other counter-
balancing factor, this forward chenge in time, involving costs of
storage—interest, insurance, wages, overhead—will cause cash prices
to advance as a crop year progresses,

Random causes constitute the fourth factor causing cash-futures
price disparity. Assuming the elements of time, place, and quelity
are either held constant or fully accounted for, there remain many
factors which affect cash and futures prices unequally. They are for
the most part uncertzin and nonrecurring, hence difficult to foresee
and allow for. Changes in relative demand between various qualities,
locations, or times.of delivery of a particular grain cause changes In
spot prices without equal chenges in futures prices. Here also belong
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the endless play of trading forces found in the futures market and
imparting to it its characteristic sensitive price structure. These trad-
ing forces reflect themselves only in part in cash grain prices.

CASH PRICES BASED ON FUTURES PRICES

For wheat, and to a lesser extent for the other grains, the practice of

basing cash prices upon futures has become an established practice.
QCarlot bids and offers, both on the exchange and to the country, are
built up by adding to the futures price {algcbraically) a premium or
discount for quality, location, time, and one or more special factors,
including competition, as they are estimated at the moment. In this
process it is not altogether accurate to say that the futures price is
accepted at its face value by cash grain dealers. Futures may in fact
be regarded as being too high in which case the premium or discount
will also reflect this lack of faith. But normally futures prices are
regarded as basic in the formulation of cash grain prices.
“Because of this price-basing policy, the inference is sometimes made
that futures prices deterinine cash prices. This does not necessarily
follow, however. Broadly viewed, both eash and futures prices are
determined by the same body of underlying conditions: Supplies,
their location, guality and movement, demand, prices of other com-
meodities, general business activity. These factors serve as the main
though not the only source of opinion In both the cash and futures
market.

FETURES PRICE CHANGES PRECEDE CASH

It is upon the futures market, however, that this and other in-
formation is usually first translated into price. This is especially
true where the trade in futures is relatively large. Here timely as
well as profuse information s demanded. The futures market is
large enough to support the expense of private wires, news gathering
services, floor brokers, and traders. From these flow a fairly con-
tinunous stream of bids and offers as well as prices throughout each
trading session. The force of this trading is too powerful to disregard
were those who trade in cash grain inclined to do so. Instead they
follow closely the course of futures prices and base their bids upen
them. For this reason it is ecssential that those who trade upon
futures markets be well informed and that their trading be free from
manipulation in its market effect. Alanipulation is here used in the
broad sense of knowingly influencing prices.

Types oF Futrres TRADERS

Table 5 throws some light upon the type of trader found on present-
day markets. It is taken from a Grain Futures Administration
report (I) showing all traders having commitments in wheat or corn
futures on the Chicago Board of Trade as of September 26,1934, The
study represents a cross-section survey in which are traced the ulti-
mate parties in interest of all open contracts and an inquiry made of
their professional er business status.

There were 13,194 individuals, firms, and corporations having a
position in wheat, with commitments totaling over. 157 miilion bushels
long and an equal quantity short. In corn the various traders totaled
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8,089, holding commitments long and short in excess of 89 million
bushels. There were 2,919 traders having positions in both corn and
wheat, making a net of 18,364 separate traders in the market in both
wheat and corn. These 18,364 traders were located in every State
in the Union and in several foreign countries with, however, the
greatest concentration in the Central West. They held separate
commitments ranging from 1,000 bushels %0 over 10 million bushels.

TaBLE 5.—Andlysis by occupational groups of accounts having commtiments in
wheat and corn futures, Chicago Board of Trade, September 29, 18841

Open commitments

Total commitment | Net c?mmitmenz

Accounts, of group of group

Long Shyrt Long Skort

1,000

Wheat: Besghel
Fartoers 6, 068
{ ives. .- - 802 §, 304
Clerks, smal] hapts, etc .. . 3
Fxecutives, Snanclers, ste. 3,068 £5, 071
Speculative corporstions 3,725

Tatal spectilative 118,631

Elevator bedgers i1, 577
Processor hedgers.... 7, 529 51,7508

Total hedging. ... 16,106 | 128,227

Foreign and miscellaneous 19, 580 1, 402 18,178
Grand total 157, 317 ]

Corn:
Fartners - 7 3,326 2,3
Housawives. .. i) 4,37 T 3,472 4.
Clerks, small merchanis, ete. K 3 16,610
Executives, Bnanclers, elc.. . 9, 533
Speculative corporations a7 5,408

Total speculative } 7 18, 417

Elevator hedpers.
Processar bedgers

"otal hedging i : ; 0,989 [ ........|

Foreign and miscellanestis .. _........_ j o 379 ) 13,107 |

Grand total ___ ... ... . 059 ) 1 B8, 515,

H

i From U. 8. Department of Agriculture Cireuiar 397,

The traders end their positions are further classified in table 5 as
speculative end hedging.’® Broadly considercd, accounts in futures
must be either speculstive or hedging. A speculator is defined as
one whose primary object is the assumption of price risk for a possi-
ble profit and a hedger as one whose primary object is the avoidance
of price risk at the sacrifice of a possible profit.  Hedgers are in turn
classified as elevators, those handling grain in wholesale channels, and
processors, those engaged in the manufacture of grain products.

Speculators as a group can be classified in a number of ways.
Classified by function they may be {1) open speculators or (2) spread-

" There is also shown a “Yareign and mmiscellsneous® group. Informaotlon was insufficient fo clossify

asecurstely these accounts, They included some hedging sccounts, theugh aa s group they wers Appar-
ently predominately specaiative,
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ers, the latter type being those who follow the practice of setting up
equal and opposite futures positions between two futures in the same
or diffcrent markets with the object of profiting from relative price
changes. Open speculators, in contrast, assume ecither a long or
short position in futures, but .ot both, for & possible profit. Open
speculators in turn may be professionals, such as floor traders or
scalpers attempting to profit from small intraday price changes or
traders carrying open positions for periods of time longer than one
day, or they may be nonprofessionals—those whose principal occupa-
tion lies elsewhere but who trade in futures from time to time.

In the classification shown in table 5, the vast majority of the
speculators are of the nonprofessional, open-specufation type.
Farmers, housewives, clerks, and small merchants are certainly not
professionals, yet they account for over 70 percent of the number
of speculators in wheat and corn. They held approximately 45 per-
cent of the total open speculative commitments in these two grains.
For the most part, also, the executive-financier group are nonpro-
fessional. Some of the occupations found among these traders with
the number of accounts include: Physicians, 523; salesmen, 492;
attorneys, 397; insurance brokers, 200; teachers, 163; bankers and
employees, 126; engineers, 124; accountants and auditors, 119;
dentists, 112; secretaries and stenographers, 104; clergymen, 23.

One further observation regarding the data of table 5 is in place.
The commitments held by the various speculative groups differ
materially from those of the hedgers. Tighty-eight percent of all
the accounts in both wheat and corn were speculative; 8 percent
were hedging and 4 percent were foreign and miscellaneous. The
speculative accounts were mostly small, averaging as a group about
10,000 bushels each; the hedging accounts were much larger, averaging
among the long aceounts 22,000 bushels and among the short accounts
420,000 bushels. Alost of the speculative accounts, in number of
accounts as well as in position, were long while most of the hedging
accounts, in number and position, were short.

REsuME

This section has dealt with certain of the broader aspects of futures
trading in their relation to grain prices. A number of important
effects grow out of the addition of a futures system to cash-grain
trading. There is a more urgent demand for timely information
and for information of every sort capable of having a possible price
effect. This results in futures priccs being highly sensitive. Cash
prices in turn reflect these changes with further premium or discount
adjustments for variations in quality, location, time and randem
factors. _

Those who trade in futures are not the same body of individuals as
those who trade in ecash grain. I~ addition to hedgers and other
cash-grain interests using the futures markets, there exists o large
body of specutators whose only interest is in price change. They
vary widely in professional and business expericnce; also in their
knowledge of grain markets and prices. They vary, also, from the
few who trade in large amounts to the thousands who trade in small
gmounts. Their colictive trading gives direction to futures prices
and in turn to cash prices. To the extent that it is based upon o full
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knowledge of underlying cash-grain conditions and is free from
manipulation the resulting prices will best satisfy all interests con-
cerned. This is on the assumption, however, that & competitive
price is desired.

VISIBLE SUPPLY AND HEDGING

There are a number of groups involved in the marketing and
merchandising of grain and grain products. These include farmers,
country elevators and mills, terminal elevators and mills, Processors,
bakers, and retailers. Not all of these use the futures market as g
means of hedging. At the two extremes—farmers and retailers—very
little hedging is done. Country clevators and country mills hedge
occasionally and a few consistenily such as units of a line company
with headquarters at & central market. Some of the larger baking
companies have been known to hedge, though as a rule they do not,.

This leaves as the principal hedging groups the large elevator,
mill, and processing companies having hesdquarters ususally at lead-
ing merket centers. Among these three groups the most consistent
hedgers are the elevator companies. The supplies they handle con-
sist of grain rather than products ef grain and as such bear g close
price relationship to futures. Their business consists of buying,
usvally in carlots, from country shippers and selling later to mills or
processors or into the export trade. If they are to do business they
must, buy when supplies are moving. This usually results in their
acquiring large supplies following harvest. Later the grain is sold
at such times as it appears the maximum possible profit (or minimum
loss) will resuit. Such a profit (or loss) is a net product of gains and
losses upen their dealings in both cash grain and futures. Their
sales policy is, therefore, continually inflicnced by the relation of
cash to futures prices.” When this relationship is unfavorable to
bolding supplies immediate sales become urgent; when f{avorable
they may hold supplies for long periods of time.

INFLUENCE oF COMMERCIAL Stocks Tiroy OPEN CONTRACTS IN Furures

In figures 14 and 15 the United States commercial supplies of wheat
and corn _are shown for monthly periods, July 1923 to June 1938
Against these stocks stored at central markets are plotted the total
open-futures contraets, long and short, on the four principal exchanges
for wheat—Chicago, Minneapolis, Duluth, and Kansas {ity—and on
the two principal exchanges for corn—Chicage and Kansas City.
The charts are designed to show the influence of commercini supplics
upon the extent and character of futures contraets regularly carried
forward.

With respeet to both charts it will be observed that commercial
supplies show very definite seasonal variations snd that during the
past 15 years large cyclical changes have also oceurred. These varia-
tions find their counterpart in the changes taking place in total open
contracts. An iIncrease in commercial supplies creates & demand on
the part of the buyers of these supplies for short futures positions as

HThe peint of view here expressed is that of the jndividual eivvator campany. Collectively fend at

times individually for the Inrgest companics) their sales snd purchase policics constitate the major fnetor
in determining the relation between cash mnd futures prices.
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s hedge. Their short sales of futures inerease the total short com-
mitments thereby causing simultancous offsetting long commitments to
beset up. As pointed outin the previous section, these long positions
are held mainly by a varied assortment of speculators.
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Fiaore 14.—Wheat: Commercial stocks compared with futures commitments at
four leading markets, by months, July 1923 to Junce 1938,

These long and short futures commitments are not exactly the same
as the conmmercial supplies ¢ither in amount or in their ehanges from
month to month, One reason for these diflerences is the fnct that a
considerable part of open futures contracts represent purely specula-
tive positions on boih sides of the market. Another rcason is that
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commercial supplies are only a rough approximation of the demand
for hedges. Some hedges arise from supplies at country points which
are not shown in the commercial stocks; not all the commercial stocks
are necessartly hedged at ell times; hedges are also set up against
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Figore 15.—Corn: Commercial stocks compared with futures commitments at
[ two leading markets, by months, July 1923 to June 1038,
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forward orders; finally, where commercial supplics owned are offsct
for an individual company by forward sales at fixed prices the need
of hedging is to that extent removed.

