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PREFACE 

The purpose of a preface is usually two-fold: to pennit the 
author to acknowledge his indebtedness to others, and to allow 
him to venture an opinion regarding the place and use of his 
treatise. In both of these matters, the statements of authors are 
always greatly abridged and, partly because they are abridged 
and partly due to the inherent difficulties of the task, are usually 
defective. The present preface is not an exception in these re
gards. 

In the matter of indebtedness to others, I am sincerely grate
ful . to my colleagues in the University of Pennsylvania for 
counsel and assistance and particularly to Professors S. S. 
Huebner and H. J. Loman. I am, also, greatly indebted to my 
associates in the work of the Grain Futures Administration in 
the United States Department of Agriculture, particularly to 
Dr. J. W. T. Duvel. Chief of the Grain Futures Administration, 
Mr. J. M. Mehl, Assistant Chief, Mr. H. S. Irwin, Agricultural 
Economist, and Mr. E. M. Blaylock, Assistant Chief Account
ant. 

Beyond the limits of these two groups, I am indebted to a 
number of men actively engaged in the grain and cotton trade. 
These include Mr. W. G. Reed of Geo. H. McFadden and 
Brother, Mr. Lowell Hoit of Lowell Hoit and Company, Mr. 
A. R. Marsh of the New York Cotton Exchange, Mr. Louis 
Sayre of the Rosenbaum Grain Corporation, Mr. J. H. Frazier 
of the Commercial Exchange of Philadelphia, Mr. Karl H. 
Rdmberg and Mr. E. J. Dies both of the Chicago Board of 
Trade. Each of these men read portions of the manuscript and 
supplied valuable criticism which I am glad here to acknowl
edge. From Mr. Reed and Mr. Hoit especially, I have had most 
generous help. The secretaries of the various exchanges have 
kindly supplied me with needed reports and information. To 
these and many others whom I have called upon for infonna
tion or counsel my sincere thanks are due. 
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viii PREFACE 

Conce~ing the purpose of .this study, iny main object has 
been to describe accurately the nature of future trading. Accu
rate description in this field as in most others implies unfolding; 
apprehending and explaining cause and effect among many ap
parent interrelationships. Noone is aware more than I how im
. perfectly this has been done in the present study. All too often 
examples believed to be representative have been substituted 
for adequate sampling, and approximations rather than gener
alizations have followed. Beyond the limits of my main objec
tive, I have at appropriate points, suggested possible solutions 
to certain of the more important problems and matters of policy 
in this field, all of which are ventured with due regard to the 
difficulties involved. 

For those having no knowledge of future trading, the whole 
of Part I should be read before attempting Part II; for those 
having a general knowledge of the form of trading in futures, 
Chapters I and VI of Part I are suggested as a prerequisite to 

. a reading of Part II. Chapter summaries and a general sum
mary in Chapter XXII enumerate the principal points consid
ered. 

Philadelphia, 
October, 1931 

G. WRIGHT HOFFMAN 
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Accommodation trades, as a price 

factor, 343 
"Account sales," 170 
Accounting, inter-broker, 216 
Approach, to study of future trad-

ing, 6 
Arbitragers, characteristics of, 139 
Arbitraging: as a market-making 

function, 423; as a price factor, 
340; see Spreading 

Arbitration of disputes, 158 
"At the market" orders, 175 

Barley futures, trade in, 33, 54 
Barnard's Act, Sir John, 113 
Basis: as influenced by credit needs, 

404; as influenced by inverted 
market, 406; trading in, 403 

Basis gain or loss: expected and 
unexpected, 386, 405; nature of, 
385,405 

Bibliography, 470 
Board of Trade of the City of Chi-

cago, see Chicago Board of Trade 
Brokerage license, 347 
Brokerage offices, 122 
Brokers: often traders, 134; types 

of, 133 
Bucket shops: attitude of ex

changes regarding, 3S8; laws 
prohibiting, 3S6; rules regarding, 
ISS 

Bulk handling of grain in relation 
to development of future trad
ing,24 

Business conduct of members, IS4 
Butter futures: development of 

trading, 48; volume of trading, 
5S 

Call cotton: nature of, 400; specu
lation in, 402 

C~sh contract, contrasted with fu
ture, 105, 109 
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Cash and future prices: compared, 
254; determined by factors com
mon to both, 259; effect of de
liverable supplies on, 308; ef
fect of difference system on, 300 ; 
effect of spreading on, 257; in
fluence of cost of carrying cash 
c;ommodity, on, 267; influence of 
grades on, 266; reasons for vari
ations between, 265, 273; season
al variation in, 269-73; why sim
ilar in price movement, 256 

Character of cotton, see Oassifica
tion of cotton, character 

Chicago, growth as a grain center, 
IS 

Chicago Board of Trade: adoption 
of rules for futures, 29; early 
grain grading by, 26; early 
opposition to future trading up
on, 29; forms used in clearing, 
210; importance of; 9; organiza
tion of trade in cotton futures 
upon,44 