Mention should be made of the 1930-32 period for wheat during
which time the Federal Farm Board was sctive. Through the in-
strumentality of the Grain Stebilization Corporation, it purchased
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and earried unhedged laree quantities of wheat with the result that
the demand for hedges from the owners of remaining supplies greatly
declined. This is clearly shown in the relative size of the commercial
supplies to the open contracts during this period. An estimate of the
Farm Board holdings of wheat in commercial channels for this period
(20, fig. 2 and p. 62 .} is shown In figure 14.** With this portion
deducted the remaining private commercial supplies more nearly con-
form to the oper contracts.

NET CoMMITMENTS OF LEADING HEDGERS

Reports are rendered daily to the Commodity Exchange Adminis-
tration by all hedgers having market positions of 200,000 bushels or
more in any one future on any one market. These “200,000-bushel-
or-more’ accounts are few In number but range upward in size to the
very largest with positions of several million bushels. They do not
include &1l open hedging accounts since as small an amount as 1,000
bushels may be employed as a hedge. The combined positions of
reporting hedgers, however, probably account for 80 percent or mors
of all hedfrmf-? posltmns (1, p. 6). They arc the market leaders among
the hedglnv group, and their combined positions should typify fairly
well the combined market positions of ﬁ)hedgers

In figure 16 are shown for wheat the combined net-futures positions
of these leading hedgers on the Chicago Board of Trade for the three
crop years, July 5, 1935 to June 24, 1938. These positions are com-
pared with commercial supplics and cash prices for corresponding
dates each week. During each of these three erop years the net posi-
tion of the hedging group was short but varied widely within each
crop year. In geneval these variations grow out of corresponding
variations in the movement of wheat to commercial centers but the
correspondence is not a perfect one.

To fncilitate close comparison the short hedges are shown inverted
in figure 18. TFor the crop vear 1935-36 the trends of hedges and
commercial supplies were fairly close and continued so until the end of
July 1936. From this peint antil the end of December 1836 the hedge
positions failed to follow fully the commwereial supplies. This was
alse true for 1937-38 beginning again at the end of July. It is
difficult to determine the reasons for devintions of this kind. A
suggestion sometimes advanced is that hedgers remove their hedges
when they feel that prices are unlikely to decline.  Applyving this
somewhat naive suggestion to the crop year 1936-37 it would appear
that some of the Iiﬁd“’(‘l‘i failed to hedge fully their eash postiions
because the cutlook for cash prices was nt least not a bearish one.
Prices did move to higher levels—f{rom $1.14 for the weck ending
August 1 to $1.37 for the week ending December 18; and it may be
assumed that at this higher level the outleok became uncertain and
for this reason hedges were replnced.

~The crop year 1937-38, however, presented a different picture. At
the end of July wheat prices had declined from an earlier level above

15 Eetimates of cash wheat held In commerein! positions by the raln Stebilization Corparitian and used
in fipure 14 were as follows: End of February 1930= 12 multion bushels; ondd of March =3 million; April=10
million, May =40 million; Juoe =60 million; July, August, September, ‘and October =00 millinn; November=
70 Tsllamnmend of funo 1931=188 million, end of June 19723 miltion; end of July=14 m:lhan end of Ao-
Zust =3 million.
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$1.40 to $1.23 per bushel. Perhaps it was assumed by some that &
further lowering of prices was unlikely. At any tate, whatever the
reason, some failed to hedge fully beyond this point in spite of the fact
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that wheat prices continued downward to reach levels below 80 cents

per bushel. ) )
Figure 17 shows the combined net position of the leading hedgers in

corn for three crop years, November 1934 to October 1937. As in
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figure 16 these positions are compared by weeks with commercial
supplies and cash prices. Commercial supplies were quite small
during most of this period, reflecting the effects of extremely small
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Tigure 17.—Corn: Combined net position of leading hedgers, Chicago Board of
Trade, compared with United States commercial stocks, and Chicago No. 3
Yellow prices, end of each week, November 2, 1934 to Oetober 22, 1937.

crops in 1934 and 1936. In general the positions held by the hedging
group were inversely related to the commercial supplies, declining
during the crop year 1934-35 from 46 million to 2 million and varying
over comparatively narrow rtanges thereafter. During portions of
1936 and 1937, the combined hedge posiiion waa net long due to the
influence of long purchases of futures made by processing com-




GRATN PRICES AND THE FUTURES MARKET 39

panies. While these are here classified as hedges, in a strict sense they
represent quasi-cash purchases to be replaced later by actual purchases
of corn.

PossiBLE PricE E¥rects o Hepcing

The following facts regarding the hedging of grain are fairly well
established.

1. It is a practice centered mainly in the large elevator and merchandising
companies located af leading market centers,

2. While these companies hedge bath their unscld supplies and their forward
orders, taken as a group the former usually predominates, requiring 8 net-short
futures position.

3. This net-short futures position is, as a rule, determined for the hedgers by
the size of their commercial stocks of grain stored st leading centers and varies
geasonally and from year to year as these stocks vary.

4. These bedgers are few in number but hold large futures positions, their
positions changing gradually from day to day.

5. There are in retual practice important exceptions to this usual experience
both from time to time and among the various hedgers.

With the possible exccption of so-called “hedge pressure,” it is
gencrally thought that these various practices have little if any
direct cffect upon grain prices. To have a direct cffect hedges would
have to be made in such quantity or in such & manner that prices
would move currently in response to them. Since sales or purcheses
are made gradually and largely in response to the movement of
supplies it is usually thought that their effeet upon prices must be
negiieible,

‘This type of reasoning deserves close examination quite apart from
what the actual evidence of hedging may disclose. It is often pointed
out that the main motive of hedgers is to aveid loss from uncertain
price changes. Vhile this is an Important matter to them, it is not
their main objective. Their main objective, as in all lines of economic
endeavor, is to make money. This they do by dealing both in futures
and cash grain. Their profit is a joint produet arising out of relative
changes in the position of cash to futures prices. Since futures prices
represent one blade of the scissors they are very vitally interested in
their movements. Their interest, however, is not. in higher or lower
futures or cash prices as such but in their relative changes. These
relative movements are susceptible of market influence, particularly
with the approach of a delivery month. For this reason they are
given separate consideration in the section on The Delivery Problem.

While their interest lies in relative prices, the individual or combined
trading of hedgers may be sufficient to affect futures prices directly.
Some of the largest accounts build up futures positions of several
million bushels. As an aggregate of all hedgers, their commitments
run inio the tens of millions. In the survey of contracis open on
September 29, 1934, wheat hedgers 2s a group held long commitments
of 19 million bushels and short commitments of 128 million; eorn fu-
tures hedges amounted to 9 million bushels long and 71 million short
(see table 5, p. 31). While these positions are acquired and liquidated
in line with variations in eommercial supplies, there are pericds when
the changes reach large proportions. This is most likely to be the case
in the fall of the year when supplies are moving to market. As these
supplies are bought, corresponding amounts of futures &re sold short
as 2 hedge. When these sales are accompanied by 2 weakening of
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prices their apparent effect is usually referred to in trade journals as
bhedge pressure.

That there is any nccessary connection between sales by hedgers
and declining market prices cannot, however, be determined by casual
observation. Those having the task of preparing market gossip are
likely to cast about for an explanation of a price decline and hit vpon
sales by hedgers. The next day prices may be up with hedge sales
eqrally large in which case no reference is made to hedge pressure.
Just how important as & market force hedge pressure may be it is
difficuls to state. The evidence received thus far by the Commodity
Exchange Administration does not reveal any consistent relationship
between these sales and the movement of futures prices.

This may be due, however, to the presence of other compensating
market factors. Irwin has found from g study of small trader
activity a pronounced tendency for wheat farmers and others located
in wheat producing areas to buy futures following harvest (8).**
These purchases appear on the market at approximately the same time
as hedge sales. Like hedge sales they consist of many small individual
transactions, which are held for some time and resuﬁ in an aggregate
market position of large proportions. These two market forces are
opposite and compensatory in character. It is reasonable to believe
that their net eflect may be to advance prices in years of unusual agrar-
ian buying, to cause them to decling when buying support is small in
proportion to hedge selling and for certain years to be neutral in
their price effect.

In one further respect the market position of hedgers can indirectly
influence prices. To some extent, though necessarily small, hedge
sales are offset by hedge purchases. Mainly, however, they are offset
by the purchases of speculators. As a result the typical situation is
oné in which several million bushels of open contracts are carried for-
ward on the short side by & small group of hedgers and on the long side
by a much larger group of speculators. In this setting the hedgers are
much better situated than the speculators. They are merchandisers
of grain and as such know its location, movement, and condition. 1If
need be they can usually deliver at least a part of their supplies on
their futures contracts. Their profit is not solely dependent upon
advancing or declining futures prices.

In contrast, many ol the long speculators know little or nothing
about the handling of actual grain,  Their sole interest is in profiting
from an advance in futures prices. If prices do advance some will
wank to sell to realize o profit; if prices decline some will have to sell to
limit their loss. It is at this point that the short positions of the hed-
gers become important. If they are not ready or do not choose to
buy in their short positions, speculators desiring to sell must find other
speculators who are willing to buy. Considered as individuals the
speculators can sell and pass their long commitments from one to
another as much as they like; as a group they cannot get out of them
until the hedgers are ready to close their short positions.

This indirect influence of short hedgers upon speculative longs is
likely to be an important price factor only when the speculative urge

' Rensons advanced for this buvinz are: (1} Money more plentiful fellowing horvest, {2} the practice by
farmers of seiling their wheat and replacing it with {futnres purehases, sod {3) tha pencral belie] that wheat
prices are tag low, coupled with the particular but erronects belief that becansc eash wheat solls higher on
the sverage in the spring than Lo the fall futures shoaid also;
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to quit the market exceeds the willingness of others to fill the breach.
Such o time is likely to appear with declining prices and when large
commercial stocks of grain are en hand, especially if the market leaders
among the speculative group are on the short side of the market. At
such times the efforts of the smaller speculative longs may be an im-
portant contributing force in moving prices still lower. This factoris
also likely to appear during the month prior to the delivery month of an
expiring future, again growing cut of the urge on the part of speculative
longs to close out their positions. This latter setting is presented
more fully in the section on The Delivery Problem. This indirect
-effect of hedging upon the price structure can be appropriately referred
to as “hedge-position pressure’” in contrast to the earlier type of
“hedge selling pressure.”
REsume

Hedging is an important type of futures trading. The business
is concentrated in the large elevator and processing companies located
at central markets. The futures positions set up as hedges are pre-
dominsately short, varying as a rule inversely with the changes in
commercial supplies of grain. Following harvest the movement of
grain to market is usually heavy. This requires large sales of futures
as a hedge. So-called hedge pressure results and may well be a
bearish force of considerable importance. It is difficult, however, to
measure in terms of price due to posi-harvest speculative buying
flowing mainly from agriculfural areas.

Hedge pressure may indirectly develop from the short positions
which hedgers carry forward when speculators, anxious to close their
long positions, offer to sell at progressively lower prices. This is
especielly likely as a delivery month approaches. Further develop-
?exit.l of this aspect of hedging is found in the section on The Delivery

robler,

IMPORTANCE OF LARGE-SCALE SPECULATORS

The title to this section suggests that the trading of leading specu-
lators has en important influence upon grain prices. As a prelim-
inary to the testing of this hypothesis it is desirable to return again
to some “first principles.” Every futures confract requires at its
inception a simultaneous, equal, and oppoesite purchase and sals;
it Tequires during its lifetime coexistent, equal, and opposite long and
short positions. This being true it follows that there is nothing in
the nature of futures contracts as such suggesting an influence upon
prices. Always being simultaneous and in perfect balance, the vol-
ume of purchases and sales and the size of open contracts should not,
-of themselves, have any effect upon prices. If, in the light of this
fact, any =association is found between volume and price or open
contracts and price, it must be explained by evidence drawn from
other sources.?

10 That volume of trading and price are related in Some manner was indicated in the Soction on the Broad
Relation of Futnres to Grain Prices where a direct correlation of -H3.61 for wheat and -F0.65 for corn was
fouad, ‘This result was obtrined by comparing the monthly valume of tading and the moeathly raore of
futures prices for the 15-year perlod, Tuly 1923 to Jope 1938, Meh! has madae & similar comparison for daliy
volume of trading in wheat futures with daily price ranpe covering the years 1922-31, exeludiog the yesr
1025, in which s direct correlation of +0.50 was ¢binined. To cbinin an cvea closer comparison he also
gorrelated the total number ol }5-cent price chazges (ot eech trading day with the daily volame of trading.

Tor the years 1924-31, excluding the petiod from Oetober 1 to November 14, 1925, snd the year 1928 bot
regarded as abnormal, be obtained s correlation of r=-+B0.887 {I1),
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MarkET ForcEs Broanry CONSIDERED

The most immediate source available for examination is the manner
in which trading is conducted. Here facts are provided which lend
themselves 1o objective testing. Individuals do not all trade in the
same way. Some execute their own trades, others use intermediary
brokers; some buy and sell in small lots, others in large lots; some
use “at-the-market’’ orders, others “limited’’ orders; some carry open
speculative positions, others spreading speculative positions, still
others hedging positions; some carry positions for relatively long
periods of time, others for very short periods of time.

Assuming, however, that some measurable relationships were found
between these techniques of trading and resulting volumse and price
activity, the inguiry still would not have reached to fundamental
levels. These are concerned with the ressons underlying the various
types of trading. Why do individuals trade? Why do some trade
and others not? Why do some trade at certain times and not at
other times? Why do different individuals use differont methods of
trading? These are questions difficult to answer mainly because of
lack of objective facts. But they are fundamental to any inquiry
into. the reasons for grain prices.

Some evidence bearing on these questions was prescnted at earlier
points in this study. Hedgers deal in futures to avoid loss from un-
certain major price changes in their cash commitments and to profit
from relative changes between cash and futures prices. Their motive
as well as their methods of trads are fairly well understood. Not all
cesh commitments are hedged, partly because they are not suitable
for hedging #* and partly because the interests concerned prefer to
speculate.

Speculators deal in futures because they see a possible profit from

rice changes. Those who do not trade evidently attach greater
mportance to the possibility of loss or they may not choose to trade
on ethical grounds, or they may know little or nothing about futures,
or they may not be able to finance a trade. The reasons why specu-
lators see a possible profit from price changes are legion. But for
purposes of analysis these may be broadly divided into two groups,
namely, (1) those based upon fact or opinion 2 drawn from the cash-
grain trade and (2) those based upon fact or opinion drawn from the
mechanics of fut':..es trading.

Our concern bere is with the latter group. Within this group are
to be found meany forces important in their influence upon trading
opinion and action. These range from such simple matters as the
advice of a friend regarding the next turn of prices to the astrologer's
long-range horoscope of ‘highs and lows for the coming year. A
wide variety of news and gossip inspired for its trading effect belongs
in this same class,

Ancther important source of evidence is to be found in the various
changes in market price. How speculator X may view 80-cent wheat
depends a great deal upon how wheat prices have been performing in
the immediate past. They may have been declining slowly or de-

% This Is frequently trus of products of grain having market values only loosely related to graln prices,
alse of sample grain, of graln heving one or more speclal qualitles, and of prain located far gut of the maln
channels of shipment, Tt is also true of lots of graim too small to hedge efTactively.

8 The word “faet’” is used here as elsawhere in this r:gart ta mean an itemn of knowledge of high probabiii:ﬁ.

The word “oplnion” {or “'belief™} {3 used in the broader sense of knowledgs rangiog all the way from well-
established facts to mere guesses.
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clining rapidly; they may have been advancing steadily or with inter-
mittent set-backs. In the hands of the tape or chart reader these
variations reveal elaborate formations sufficiently repetitive in char-
acter to serve as alluring though not necessarily safe guides to buying
and selling policy. It may be seriously doubted whether any group
of speculators is entirely free from the pervasive influence of price
changes and this quile apart from any underlying reason or reasons
for such changes. With respect to many speculators, they constitute
the principal source of opinion regarding the future course of prices.

It is difficult to move much beyond the limits of general observation
regarding these purely market forces. They are themselves sub-
jective in character and can, for this reason, be only indirectly ana-
iyzed. In other words, what influences speculators to trade as they
do must be inferred from the character and trading operations of the
speculators themselves. The Information currently received by the
Commodity Exchange Administration is by no means comprehensive
enough to make 2 complete analysis of these forces. Some idea of
the number and variety of occupation of speculators is known. Some
date bearing on these were cited in the section on the Broad Relation
of Futures to Grain Prices. Some facts have also been cited regarding
the manner in which the large hedgers operate and some facts are
available regarding the manner in which the large speculators trade.
For the much larger body of small traders very little direct information
has been secured.

TeE TRADING OF LARGE SPECULATORS

As pointed out earlier, the Commodity Exchange Administration
receives daily the futures positions of each of the larger speculators.
The regular reporiing of these positions was begun in July 1923, and,
with the exception of two periods when the reporting requirements
were suspended by the Secretary of Agriculture, has continued up to
the present time.

The reports received during these years have not, however, been of
uniform content or quality. For certain periods the limit above which
reports were required was 100,000 bushels; for several years it was
500,000 bushels; more recently it has been 200,000 bushels. The
quelity of these reports has also varied rather widely. TUntil recent
years numerous legal and practicsl difficuities were encountered in
the enforcement of the reporting requirements. For limited periods
the dependableness as well as the scope of the reports was greatly
improved under specific congressional authority. In the summary
which follows of large-scale speculative activity, these facts should
be held in mind.

THE JANUARY 2—APRIL 18, 2925, WHEAT INYESTIGATION

For the first yerr following the inauguration of special reports, grain
prices were low and moved through comparatively narrow ranges.
But during the summer and fall of 1924 & strong export demand,
coupled with what was then thought to be a small world supply,
resulted in wheat prices moving up materially. They had been
around $1.10 in June; by December they were up to $1.80 per bushel.
Furthermore the advance during these months was gradual and sus-
tained, giving a perfect setting for widespread speculation. By the
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end of January 1925, May wheat futures, Chicage, had passed the
$2.00 mark to become front page news. Prices declined during early
February but recovered during the latter part of the month only to
break widely during March, moving down over 50 cents per bushel.
Widespread discontent developed not only among milling and cash-~
grain interests but slso among consumer groups. As a result the
Secretary of Agriculture, pursuant to a Senate resolution, ordered
& special investigation of the trading during this period {(15).

While the facts of this investigation brought out & number of points
regarding the manner in which various market interests trade, one
pomut appeared particularly important. This was the prominent
position occupied by a few large speculators. Just how many specis
lators, large and small, were trading during this period is not known,
but the number undoubtedly ran into the thousands. Of these only
302 reached a trading level of 100,000 bushels. When the market
positions of these 302 were combined, however, they assumed rather
large proportions, amounting to 32.8 percent of all long commitments
and 12.8 percent of all short commitments. They also showed during
this period substantial changes in their combined net position, sug-
gesting the possibility that the operations of these larger speculators
might be directly related to the course of prices.

Figure 18 shows the combined net position of these 302 speculators
and the course of May wheat prices for this period. There is also
shown the combined ne$ position of the 8 largest of the 302 speculative
accounts. 'These § traders represent all those who at some time du ring
this period held a long or short position of at least 2,000,000 bushels.
‘The importance of the 8§ traders in determining the changes in position
of the entire group is clearly shown. The remaining 294 traders
accounted for an important fraction of the total position during moss
of the period, but the changes in their position were minor and random
in character (19, fig. 15).

Two other cbservations ean be made from figure 18. The first is
that the general trend as well as the intermediate movements shown
in the positions of the speculators are duplicated in fair measure by
the course of prices. The second is that the cha nges in position during
the first part of the period precede the changes in price. Thus the
combined position of the 302 speculators reached a maximum on
January 12 and the 8 largest on January 13. Prices continued
upward, however, until January 28.  Similarly a low point in specula-
tive positions was reached on February 5 and in price on February 11.
A second high in positions was reached on February 25 and in price
on February 28. But during March and April this spparent discount-
ing disappeared, major variations in priee and positions occurring at
approximately the same time.

Some light is thrown on the reason for these movements in the way
in which smaller speculators traded during this period. Obviousty
if the leading speculators were sellers on balance from January 12
until February 3, either the smaller speculators or the hedgers or both
were net buyers. Commission-house accounts, representing a mived
group of speculators with individual trades from 1,000 to 100,000
bushels, continued to buy up to January 30, and a residual group of
‘‘under-100,000-bushel” traders, representing mainly speculators but
eluding some hedgers, continued to buy until Februaty 5. The
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larger hedgers were buyers throughout this period since they were
closing out short commitments. The commission-house group
became sellers after January 30, reaching & low point February 25.
"The “under-100,000-bushels” traders were also sellers after February 5.
They continued to sell until February 28 (19, pp. 44, 49, and 51).
With reference to price, the ‘“‘en masse’” action of these groups
puggesis that the largest speculators foresaw lower prices as early as
January 12 and sccordingly sold while the smaller speculators con-
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Ficure 18.—The combined net position of 302 leading and of the 8§ largest
speculators in the 1925 May wheat future, compared with the closing price
of the future, by days, January 2 {o April 18, 1925,

tinued to buy until prices had declined materially {through February
5); that by the close of trading February 5 prices had declined suffi-
clently to appear attractive again to large speculators and accordingly
they resumed buying, the smaller specui:a tors being the scllers. After
February 25 the leading speculators turned bearish again and became
sellers with the smaller speculators buyers.

This interpretation is rather flattering to the composite judgment
of the market leaders, but is fairly well in line with one school of
thought regarding their superior ability to discount broad price
movements. It leaves, however, much to be explained. Why should
the smaller traders be willing to accommodate the leaders in this
fashion? Why in particular was the turn in prices foreseen by the
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leading speculators approximately 2 weeks in advence in January,
1 week in February, and not at all in March and April?

An approach to these questions is to be found in the unusual market
conditions of this period. January was the seventh successive month
of rapidly rising prices. Another advance of such propoertions has not
occurred in post-war wheat futures prices. It brought with it wide-
spread speculation which, in the absence of an apparent upper limit
to prices, was sufficient to continue the upward trend for a time despite
liquidation by the leading speculators. This occurred in the latter
part of January, But with continued liquidation on the part of the
market leaders, prices receded materially in early February before
public participation again became sufficient to check the decline.

February 6 the leading traders became buyers again and once
more bullish public enthusiasm was gradually built up. It was
sufficient to maintain prices for a few days following February 25 when
the leading speculators began to sell. It did not last as long this time
however, and once under way the smaller traders could be encourngeci
to buy, under the pressure of extreme large-scale selling, only at mate-
rially lower prices.

Admittedly this explanation is nothing more than an attempt to
rationalize the forces at work during this period. It is believed,
however, to be a fuller interpretation of the known objective events
of the period than an explanation based only on discounting. As a
matter of fact, the 13-year record compiled by the Commodity Ex-
change Administration, and its predecessor the Grain Futures Admin- .
istration, does not disclose another case of apparent discounting as
clear cut s this. The records disclose instead either concurrent price
and large-scale position changes, such as oceurred in Alarch and
April 1925, or an absence of any definite relationship.

Added insight into the character of large-scale trading can be se-
cured from an examination of individual accounts. Five of the
group of eicht speculators shown in figure 18 made one or more
deily net trades of at least 2,000,000 bushels during this period.
How the market positions of these five traders varied from day to day
is shown in figure 19 (19, figs. 16-20).