Chicago Live Stock Exchange, 
trade in live hog futures upon, 
S3 

Chicago Mercantile Exchange: 
trade in butter futures, 48, 55; 
trade in egg futures, 48, 55; trade 
in potato futures, 53 

Chicago Open Board of Trade: 
development of, 33; volume of 
future trading, 54 

Classification of cotton: 81, char
acter, 88; grade, 83; staple, 87; 
U. S. standards, 84 

Oearing: affected by margins, 188; 
between brokers, 185; complete 
method adopted, 198; confirma
tion of transactions, 204; by di
rect settlement, 189; handling of 
deliveri~s, 213; legality of, 221; 
money balances, 195; need for, 



476 FUTURE TRADING 

186; original margin required, 
208; the process of, 211; pur
chase and sales sheet used in, 
205; resistance to, 199; results in 
daily adjustment of profits and 
losses, 212; by ring settlement, 
190; by transfer, 191; by trans
ferable notice, 193; use of call 
variation margin in, 211; use of 
the recapitulation sheet in, 207; 
use of settlement price in, 196; 
variation margin used in, 207, 209 

bearing house: financial responsi
bility of, 215; form of organiza
tion, 201 ; relation to its members, 
202 

Cocoa futures: development of 
trading, 49; volume of trading, 
55 

Coffee futures: early trading in, 
46; volume of future trading, 55 

Commercial difference system: 284, 
288; limitations of, 297 

Commission broker, work of, 133 
Commission rules of exchanges, 

156 
Commodity markets: inter-mem-

berships, 123; see Exchanges 
Confirmation of future trades, 204 
Consignment of grain, 67 
Continuous market, 419 
Contract, future: for cotton, 100; 

for grain, 99 
Cooperation in relation to future 

trading, 10 
Cooperative marketing of cotton, 

92 
Copper futures: development of 

trading, 51; volume of trading, 
55 

Com: seasonal variation in the 
price of, 248, 272; supply-price 
relationship for, 244 

Corners: due to deliverable sup
plies, 317; minimized by. differ
ence systems, 277 

Cost of production as a price fac
tor, 234 

Cotton: buying price at country 
points, 264; classification of, see 
Qassification of cotton; con
sumption of American crop, 80; 
demand inelastic, 238; extent of 
hedging in, 411; international 
trade, 80; production, 79; sale by 
description, 97; sale by sample, 
96; sale by type, 96; seasonal 
variation in the price of, 248, 
272; supply-price relationship 
for, 243 

Cotton futures: contract, 100; early 
development in New York, 40; 
early growth of trading, 42; 
early standardization of the con
tract, 42; influence of Civil War 
speculation, 38; importance of 
trade in, 9; "to arrive" sale as a 
basis for, 37 

Cotton Futures Act: analyzed, 285 ; 
text, 456 

Cotton marketing: cooperative as
sociations, 92; through a factor, 
93; by the farmer, 89; local buy
ers, 90; local trading, 91; by 
merchants, 95 ; the sorting of cot
ton, 93; warehousing, 94 

Cotton merchant, see Cotton mar
keting, by merchants 

Cotton trade, development of, 35 
Cottonseed futures: development 

of trading, 52; volume of trad
ing, 55 

Cottonseed meal futures: develop
ment ~f trading, 52; volume of 
trading, 55 . 

Cottonseed oil futures: develop
ment of trading, 47; volume of 
trading, 55 

Country elevator hedging, 390 
Credit improved by hedging, 380 
"Crossed orders," as a price factor, 

344 
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Curb trading in grain· futures, 18 

Definition of future contract, 118 
Deliverable supplies: artificial fac

tors affecting, 313; out 0 f chan
nel of shipment, 310; out of con
dition, 311; effeq of distant de
livery, 321; effect on price, 308, 
312; ideal conditions, 306; na
tural factors affecting, 309; rem
edies, 318; "squeezes," 316 

Deliveries: in clearing trades, 213; 
cotton future contracts, 108; by 
customers, 173; on grain future 
contracts, 106 

Delivery notice, see Transferable 
notice as a method of clearing 

Delivery period, evolution in grain 
futures, 27 

Demand: elastic and inelastic, 237; 
for grain and cotton, 237; as a 
price factor, 235; a schedule of 
prices, 236 

Departments of exchanges, 153 
Difference systems: to avoid cor

ners, 277; based on some physical 
factor, 299; to broaden market, 
278; commercial, 284, 288; to 
compensate fairly buyer and sell
er, 279; Cotton Futures Act, 286; . 
fixed, 280; limitations of com
mercial differences, 297; limita
tiolls of fixed differences, 290; 
limitations of periodic differ
ences, 294; occasion for, 277; 
periodic, 283 

Direct settlement as a clearing 
method, 189 

Duluth Board of Trade: develop
ment of, 33; trade in flaxseed 
futures, 47, 5S; volume of future 
trading, S4 