The positions which these individuals held and especially the changes
in position which they made from time to time shed considerable light
upon their trading policy. Traders 10, 9, and 5 were “bulls” hoping
for higher prices. In this they were destined to be disappointed.
Traders 12 and 14 were neither characteristically iong nor short,
They were “‘in-and-out” traders on a grand scale, each shilting his
position from long to short and back again 11 times during this period.
The attitude of these 2 traders may have been: “Are supply and de-
mand conditions in this country and abroad such as to cause higher
or lower prices?’ to which an opposite answer was obtained every fow
days. Or it may have been: *Are trading conditions such as to ¢ause
higher or lower prices?'’ with a similar change of mind every few days.
Because underlying supply and demand conditions do not display such
frequent alternate changes, one is led to believe their interest centered
mainly on market possibilities, IHere a further question nrises; “As
an importent part of the market, what effect, if any, will my own
trading have upon the course of prices?”’
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future, by doays, January 2 to April 18, 1925,

An incomplete but significant answer to this last question is to be
found by comparing the net trading of each of these speculaters with
corresponding net changes in price. Here attention is immedintely
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drawn to the larger net trades and the larger net price changes. For
this period these were as follows:

January 12, No. 12 bought 3,750,000 bushels, price advanced 414 cents,
January 21, No, 12 sold 5,700,000 bushels, prico declined 2 cents.
February 6, No, 12 bought 2,000,000 bushels, price declined 6 cents,
February 7, No. 12 bought 2,000,000 bushels, price advanced 434 eents,
February 27, No. 12 sold 3,600,000 bushels, price advanced 1 cent.
March 4, No, 14 seld 3,200,000 bushels, price declined 7% cents.
Mareh §, No. 12 bought 2,150,000 bushels, price advanced 4 cent.
March 6, No. @ sold 2,200,000 bushels, price deelined 1134 cents,
March 11, No. 12 sold 3,000,000 bushels, price declined 5} cents.
March 12, No, 14 bought 2,900,000 bushels, price declined 4 cent.
March 13, No. 10 sold 3,000,000 bushels, price declined 143 eents.
March 17, Xo. 10 sold 3,085,000 bushels, price deelined 1134 cents,
March 17, No. 5 sold 2,240,000 bushels, price deelined 113 conts.
Mareh 17, No, 12 bought 3,200,000 bushels, price declined 113 cents.
March 20, No. 12 bought 2,000,000 bushels, price advanced 43 cents.
March 30, No. 12 sold 3,400,000 bushels, price declined 103 cents,
April 13, No. 12 sold 2,900,000 bushels, price declined 5% cents.

These daily net trades are quite abnormal in size, being those which
amounted to at least 2,000,000 bushels (79, p. 68).% They were
accompanied by daily net price changes some of which were lso very
abnormasl in size. While the ratio of net price changes to net trades
was_highly variable, the correspondence between the two was cer-
tainly more than mere chance. Price and trading in fact moved in
the same direction on 12 of the 15 days cited. Furthermore they
moved without apparent discounting, One is forced then to infer
that these traders either currently foresaw on each of these days the
price change likely to oceur and acted accordingly or that their trading
was an important factor in eausing the change in price.

The weight of evidence is ageinst the first of these possible infer-
ences.  If these traders anticipated a price advance or a price drop on
each of these days, why did they not buy or sell a day carlier and thus
take advantage of a more favorable situation? Ts it reasonable to
believe that they could foresee 20 minutes in advance of a price change
but not 20 hours? But even here such intraday evidence as is avail-
able suggests that their foresight must have been measured in terms of
seconds rather than minutes.

A second point against the forecasting inference is of broader import.
Close comparison between the positions held by these speculators
and the course of prices shows that four out of the five acted unwiscly
during this period.  Since their sole abjective was a profit this must
mean that these four dicdl not foresee the course of prices.  They were
guilty of what is popularly called “overstaying the market.” A more
rational view would appear to be that the size of their positions, and
especially of Trader No. 10 was such that they could not avoid
overstaving the market. Only Trader No. 12 was able to profit, and
he did so in spite of the fact that most of his major trades were made
with and not against the price movements of the dav.

Considerable space has been given to this 32%-month period in 1925
for the reason that it includes not only problems found in later periods
but nlso some not encountered later, at least oen the same seale.  The
period was one of unusually high and uncertain prices. Tt was a
period of widespread public participation greatly dampened in the

2 The term “net trade’ Is used in the technics! sense of “chance in market position from the elose of
one trnd!ne session to the close of the following.”  Espeeinily for these laree npecatars, it does not represent
tust one transaction but the net of all transactions made by the trader durine a sinele sessina.
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last month and 2 half by drastic price declines. Finally it included
market leaders whose operations were counted in the millions. The
facts reviewed suggest the following two inferences, to be checked by
later experience:

1. That when the trading of market leaders results in large pur-
chases or sales within comparatively brief periods of time, it is capable
of causing the price to move with the trading—if purchases, upward;
if sales, downward.

2. That the price effect of large-scale trading may be in part or
wholly offset by small-scale trading if the latter is sufficiently vigorous
and timely.

Since purchases and sales are not of themselves a cause, an explana-
tion of these relationships must be found in the manner in which the
trading is conducted. 'The orders of large traders are executed in the
pit, by open outery, and usually involve the use of one or more brokers.
In these particulars they do not appear to differ from the many smaller
orders being currently executed.

The filling of a large order involves, however, 2 succession of bids
or offers, and these can be quite different in their price effect from the
usual impact of random bids and offers. Assume, for example, that
a market order to buy 500,000 bushels of May wheat is to be executed.
A bid for 25,000 or 50,000 or even 100,000 bushels may be made.
When this is filled the bidding continues for additional amounts.
Unless at the same instant offers of equal amounts are available, the
price must advence. If the bidding continues and prices do advance
a general realignment of the market is likely to occur. The news
spreads that one or more commission houses are buying, Rather
shrewd guesses are made regarding the real source of the buying.
Some may assume that the buying will continue and decide to ride
with the price.®® Some who were bearish when the price was at 95
may be bullish when it reaches 98. Many having selling prices in
mind ranging from & quarter of a point to several points above the
market may raise them as prices advance. Many others may sell
short, as prices advance, exhausting their financial capacity for further
sales. Still others, who were not 1n the market at all before, may be
attracted to it. Additional buying orders from the market leader
may follow, causing further price advances and adding to the general
uneertainty regarding how long such buying will continue. Or the
advance may become sufficient to attract additional sellers more than
willing to mateh all bids, and so the advance will cease,

It is possible in a setting of this kind for the market leader to close
out his position without bringing the price down with him. One of
two factors or both may come to his atd. Later developments in the
cash-grain situation may prove prices to have been too low., Or
market participation by the public may be in sufficient volume to
support the price as he sells regardless of the cash-grain situation.
This Iatter factor appears to have operated effeclively for a short
pertod in January and for 2 shorter one in February 1925. It is the
exception rather than the rule, however, for either factor to provent a
reversal of prices i, in elosing the position, only a short period of time
is consumed,

" This is a characteristic of many professlonal pit traders, going Jong with price advances and short with

E:im decline.'; in the hope of belng fortunate encugh to close before nraversal of prices turns their paper profit
Lo a loss (9).

247007—41—H4



http:price.24

50 TECHNICAL BULLETIN 747, U, S, DEPT. OF AGRICULTURE

WHEAT: TRADING AND PRICES 1N 1926

While somewhat less erratic, wheat prices continued high during
1925 end the early part of 1926. The volume of trading was large but
declined with a lower level of prices during the latter parct of 1926 (see
figure 12). The Grain Futures Administration made two studies of
trading in this period each of which supplements the findings of the
earlier Janusry 2—-April 18, 1925 report {§ and 8).

The first of these studies was limited to a considerstion of trading
and prices on the Chicago Board of Trade in the 1926 May wheat
future. This future was dominant {that is open contracts were larger
in this future than in any other) from October 22, 1925, through
Aprit 29, 1926. There were eight speculators who, at one time or
another during this period, held a position in Msay wheat of at least
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Ficore 20.—The combined net position of 8 leading wheat speculators in the
1926 May wheat future compared with the closing price of the future and with
the combined net position of the customers of 15 clearing firms, by days,
October 22, 1925 tb April 29, 1026.

2,000,000 bushels.® The combined net position of these eight is
compared with the course of May wheat prices in figure 2. There is
also shown in figure 20 the combined net position of 15 clearing firms
whose customers were known to be small or medium-sized traders,
mainly of the speculative type. For this particular period the linear
correlation of the large-trader positions and price was 4+ 0.689 (probable
error4-0.03) and for the small-trader positions and price —0.74
(prebeble error4-0.02).

These correlations appear too high to be the result of pure chance.
During the first month of the period prices prevailed at about $1.45.

# The same oumber of 2,000,000-bushel-or-tnote traders wete found in the perfed in early 1825 though
they were not the identical eight.
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During this time the leading speculators as & group held no large
commitments, but shifted from one side of the market to the other.
Near the middle of November, however, prices began to advance.
At the same time the large traders began buying heavily. With one
important interruption this continued to the end of the calendar year,
During the first 3 weeks of January prices receded somewhat with
very substantial liquidation by market leaders. The latter again
bought heavily during the last weck of January with, however, only
amoderate price advance. They quickly liquidated in carly February.
In March substantial purchases were again made and promptly
liquidated.

There is no reason to believe that the price-position relationships
shown for this period differ fundamentally from those of the earlier
period in 1925. If the inferences drawn there were sound they are
further confirmed here. One minor point of difference should be
noted, however. Liquidation by leading traders beginning December
4 and again December 26 was followed by a lowering of prices beginning
December 8 and December 30, respectively. Here, as in the earlier
period, public support was sufficient to permit partial liquidation
but instead of 1 to 2 weeks, only 4 days were allowed. For the re-
mainder of the period price changes did not lag behind important
changes in leading trader positions.

. The inverse relation of the small-trader positions to price is to be
expected in view of the positive correlation of the leading traders.
If the leading speculators cannot enter and leave the market quickly
by dealing with hedgers, then the small speculators must sell when
the large speculators buy, and buy when the latter sell.® 1t is worth
observing, however, that this mode of trading by the public is quite
contrary to popular belief regarding the role of small traders, They
are pepularly supposed to buy as the market advances, only to be
forced out at the first substantial bresk in prices. Many small
traders do act in this manner; but there are many more who act in
opposite fashion with the net result that, as a group, sales exceed
gurlc_hnses as prices advance and purchases exceed sales as prices
ecline.

A similar analysis of trader-price relationships was made for the
B-month period, April 30 to December 31, 1926 (). There were
five speculators whe held 2,000,000-bushel-or-more pesitions at some
time during this period. The combined net position of these five,
all wheat futures combined, Chicago Board of Trade, is shown in
figure 21.

Their position, together with that of 15 clearing firms having
small- or medium-sized traders as customers, is compared with closing
futures prices for this 202-day period.

Here again the large-trader positions and prices show a direct
correspondence {(r=-0.72), while the small-trader positions and
prices show an inverse one {(r=—0.83). Prices during this period
were fairly high but {free from the unusual price movements of earlier
months. Public participation had declined somewhat. In this setting
the leading speculators were less able than before to get in or out of
the market without an immediate response in price. This is shown

* For similar evidence o the stock market sen the teports of the Securities and Exchange Co nmission
on the buying and selling of odd-lot dealers on the New York Stock Exchange.
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in figure 21 by the absence of any lag in prices following large-trader
position changes.

Despite this fact the urge to trade still ran rather strong ameng a
few market leaders. The 5 largest traders made 222 daily net trades
of at least 500,000 bushels each during this period, trader A making
62; trader B, 64; trader C, 58; trader D, 26; and trader E, 12, These
trades were further distributed in point of time. On certain days,
1 trader bought or sold; on other days, another; on still others, 2 or
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Ficure 21.—The combined net position of 5 leading wheat speculators, all futures
combined, compared with the closing price of the dominant future and the
combined net position of the customers of 15 clearing firms, by days, April 30
te December 31, 1926.

more traded, somefimes in the same and sometimes in opposite
manner.

An examination of the distribution of these individual net trades
and positions over this period does not disclose that they were made
in concert. Nor does the record of any one of the five disclose any
close correspondence of positions to price or net trades to net price
changes. Yet when combined and considered as a group their
positions as well as their large trades reveal a pronounced price
relationship. They suggest in even stronger. terms than for earlier
periods that the trading of these leaders caused prices to move with
their trading. To believe otherwise is to attribute to these few
traders o measure of market insight far, superior to the combined
forecasting ability of all other traders; that somehow this power of
prophecy is passed about from trader to trader as each chooses to
trage; that as a rule it reveals itself only at the instant his trades
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f.re made; and finally, that it will take effect only if the trades are
©.

n table 6 are shown the net trades of leading speculators during
the 2-year period, January 2, 1925 to December 31, 1926. This
table brings together all of the large speculative trades made in
wheat futures on the Chicago Board of Trade during this period
(19, table 15, 5, table 5, and 8, tables 8 and 7). These individual
trades were first classified by the days on which they were made and
where two or more occurred on the same day their net amouns
determined. These net emounts were then compeared with the corre-
sponding net price changes for each day in which the net amounted to
500,000 bushels or more. Table 6 shows in cumulative form the
degree to which the net tredes and the corresponding net price changes
moved in the same direction; If a purchase, an advance in price;
if # sale, & decline in price.

TABLE 8. —Number of days on which the nel of individuel purchases and sales :?'
500,000 bushels or more and the fulures price moved in the same direclion, for lead-
ing whea! speculalors, all fulures combined, Jan. 2, 1823, io Dec. 31, 1926

Entire 2-year
Jap. 2t0 Apr. I8, ¥ Apr. 19, 1935 to | June I to Des. 31,
1925 May 29, 19% 1820 period, Ian, 2, 1625,
to Dec. 31, 1929

«Neot of purchases and N -
Nurme| Par- -t Per- -

sales (bushels) copt | Total sent nor Totsl

i fn . in ! e

same sqme el SF

(g di- a3

~oonRREE

9,600,000 or reoro....______|..

t For the period Jan. 2 to Apr. 18, 1925, only the 1025 May whest future was used, For this particular
perlod of the crop year, howover, prectically all the large individual trades woro In the May future.

For each of the three periods the results are approximately the
same. While the degree of correspondence between trading and
price is by no means perfect it is too high and too consistent to be a
matter of mere chance. Especially is this true of the larger net trades.
It is only necessary to observe that the table offers additional support
to the inference already drawn namely, that large-scale trading by
market leaders executed in comparatively brief periods of time is
capable of directly influencing prices.

OTHER SURVEYS

There have been later studies, some published and some unpub-
lished, of the effect of large-scale trading., While these have shown
similar results to those just reviewed the relationships shown have
not been as striking. This has been due In part to the unusuval supply
and demand and price conditions in 1925 and 1926, conditions which
have not been repeated in quite the same proportiona since. In part,
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later studies have shown less significant results due to fewer large-
scale trades and traders. Especially has this been true following 1929
when the fortunes and frading enthusiasm of a good many market
leaders were materially reduced. Space will not permit more than a
citation of these studies to which those desiring a broader SUrvey are
referred.

In response to o Senate resolution, the Grain Futures Administra-
tion made a special survey of futures trading on four leading grain
exchanges covering the period January 3 to October 31, 1927 (7). In
this survey the relation of large-scale speculation and price was again
analyzed, this time for corn as well as wheat. There were 7 speculators
in wheat and 13 in corn whose positions reached a 2,000,000-bushel
level in some one future, Chicago Board of Trade, during this period.
As in earlier periods these market leaders were in the market for vary-
ing periods of time. They chose to trade from day to day in wid;{
varying amounts. Table 7, compiled in the same manner as tabls 6
(p. 53), shows the relation between the outstanding deily tredes of
these lending speculators and corresponding net price changes.

TAnte 7.—Number of days on which the nel of individual purchases and sales of
800,000 bushels or more and the futires price moved in the same direction, for leading
wheal and corn speculators, all futures combined, January 3 to Oclober 81, 1527

Wheat Corn

Net of purchases and sales (bushels) Total | Number | Pergent | Total | Number | Percent

number | in same | fnsame | nmmber | in sas | in same
of days |direction { direction | of days | dircotion [ direction

62 T
30 i1
17 12

& 4
[ 2
1 1

g3
sezzs

The totals of table 7 point to the same inference as that drawn for
carlier periods. However, the proportion of concurrence for wheat
was not as high as for earlier periods, suggesting that the net of
individual tracdles must reach at least a 2,000,000-bushel level in order
to have any very dependable effect upon the movement of prices.
Figures 22 and 23 show the combined net posiiions held by these
leading speculators in wheat and corn during this period, together
with the course of futures prices.

Further analysis of trading by leading speculators is to be found in
a study of corn futures published by the Grain Futures Administration
in 1930 (7). In this survey the 4-year period October 1924-Septem-
ber 1928 was considered. Seventeen speculators built up futures
lines of 2,000,000 bushels or more, Chicago Board of Trade, at some
time curing this period. As in the previous studies for wheat, these
leading speculators were in and out of the market during verying
periods of time. Their daily net trades also ranged from small to
very large amounts.

Table 8 presents o summary of the daily net purchases and sales
of these 17 traders for this 4-year period (7, table 11). It is built
up in the same manner as earlier tables of net trading and price and
shows the same general relationship: A direet relationship between
trading and price change, increasing as the size of the net trades
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Figure 23.—Corn; The rombined net position of 13 leading speculators compared
with the closing price of the dominant future, by days, January 3 to October
31, 1927,

increase. The degree of correspondence, however, is not quite so

high as that shown in table 6 for wheat nor in table 7 for corn.
Leading-trader activity during this 4-year period centered msinly

in the last 2 years, During the first 2 crop years large speculative
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lines were few in number with the result that, when combined, their
net position showed little or no correspondence to the course of prices,
But in 1926-27 and again in 1927-28 the positions of leading traders
increased greatly, and with this increase there developed a direct
relationship between their position and price. This fact is shown in
figure 24 where the combined net position of 16 leading speculators
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FicuRE 24.—Corn futures: The combined net position of 16 leading speculators
compared with the dominant futures price, by weeks, Chicago Board of Trade,
October 1926 to September 1928,

1s compared with the course of corn futures prices. Because of the
length of time included in figure 24, positions and prices are shown
only for one date each week instead of daily. There is sufficient
deteil, however, to show the broad course of large-scale speculative
positions and its relation to the eourse of prices.

TaBLE 8.—Days on which the net of individual purchases and sales of 500,000 bushels

or more and the fulures price moved in the same direclion, for 17 leading corn specu-
lators, all futures combined, October I, 1924, to Seplember 30, 1928

Dayson which price and net of ptirchages
Total and sales moved

Net of parchases and sales {bushels) number -
of days

In the same directioni o opposite directlon

Number | Percent | Number | Pereent
,000 ar more 17 gL lg 3!

000,000 or more
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THREE RECENT CROP YEARS

How leading speculative positions and prices have moved in recent
vears is shown in figures 25 and 26. Figure 25 shows positions and
prices in. wheat futures during the crop vears 1835-36, 1936-37, and
1937-38.7 TFigure 26 is a similar comparison for corn for the crop years
1934-35, 1835-36, and 1936-37.%
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F16URE 25— Wheat: Combined net position of leading speculators, Chicago Board
of Trade, com&namd with the average closing price of the dominant future, end
of each week, July 5, 1935 to June 24, 1938.

During these 3-year periods for both wheat and corn thers were very
few speculators who held positions of at least 500,000 bushels—the
standard used to classify large-scale speculators in earlier studies. For
this reason there are included in the “large speculator’” group traders
having positions of 200,000 bushels or more. They were the leading
speculators during this period but they were of an order considerably

17 Bea Appendly, tsble 21,
H Zeo Appendirx, table 12



http:1936-37.28

58 TECHNICAL BULLETIN 747, U. S, DEPT. OF AGBICULTURE

smaller than for former years. The data of figures 25 and 26 represent
positions and prices as of one date each week. The charts show how
these positions and prices ckanged from week to week over this period
but do not show day-to-day variations.

With respect to wheat, the large-speculator positions show o signif-
icant though not a high correlation with futures prices. In the fali of
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Ficore 26.—Corn: Combined net position of leading speculators, Chicago Board
of Trade, compared with the average closing price of the dominant future, end
of each week, November 2, 1934, to October 22, 1937,

1935 positions and prices advanced, the former from 2 million short to
17 million bushels long and the latter from 82 cents to $1.04 per bushel.
From October 1935 through 1936 positions and prices declined irregu-
larly to about their former levels. During June and July 1936 both
advanced rapidly. From July 1936 through March 1937 prices moved
irregularly upward. The positions of leading speculators during this
period did not increase though they do show some correspondence in
minor varistions. From April to July 1937 prices and positions moved
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downward and then partially recovered. During 1937-38 prices
declined materially and positions moved irregularly.

Considerably less correspondence befween positions and price is
shown in figure 26 for corn. The period begins in November 1934—a
vear of small crop but fairly large carry-over. By December of that
year prices had reached 90 cents per bushel, the highest figure in 4
years. ® Thereafter they declined until a level of 80 cents was reached
for new crop futures in October 1935. The combined position of lead-
ing speculators also declined during this period from a long position of
approximately 8 million bushels to a short position of 4 million. From
QOctober 1935 through May 1936 prices continued around 60 cents per
bushel, with the combined position of leading speculators returning to
an even position.

In the summer of 1936 drought again foreed prices upward to reach,
in April 1837, 2 level of $1.30 per bushel. During most of this period
the combined position of leading speculators was small. Especially
noteworthy is the fact that in July 1936 corn prices rose 30 cents per
bushel while the leading speculators bought only 2 million bushels of
corn fut.ures shifting their position from net short ¥ million to net
long 134 million. The period illustrates well the fact that prices can
and do move from time to time independently of the forec of large-
scale trading.

In February 1937 the leading speculators began buying to acquire
by early July of that year a net long position above 8§ million bushels.
Figure 26 does not suggest that this buying did much to advance prices.
Instead it appears to have supported prices during May, June, and the
fore part of July against an oncoming crop that pointed to much lower
prices. In late July this support was withdrawn. Further reference
to this period is made in the following section where the delivery
problem is considered.

REsuME

Speculators trade because they believe there is a possible profit to be
obtained. Their trading is based either upon (1) {act or opinion drawn
frem the cash-grain trade or {2} fact or opinion drawn ifrom the me-
chanics of futures trading. The influence of the cash-grain trade was
eonsidered in the section on the eash situation; the influence of the
futures systern has been considered in this section.

Rep{}rts regularly received by the Commodity Exchange Adminis-
tration (and its predecessor, the Grain Futures Admimstmtion) during
the past 15 years reveal a wide distribution of speculative interest
ranging from a very few speculative giants to a large number of very
small traders. A comparison of the net trading and net positions of
these speculators with the course of futures prices suggests the follow-
ing two inferences:

1. That when the trading of market leaders results in large pur-
chases or sales within comparatlveiy brief periods of time, it is capﬂble
of causing the price to move with the trading—if purc}mse=; upward;
if sales, downward.

2. That the price cffect of large-scale trading may be in part or
v.holly offset by small-scale tm(lmrr if the latter is sufficiently vigorous
and timely.

W Supra., figure 13.
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In addition to these two general inferences, certain supplemental
observations can be made from the information presented in this
section. One is that the larger the daily net trades by leading opera-
tors the more ecrtain it becomes that the price will respond dircctly to
the trading. The influence of large-seale trading upon price makes it
reasonable to believe that these market leaders operate to some extent
on the theory that their trading and positions will so affeet the opinions
and trading of others that a profit will result. There is, however,
very little evidence that they act in unison or that their theory of
trading is in practice very successful.

To the small traders goes the privilege of buying as the large traders
scll and sclling as the latter buy. Their theory seems to be “Buy on
breaks, sell on bulges.” Whether in following this time-honored saw
a_profit or loss for the group results is not definitely known. As indi-
viduals, some profit, some lose; all pay commissions for the privilege
of ‘trading.

THY, DELIVERY PROBLEM

The conditions surrounding the delivery of grain upon futures con-
tracts have at times an important bearing upon the course of prices.
Under the terms of the futures contract every buyer of futures has a
right to demand delivery and every seller has a right to make delivery
of actual grain. It is true that most contracts are satisfied by offset
rather than actual delivery. But this fact does not exclude the right
to make or take delivery and this right or privilege can, at times, in-
fluence the opinions and actions of traders to result in a very marked
movement of prices. Atsuch times the marketissaid to be“congested.”

Such congested situations are likely to occur when deliverable sup-
plics are small relative to the demands of traders to meet their contract
obligations. Years of small carry-over and below-average production
present @ natural setting for difficultics during the last weeks of a
maturing future. At such times, unusual delivery demands on the part
of buyers may cause considerable bidding up of prices by short sellers.
In these circumstances, the short sellers are said to be “squeezed.”
If the situation becomes still more acute the short sellers are said to
be ‘““cornered.”

Two supplementary aspects to this general setting should be ob-
served. The first is that a small deliverable supply may not of itself
encourage either a corner or a squeeze since the volume of maturing
futures contracts may be so small that it creates no threat of unusunl
delivery demands. Even if meturing contracts are large relative to
the deliverable supply no squeeze or corner will occur so long as the
belief i1s general that the bulk of these contracts will be gradually
offset before the close of the delivery period. This leads to the second
corollary, namely, that & corner or squeeze can oceur in the presence
of a relatively large deliverable supply where open futures commit-
ments are much larger and the belief widespread that the buyers are
going to stand for delivery. The delivery problem, therefore, is
fundamentally one of providing conditions which will assure fulfili-
ment of maturing futures contracts either by offset or delivery and
without causing price disturbances.
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Reranive Furukes Prices at Time oF DeELivERY

Figures 27 and 28 show the normal as well as the abnormal among
maturing futures prices during the 15-year period, July 1923-June
1938. Tigure 27 shows the four leading wheat futures for each of the
15 years, figure 28 the four leading corn futures for the same years,
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Each price scries shows the extent to which the eurrent future was
abovo (+) or below (—) the next maturing future for 13 5-day periods
ending the last trading day of the current future.® So set up it is
possiﬁe to observe not only the relative level of maturing futures
prices but also any unusual upward or downward trend. It should
be observed, however, that the use of the next succeeding future as
& base is not altogether satisfactory since, to some extent at least, it
reflects the delivery elements affecting the current future and in addi-
tion may reflect other elements not commeon to the two futures.

NORMAL PRICE RELATIONSHIPS

A summary observation of figures 27 and 28 shows that many of
the futures follow a common pattern from year to year. Espeeially
is this true of wheat for the July, September, and December futures
relative to the next succeeding future and for corn for the December
and the May futures relative to the following futures. Au average of
this common pattern is shown as & heavy curve for each of the four
futures of each grain.® Because of the wide scatter between futures,
the averages for May wheat (relative to July) and for September corn
(relative to December) are less significant than for other futures.

Judging from this 13-year sample for wheat, the July future appears
to occupy an intermediate status between the old-crop May future
and the new-crop September future. It displays a discount or carry-
ing charge of about 1 cent per bushel which suggests & new-crop future
but with supplies still relatively searce. Both the September and the
December futures show substantial discounts under suceeeding futures
reflecting a normal situation of ample commercial supplies in store.
The May future is typically one of premium over the July, showing
the end-of-crop year scarcity of supplies.

With respect to com, each future from the December to the following
September was progressively higher in price as compared with the
next succeeding future. The December is distinctly o discount
future; so also 1s the May but to a smaller amount. In contrast the
July leans a little toward & premium future during the latter part of
the month of June and during the month of July. The September
future is distinctly a premium month.

ABNORMAL PRICE RELATIONSHIPS

These lines of normal relationship are useful not only in showing
the price relationships to expect in the absence of any unusual or
disturbing delivery situations but also in providing a base from which
to measure the extent of price disturbance in years of unusual delivery
conditions. Certain of these expiring futures depart conspicuously
from the average of the group.

Thus for wheat, the 1925 July and the 1926 July advanced abruptly
during the closing days of the future. The 1926 May and the 1931

M Thus the 1026 July wheat future closed on Muny 31 of thet venr at $0.074 and the 1998 Septembor whent
future st §1.324.  Asof the close on that dey the July wns 5 ¢ents above the Soptember.  This 3-cont pre-
mium I3 showsn In flgure 27 a5 5. Fimilaly, 89 of the close on June § the July was found to he 5% conts
above, showing an advanee in the July relstive to the Septeinher of 3, cont por bashel durfag the perlod
May 31-fune 5. Other roiative i)ricos ara shows to the Test tending day of the currentd fiiture.

HThe measn of the fve central ltems of each alpebraie atray was chosen Bs mast nearly representative after
comparison of the means of tha nine, seven, five, aml three eenlzal jlen < together with the medinn (18,
p. 27 . anid appendiz, table 18},
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May prevailed at high premiums throughout the closing weeks of the
future. At the lower extreme are the 1929 September and the 1929
December futures. These show abnormally large discounts.

The various corn futures also reveal abnormal maturities for certain
years. Thus the 1936 December was rather high in view of the fact
thot this future normally prevails at a discount. This was followed
by an abnormal 1937 May and, to a somewhat lesser extent, by an ab-
normal 1937 July. Other unusual situations in July futures occurred
in 1928 and 1931. Among the September futures the 1937 exceeded
all others by a wide margin though the 1935 future was high, also the
1936, the 1928, and the 1923. The September futures arein fact char-
acterized more by abnormal than by normai years. In addition to the
years of unusual premium, just mentioned, there have also been years of
relatively large discounts, namely, in 1926 and 1927, and in 1933 and
1934. Like the year 1929 for wheat, these were years of large supplies
in store, encouraging those with storage space to make additional
commitments only at liberal discounts. In contrast, years of large
premiums have usually been years when supplies were small.

TaE INSFLUENCE OF DELIVERABLE SUPPLIES

Figures 29 and 30 show in a general way the importance of supplies
to the delivery problem. As pointed out ai the beginning of this
section, when supplies appear inadequate to meet maturing futures
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contracts they cun easily create uncertainty in the minds of traders
which uncertsinty is in turn reflected in the price structure. To
measure this factor objectively one should include only that portion
of total supplies which may reasonably be regarded as availeble for
actual delivery. This is a quantity not easily determined. Among




64 TECHNICAL BULLETIN 747, U. S. DEPT. OF AGRICULTURE

other things one cannot be sure how far grain will be shipped in the
event of extreme prices or extreme necessity, what quantities may be
hidden at country points, what grades in store fall outside permissible
delivery grades, or what quantities in store are held by hands unable
or unwilling to release them.

The deliverable-supply curves shown in figures 29 and 30 are sub-
ject to these limitations. They show for wheat and corn total supplies
in public and private store at the following 12 points: Chicago, Mil-
waukee, Cincinnati, Indianapolis, Louisville, Nashville, Peoria, St.
Louis, Kansas City, Omaha, St. Joseph, and Sioux City.®* They do
not include supplies at Buffalo, Duluth, and Miuneapolis, which in
extreme cases lt)mve been knowa to move to Chicago in appreciable
amounts. They do not include supplies at more distant points, not-
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ably on the seaboard, nor supplies at many smaller interior markets
and on farms. Each point on the supply curve represents the extent
to which the supply during the delivery month for that year deviated
from the normal for that month for the 15-year period.*® Each point
on the price curve represents the extent to which the average premium
or discount of the expiring future (relative to the next succeeding
future) deviated from the normal for that future for the 15-year
period.*

11 Bpe A Ppem]ix. table 14.

¥ Thus for wheat for May of each of the 15 years, supplies at the 12 peiots were totaled for the last Satur-
day in April sud the last Saturdey in May and the 2 totals everaged. Tha 15 supply figures were then
arrayed eccording to size and the mean of the 5 central [tems m]cﬁazed Deviations for each Indlvidual
yenr frota this mean wera then ealculated  The same procedure was followed for July, September, and
December for both wheat and corn.

M Sea Appendiy, teble 14, Doviations in price shown in Agures 20 and 20 are the net (algebrale) differences
obieined by subtracting the average spread of cach future from the 15year mean,
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WHEAT

With respect to wheat (fig. 29), two periods of relative scarcity in
supplies are shown. The first of these began with the 1925 Nay
future and continued through the 1928 July future. The second
period was less severe, continuing from the 1935 July future through
the 1937 May future. These periods of relative scarcity appear to
account in part at least for some of the unusual premiums in current
futures prices. Beginning with the 1925 May, the near futures con-
tinued relatively high for more than a year, with the 1926 May at an
extreme level. Similarly, certain of the expiring futures during the
1935-37 period show relatively high premiums,

During the years 1929-32 wheat supplies were quite Iarge and with
one outsianding exception this was a period of relatively low prices
for expiring futures. The outstanding exception was the 1931 May
when prices in_that future were “pegged’” through the efforts of the
Federal Farm Board. To some extent, though how much it is hard
to say, other expiring futures were also affected by Farm Board
operations within this period. Broadly viewed deliverable supplies
through all these years appear as an important, though by no means
the sole, factor in determining the relative level of expiring futures
prices.

CORN

The observation just made with respect to wheat applies with about
the same force to corn. There have been in corn as in wheat, periods
of relative scarcity of deliverable supplies, notably in 1935, 1936, and

1937, when near futures commanded & high premium. So also there
have been periods of abundant supplies as in 1926 and 1927, and in
1933 and 1934 when expiring futures sold at a discount. As in wheat
this inverse relationship is only a general one.

There are a number of exceptional price situstions shown in figures
27 to 30, which are difficult to explain simply on the basis of plentiful
or scarce supplies. Fully to understand these cases additional facts
are needed regarding the manner in which the futures contracts were
created and closed out. To some extent, too, each case is a product
of circumstances peculiar to it. While it is not possible here to pre-
sent all the surrounding facts of each of these “cases”, it is possible
to point out certain salient features of them and in so doing set forth
the principal factors other than scarcity of deliverable supplies affect-
ing prices,

ABNORMAL WHEAT SITUATIONS

The price of 1925 May wheat (relative to July) was somewhat above
average during April and May of that year. The future did not close
at an abnormal level, however, and appears to be adequately explained
by the relative scarcity of deliverable supplies.

Supplies continued scarce during July of 1923, and this fact may
have encouraged & squeeze in July futures during the last 3 deys of
trading. Prior to the 28th, the July future had been running about 2
cents above the September. On July 29 it closed at 5% cents above;
on July 30, 6% cents sbove, and on July 31, 16% cents ebove the
September. To what extent individual trading operations and posi-
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tions were Instrumental in bringing about this result is not known.
It is to be observed, however, that deliverable supplies continued
small and that open contracts earried into the delivery month were
materially above average. At the opening of the last trading day
there were still remaining 4.7 million bushels open to be satisfied either
by offset or delivery. These facts, if nothing else, present a setting
favorable for a squeeze.

Relatively large premiums continued during the expiration of the
1925 September and the 1925 December futures. They reached
extreme proportions during the following April and May in the 1926
May wheat future. There was, however, no tendency for prices to
advance as the last trading day approached, and the relatively high
premiums shown appesar to have been largely the result of abnormally

small supplies.
TIIE 1926 JULY SQMIEEZE

This would also have been true of the 1926 July wheat future but
for an exceptional delivery circumstance which made its full effect
felt on the last trading day. With supplies relatively scarce, open
contracts in the July future continued fairly large into the delivery
month. At the end of June they amounted to 37.2 million bushels,
As of the close July 15 they were 17.9 millions, and at the close July
24 they still aggregated 9.9 millions. At this point the course of
prices suggests nervousness on the part of the shorts. One leading
long—an export firm—chose to stand for sctual delivery, While the
bulk of its contracts were met by July 31 this was accomplished only
by forced shipments of wheat to Chicago, extensive track deliveries
with attending confusion, and the forcing up of the July future
from & }4-cent discount under the September on July 24 to a 13%-cent
premium over the September as of the close, July 31. There is little
evidence that this exporter entertained any motive in taking delivery
other than to merchandise the grain. The case illustrates, quite
apart from motive, the extreme sensitiveness of the price structure
both to the threat of taking delivery in larze amounts and to the actunl
taking of delivery on a sizable scale when deliverable supplies are
small.

A SITUATION OF UNUSUALLY LARGE SUPPLIES

The next abnormal instance is one of extremely large deliverable
supplies. Outstanding in this regard, as shown in figure 27, were the
1929 May, July, September, and December futures. During the 2
menths prior to the expiration of these futures they averaged the
following discounts: May, 3.89 cents under July; July, 4,44 cents
under September; September, 8.03 cents under December; and
December, 16.71 cents under the 1930 May. This was a period during
which supplies in leading terminal markets were increasing rapidly,
and especiaily in Chicago, with the result that additional purchases
by hedgers became attractive only at incressing discounts. A further
point worth observing is that maximum supplies can bring about
unusual discounts ouiy to a point where carrying costs of marginal
hedgers are fully met. For this reason futures discounts have a fairly
well defined lower Iimit in contrast to futures premiums, which have no
marginal upper limit when supplies appear inadequate.
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THE FEDERAL FARM BOARD CASE

Unusually large supplies continued in 1930 and 1931, but the price
situgtion changed from one of abnormal discounts to one of abnermal
Premiurns. The oceasion for this as mentioned earlier * was the very
arge purchases financed by the Federal Farm Board. These purchases
constituted temporary withdrawals from commercial supplies. Their
effect upon relative futures prices can be seen in 1930, 1931, and 1932.
The maximum influence is shown in the 1931 May future where large
futures purchases were made. The case 1s interesting here as an
illustration of the possibility of a market squeeze despito the presence
of apparently large deliverable supplies.

In the 1935 December, the 1936 May, the 1936 December, and the
1937 May futures fairly large premiums occurred. They appear to be
adequately sccounted for by the relatively small supplies available for
delivery at the time.

ApxorMAL CorN SITUATIONS

There bave been In corn as in wheat unusual price situations at
delivery time. These have developed most frequently toward the
end of the crop year, either in the July or in the September futures.
Thus the 1823 July and the 1923 September fuiures commanded
fairly large premiums. Furthermore, the July future sdvanced from
& 2%-cent premium on June 30 to a 14}-cent premium at the close,
July 31. Small supplies available at the time may not have been
sufficient to account for these price relationships tﬁough additional
data are lacking.

THE 1934 1ULY SQUEEZE

The next important squeeze situation in corn occurred in July 1928,
Deliverable supplies were smaller in the summer of 1928 than they
had besn in 1926 or 1927, but they were still above normal for that
time of year (fig. 30). Despite that fact three leading speculators
bought July futures heavily. By June 30 they held 2 combined long
posttion in July corn of 14,160,000 bushels. This was approximately
50 percent of the total long commitments in the July future as of that
date. The positions held by these thres were not materially reduced
during July. This was at least contrary to the hopes if not the ex-
pectations of the shorts. Out of a total of 12,818,000 bushels de-
livered on July 31, 11,985,000 bushels, or 93.5 percent, went to the
three leading {ongs. ‘These operations were sccompanied by forced
shipments of corn to Chicago with track deliveries during the last 3
trading days. Despite these efforts over 1,000,000 bushels of July
futures were defaulted. On May 31 the July future closed ¥-cent
over the September; on June 30 it closed 3 cents over; on July 20 it
closed 9% cents over; on July 31 it closed 20% cents asbove the Sep-
tember.

FURTHER CONGESTION IN THE 1028 SEPTEMBER FUTOURE

A congested delivery situation of a somewhat different order oc-
curred 2 months later in 1828 September corn. The widespread in-
terest attracted into July corn continued into the September future:
For some, perhaps, with the thought of repeating their profits; for

35 See shove, p. 35,
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others with the hope of recouping their losses. On August 30 open
contracts in September corn were slightly over 25 million bushels, an
extremely large interest at this point in the crop year. Against this
was a deliverable supply of 8.5 million bushels. This doubtless ap-
peared. ample, assuming a normal amount of contracts offset during
the month. But an important fraction of these supplies was held in
Chicago by the three leading July longs. One of the three was re-
ported as holding over 3,000,000 bushels on August 24, To make the
matter still more delieate, these three leaders, believed to be support-
ing the September future, gradually liquidated their long positions.
One left the market at the end of July to return on the short side on
September 28. Another closed his long position on August 10 and
went short in September corn; the third closed his long position on
September 21 and went over to the short side, being about 2,000,000
bushels short on the morning of the last trading day.

This shifting of market leadership to the short side appears ulti-
mately to have had a noticeable effect upon September prices. Prices
held fairly well throughout September until the last trading day—
Sepiember 29. On the close of September 28 the September future
was 16% cents over the December and had been 24¥ cents over &
week before. On September 29 corn broke 9% cents and closed 7Y%
cents over the Dczember. Here the initiative was taken by the longs
in a last-minute, frantic effort to sell out their positions. ¥While the
forces at work in this case were not unlike those of the usual squeeze,
the final score turned cut in favor of the shorts instead of the longs.

TUE 19231 JULY CORNER

The next sbnormal delivery situation occurred in the 1931 Jul
corn fufure. It was a one-man performance with a rather large fol-
lowing. On_April 24 a leading Chicago professional began buying
July corn. By the end of June he held in his own name and in the
names of several relatives and friends 8,400,000 bushels. His line at
this point accounted for 57 percent of the tota! open on the long side
of the July future. Very little of this long line was sold, so that as
each day passed the demand for supplies became increasingly urgent.
Deliverable supplies at the end of June were 5.3 millior bushels with
about half of this in Chicago. Purchases of cash corn at more and
more distant and smaller markets had to be made. A total of 3,514
cars was shipped to Chicago from July 20 to July 31 to meet the de-
mands of this one interest. They were in fact practically all met with
deliveries of over 8,000,000 bushels but not without widespread dis-
turbance of normal grain movements and prices. On June 30 the
July future closed 1% cents over the September; on July 20 it closed
5% cents above; on the 25th, 7% cents above and on the 31st, 224
cents above the September.

THE 1937 SEFTEMEBER CORNER

Corn supplies were plentiful in 1932-34 but became scarce after the
drought of 1934. A second severe drought in 1936 continued and
aggravated the situation. Figure 28 shows the effect of these two
years upon relative corn prices at delivery time. The 1935 May,
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the 1935 July, and the 1935 September were all relatively high in price.
So also were the 1936 December, the 1937 May, the 1937 Ju% , and the
1937 September. Kach of these seven cases ineludes a story of con-
flicting opinion, nerve, and purchasing power. Each is in the main
like, but in certain details unlike, every other. Of these seven cases,
the 1937 September situation is the most extreme and a very brief
analysis of it will have to serve for the group.

The story of 1937 September corn turns largely around the long
operations of a prominent Minneapolis cash-grain company, A
complaint was filed against this firm by the Secretary of Agriculture
after investigation by the Commodity Exchange Administration.®

The details which follow are drawn from the facts alleged in this
complaint, The firm had held & long futures position in the 1936
December and in turn in the 1937 May and the 1937 July. In addi-
tion to these futures positions their normal merchandising business
gave them substential holdings of cash corn in a period of extremely
smell deliverable supplies. Coming at the end of the crop year,
therefore, their operations were certain to have a marked influence
upon September corn if conducted in any sizable volume. By August
12 they had acquired a long position in September corn in excess of
8,000,000 bushels, This they carried in part in their own name and in
part under the names of two other prominent cash-grain firms to
August 27 when it was increased to over 9,000,000 bushels and so
continued through September 14. Thereafter their position was
reduced somewhat, but at no time did it fall beiow 6,000,000 bushels.

As the delivery month progressed market strain continued to mount
with short sellers attempting either to offset their positions or obtain
supplies for actusl deliveries. These supplies were not forthcoming,
in part becausa they were extremely scarcs, but in part because, it
was alleged, the meager supplies which were attracted to the market
were promptly bought by the leading long by overbidding all
competitors.

The effect upon the price structure was pronounced. Figure 28
shows clearly the extremes of this future in comparison with any other
during the preceding 15 years. QOn July 31 the September future
closed 24% cents above the December; on August 31 it was 35 cents
above the December; on September 15 it was 42% cents above. At the
close of trading September 24 the Chicago Board of Trade officially
discontinued further trading in the September future and fixed &
settlement price for all ed contracts at $1.10%. This was 464
cents above the close that day of the December {uture,

The complete story of this episode, which ended in what was alleged
to have been a corner of September cormn, is 2 long one. The matters
here set forth are those which bear especially on the problem of the
relation between deliverable supplies, open maturing futures con-
tracts, and futures prices. In these particulars it is in character, if not
in extent, very much like the other cases previously outlined.

I Seeretary of Agriculivre, Cnmf.‘uimnt ¥. Cargill, Inc., Cargili Grain Company of Ilingis, John H. Mac-

Mitlan, Jr., E. J. Grimes, Jutiuz Hendel, and Phitip C. Saples, Rerpondents, Commaodity Exchange Admlo-
istration Drocket Wo. 11, Dee. 22,1923, On Mar. 8, K0, the Seccetory of Aprlcalture signed an order denying
trading privileges on all contract markets to Cargill Graln Co. of Winois aod Joho H. MacMillan, Jr.
president of both Cargill Graig e, of Liingis and Cargfll, Loc.
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Futures contracts, 85 now drawn, give to every buyer the right to
demand and to every seller the right to make fulfillment by actual
delivery. 'This right or privilege is socially desirable so long as
deliverable supplies prove adequate to meet maturing futures con-
tracts. But from time to time in the past this balance be “veen de-
liverable supplies and maturing contracts has not been maintained and
forced movements of supplies and prices have resulted. The elements
present in most of these cases of congestion ara:

1. A small deliverable supply (relative to other yenrs).

2. One or a few interests have large commitments open on the long side of the
maturing fufure.

3. These leading longs make no indication of any kind that they are going to
sell out their positions.

4, The short interests observe a steadily decreasing period of time in which o
require supplies to fulfill their contracts.

5. To offset their commitments in the maturing future, the short intarests may
bid against one another in attempiing to cover their positions.

6. As an alternative, the short interests may bid againgt one another for avail-
able supplies of eash grain in order to fulfill their sales by delivery.

A setting of this kind may cause prices to advance materially but
finelly end with all contracts fulfilled either by offset or delivery,
constituting a squeeze. Or the long interest or interests may stand
for delivery, with the shorts unable to deliver in full, with still higher
and more uncertain prices, constituting a corner. In either case the

" net effect is artificial spot and current futures prices eausing harmful
diversion of supplies, sales and shipments in the cash-grain trade
with an equally harmful effect upon the speculative trade, encouraging
reckless guesswork at the expense of intelligent forecasting.

SUMMARY

The Commodity Exchange Act has as its broad objective the devel-
opment and maintenance of informed, competitive markets. A per-
fectly informed market is one in which all the participants are armed
with full knowledge of past and current trade conditions. A per-
fectly competitive market is one entirely free from control of any sort.

It is not difficult to demonstrate that present-day merkets are far
from this ideal. Complete information on psst and present {rade
conditions is not available. Such fundamentsal information as exists
is fully used only by a few. A liberal supply of superficial but popular
material is confinuaily added to mold the opinion of those who find
formal facts too dry or difficult. Many traders, professionals as well
as amateurs, form their judgments of the future course of prices purely
from the way in which prices have acted in the immediate past.

To weed out the uninformed as well as the manipulative in market
opinion and practice is not an easy task. In attacking this problem
gsome 15 years ago, the Grain Futures Administration soon learued
that, apart from obvious cases of misrepresentation or fraud which
could be directly prosecuted, the usual run of trading is an intricate
mixture flowing from many types of buyers and sellers, some of whom
appear to exert a. desirable market influence while others do not, It
is not possible to isolate any one type and then observe the separate
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offect of its trading upon prices. Instead, statistical techniques must
be applied to uncontrolled mass data.

The present bulletin brings together some of the results of earlier
and surrent studies conducted along these lines. The report is limited
to grain with special reference to futures trading upon the Chicago
Board of Trade. RBroasdly considered grain prices reflect the com-

osite opinion and purchasing power of all who are willing to frade.

here is ample evidence to show that intelligent appraisals regarding
such ‘matters as sereage, growing conditions, supply, shipments,
domestic and foreign demand carry the greater weight in the formu-
lation of prices, especially over long periods of time. But there is
also ample evidence to show that opinions drawn from all sorts of
nonfundamental sources—the advice of friends, price movements, tips,
gossip, and the like—have in their composite effect a noticeable
influence upon prices, especially when coupled with unusual purchas-
ing power. Trading of this latter type is conducted by a wide variety
of individuals, These participants create an urgent demend for
timely as well as profuse information upon which they feed; they add
to the price structure s characteristicelly sensitive and at times
erratic behavior.

Further classification of these traders by size of trade, by size of
market position, by duratior and type of trade and in turn observing
the net effect of each upon prices indicates the following central
tendencies:

1. Large net trades {or large changes in net positions}, made by single inierests
in brief periods of time ususally cause prices to move with the trades, i. e., if pur-
chases, prices advance; if sales, prices decline,

2. When the net of small speculative trades mounis tc large figures in brief
periods of time prices may move with the trading. This does not often happen,
however, sinee it requires condinually advancing prices to unusual levels to encour-
age reckless buying by the general public.

3. As a rule the net of small speculative trades moves opposite to prices, i. e,
gm%n traders seil on balance as prices advance and buy on balance as prices

ane.

4, The larger the net trades made by single interests in brief periods of time the
mere cerbain it becomes that prices will move in the same direction as the trades.

5. Large long commitments beld by single interests in a maturing future, when
the deliverable supply is relatively small, vsually cause that future to advance
unduly in price relative to more distant fulures.

These few though important generalizations regarding purely market
operations are & product of seversl years' investigation by the Grain
Futures Administration conducted mainly in the years 1925 to 1935.
Supplementing these purely market operations are other practices
which, while not usually having a direct price effect, are readily recog-
nized as socially undesirable. These include sharp practices in the
execubion of customers’ trades, fictitious methods of trading including
the bucketing of orders, misleading aceounting practices, and unsound
methods of handling customers’ funds. Most of these matters were
unknown or only vaguely sensed when the Grain Futures Act was
passed in 1922. For this reason the original act proved in many re-
spects inadequate to handle them. As & resulf, the act of June 15,
1936 was passed which substantially amended and greatly broadened
the earlier act,
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Time will fully tell the story of how effectively the amended act,
tmown as the Commodity Exchange Act, has altered the methods of
trade briefly summarized in this bulletin. The act is based upon the
preim’=e that futures trading properly condueted is capable of making s
net centribution to the market. It is eapable of offering a broader
market for the buyers and sellers of the commodity concerned; it is
capable of providing a more responsive and more delicately adjusted
price structure; it is capable of supplying a news and quotation service
not likely to be so complete in its nbsence; it is capable of supplying
mensure of price insurance through hedging, These are matters of
net social gain. What is most needed is fo eliminate from the market
those elements which seriously impair these services.

It is not in place here fo review in detail the various provisions of
the Commodity Exchange Act designed to meet this problem (16).%
Certain forms of trade are made unlawful, including cheating, fraud,
bucketing, wash sales, fictitious trades, privilege trades, manipulating
or attempting to manipulate prices, cornering or attempting to corner
any commodity. Other requirements, such as the registration of com-
mission merchants and floor brokers, the supervision of customers’
margin moneys, the control of excessive speculation by individual
interests through himitation of the size of lines they are allowed to
carry and limiteticns regarding the period and terms of delivery on
maturing futures contracts, are broadly regulatory in character and
designed o prevent manipulative or unfair practices from developing.
To some extent these provisions have slready proven their worth in
minimizing certain undesirable types of trading and price influence
reviewed 1n this report. They will increase in value as methods of
enforcement improve and as traders and exchange officials more fully
realize the capacity of the regulations to better their markets,

On the positive side, improvement lies along lines of & more accurate,
o mote complete, and a wider dissemination of worth while information.
This is & long-run program of research and education which the Com-
modity Exchange Administration shares with other public and private
interests. Together with the regulatory program it promises large
dividends 1if it assures at all times open and informed commodity
markets.
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APPENDIX

TABLE 9.-—Curren! estitales of wheal supplies about Seplember of coch year, 1523
to 1937

[in million bushels, L. e., 6N,000 omitted]

Trited Statos Canada Visible: !
Argen. tEuropean
Abont September o c tina,l prioduﬁc- Total

BITY- arTy- Australia,| tion

over Crop over Crop  gnrope
137 780 12 470 146 1,20 2,793
144 237 45 2 152 1,14 2.
115 00 28 52 138 1,322 & 693
105 849 a5 By 130 1,178 2,787
122 Bl 48 451k 156 1,27 2,916
124 L] 8 AR 158 1,364 3,178
47 T8A IH H4 200 1,371 3,011
303 g8 . 111 85 151 1,322 4,110
324 HaE 143 271 170 1,389 A, 184
335 ki 132 467 140 1,489 3,328
03 M7 212 283 178 1,818 a1
286 454 1M Eitd 282 1,460 2,062
152 s 0 201 161 1, W7 2,949
136 30 108 33 133 1,483 78
103 8RB 1 188 138 . 1537 2, 885

. 1

! T'otal of Argentine and Australian stoeks, United Kingdom vizsible and aflont Lo Europe,
230 countries exeluding Soviet Russia.

Source: Current officlal and private estitmates as issued by the U. 8. Deparlment of Agriculture.

TasLe 10.—Current estimutes of Uniled Stales corn supplics about December, and
of Ulnited Sieles oats supplics about :August, af each year, 1823 to 1937
|1n millisn hushels, i. e., 000,000 omitted]
Com ! Outs
About December c | About August c
ATTY - ! arty-
oveT Crop T'otal i Pl Crop Total
'.
148 3,054 b IR U1 SOOI 76 1,316 1,302
186 2,437 o2 SR 11 N, a4 1,438 1, 508
104 2, M HO05 ¢ 1. . 116 1,287 1,503
M1 3,63 U560 1826, .. 142 1AL 1,453
214 2, 786 2,000 T 1,275 J, 352
87 T, 840 3077 it 4 1,442 1,486
148 2 622 2,570 ¢! % 1,03 1,200
138 2, 083 T4 & i 1,218 1,302
168 2 557 2,726 - 8l 1,1 1,251
220 2,908 3,188 70 1,215 i, 704
388 230! 2,78 181 667 ROR
md Al Lne . 5l 545 506
&4 2,28 2,%7 [ 1,187 I, 187
el s o ma 20 71 978
68 | 2,045 ¢ 2,711 e 1 1,13 1,142

SBource: Current estlmates of the U, 5. Department of Agrieuliure.
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Tarwe 11.—Wheat: Combined net position af two grokps of {raders having posilions
of 200,000 bushels or more as of the close of {rading Friday of each week, Chicago
Board of Trade, July 5, 1835, to June 24, 1938

{1z thousands of busheis, i. e., 000 omilted]

Hedgers | Speculators

i Close of

Close of
J trading

teading Clase of Hedgers | Specnlators

Hedgers | Speculators tradiag

1935 | A o3 1987
July 511 —26,508 | July ~8,613 +4,919 || Tuly
2| —32,605 0 060 48,050

2
1 9
19| —23,487 ; 16
28 | —3%647 7 2
a

Aug. 3

6
1
20
ar

3
]
7
24

i

8

i

23

—42, 914

=40, 700

Lol

R B
I G et e, ) D Gad ]

-

By

b bt bt
DI

LPhe pius sigo {+) indieates a loog position; the mious sign (—} & short position.
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TasLe 12—Corn: Combined nel posilion of two groups of traders having positions
of 200,000 bushels or more as of the close of trading Friday of eack week, Chicago
Board of Trade, November 2, 1834, to October 22, 1937

{In thonsand bushels, & ., 000 omitied]

Sneculators ?&f’fn"g’ Hedgers | Speculators ?:fg‘i’n“gf Hedgers ?Speculstors
i

1995
i48,883 || Nov. . 43,05 4716
47,977 . 44,305 +

+9, 562 . +3, 405
48, 806 +1, 438
+7.651 533 30

7,633

+-7, 725
+7, 575
-+5, 753

RENL BB BN ot

—2, 508

! The plus sign {+) indicotes a long positien; the minus sign {—) o short position.
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Tante 13.—Total supply of wheat and corn in public and private store, Chicago and
11 adjacent centers,! for four delivery wonths, July 1823 lo May 1938

[In thauzsngd bushals, i. e., 000 onrittad]

Wheat: Avarage * enpply diring— Corn: Averape 7 supply duticg—

Septem- | Dacem- Septermi- | Decem-
Fuly ge.r ber Eer

43, 400
40, 437
16, 118
2,952

064

52, 28
73, 46
75 280
08, 844
o0, 524
a7, 236
44, 803
32, 367
30,870
50,572
20, 004

45,714 17, 262 5012 10, 64l

! Milwaukee, Cincionatl, Indianapolls, Loulsville, Nashville, Peorin, St. Louis, Kansas City, Omahn,
§t. Joseph, and Sioux Gity,

* Bupplies for each month are the mean of the amounts in stora on the jest Satutday of the month provious
and tha last Saturday of the month shown.

¥ The mean of the 5 central items when the 15 mouthly items ara arrayed sccordiog to size.

Tasus 14.—Average ! premium or discount of the near fulure above or below the
nez! succeeding future for wheal and corn, Chicago Board of Trade, 1923-1938

[Cents per bushel]

Wheat: Averoge closiog-price spread Corn: Average closing-price spread

May- July- | Septem- | Decem- May- July- | Septem- | Decewn-

ber-De- ber-

Segte:n- ber-Deo- her-
camber May er

cember May

—3.38 -4, 17 —{.82
--4. 38 —& T 5 5 —4. 99
+2.70 . . .62 —u. H
—3. 56 3 . i —E. 88
—4.12 . ) 3 —T.a2
—4.71 i

—. 838

! Premiums shown a5 a plus (-} and disconnts shawn as a minus {(—) are Lhe average differences hetween
the near and next succeeding future for 13 dates prior to the expiration of the near future. For example
{uslng tha May to July spread) tha dates are Mar. 31, Ape. 5, 10, 15, 20, 25, and 30, May 5, 10, 15, 2, 25, and
1ast tradiog doy of May.

1 Calculated ax follows: The 15 spreads for each data {e. g, Mar. 31) wore arrayed and the menn of the 5
central items determined. Thesa 13 izenns were Lhen pveraged.
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