Elevators, terminal, see Terminal 
elevators 

Exchanges: conditions of member
ship, 150; the Governing Board, 

151 : incorporated, 148 ; inter
membership, 123; legal status, 
148 ; location and number of, 119; 
objects of association, 149; the 
outlook for, 453; rules of, 154; 
standing committees, 152 

Extent of future trading, 8 
Extent of hedging: in cotton, 411; 

in grain, 413 

Factor, cotton sales· through a, 93 
Fixed difference system: 280; limi

tations of, 290 
Flaxseed futures: development of 

trading, 47; volume of trading, 
55 

Floor broker, work of, 133 
Forecasting, set! Price forecasting 
Forecasting services, as a trading 

facility, 130 
Forestalling, engrossing, regrating, 

352 
Future and cash prices, see Cash 

and future prices 
Future contract: based on a "basis" 

grade, 102; contrasted with spot 
and "to arrive" contract, 104, 
109; for cotton, 100; definition 
of, 118; essential elements of, 
101 ; an executory contract, 110; 
for grain, 99; highly standard
ized, 104; and intent to deliver, 
114; its use essential, 115; legal
ity of, 112; not a commodity, 
444; right to actual commodity, 
111; for seller's option, 103; size 
of, 101 

Future prices: as affected by ac
commodation trades, 343; as af
fected by arbitraging, 340; as af
fected by "crossed orders," 344; 
as affected by "general public" 
trading, 338; as affected by hedg
ing, 340; as affected by large
scale trading, 332; as affected by 
the manner of trading, 329; as 
affected by matched orders, 342; 



478 FUTURE TRADING 

as affected by rumors and "gos
sip," 331; as affected by scalping, 
342; as affected by the scalping 
of orders, 345; as a basis for 
cash prices, -262; compared to 
cash prices, 254; control by li
cense of brokers, 347; control by 
limiting lines, 349; control by 
separating broker-trader func
tion, 348; do not determine cash 
prices, 259; precede cash prices, 
259; as related to volume of 
trading, 328 

Future trading: approach to study 
of, 6; bills in Congress, 6; com
pared to trading in stocks, 9; 
conditions essential to, 451; and 
the cooperative movement, 10, 
453; declared valid by State laws, 
361; developed from "to arrive" 
trading, 20; early growth in vol
ume of, 30; early opposition by 
the Chicago Board of Trade, 29 ; 
evolution of, 28; extent of, 8; on 
the floor of the exchange, 163; 
and the grading of grain, 25; 
importance of trade in grain and 
cotton, 9; large-scale trading in
fluences price, 332; limits to 
study of, 7; a political football, 
5; relation to risk and insur
ance, 4; relation to speculation, 
4; some special problems of, 448; 
volume of hedging commitments, 
414; volume influenced by mar
gins, 327; since the World War, 
48: for the year 1929, 54 

Future Trading Act, 367 
Futures, supply indefinite, 325 

Gambling: in relation to commer
ciat dealings, 353; and specula
tion, 450 

General level of prices as a price 
factor, 235 

"General public" as a price factor, 
338 

General rules of exchanges, 155 
"Give up" used in hedging, 394 
"Gossip": in its effect on future 

prices, 331; as a trading facility, 
129 

Governing Board of exchange, 151 
Governmental regulation: back

ground of regulation, 351; of 
bucket shops, 356; development 
of Federal legislation, 364; Fed
eral agitation, 363; the Future 
Trading Act, 367; the Grain Fu
tures Act, 368, 370, 372; Illinois 
statute, 361; of option trading, 
370; on short selling, 355; by 
States, 354 

Governmental reports, as a trading 
facility, 125 

Grading of cotton, see Classifica
tion of cotton; grading 

Grading of grain: exchange regu
lations, 76; as a factor in devel
oping future trading, 25; Federal 
supervision, 77; State regulation, 
76 , 

Grain: demand inelastic, 238; ex
tent of hedging in, 413; methods 
of sale by country elevators, 66; 
methods of sale by farmers, 64; 
sale by consignment, 67; sale "on 
track," 68; sale on terminal mar
kets, 73; sale "to arrive," 68; 
terminal markets for, 70 

Grain balance, 218 
Grain futures: contract, 99: curb 

trading in, 18: early growth in 
volume of trading in, 30; evolu
tion of trade in, 28: influence of 
speculation in developing, 16; im
portance of trade in, 9; product 
of early American grain trade, 
13 

Grain Futures Act: its constitu
tionality, 368; its operation, 372; 
its principal provisions, 370; text 
of act, 462 

Grain Trade Association of the 
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San Francisco Chamber of Com
merce, see San Francisco Cham
ber of Commerce 

Hedgers, characteristics of, 142 
Hedging: in advance of require

ments, 399; and basis gain or 
loss, 385; competitive advantage 
in, 379; among country elevators, 
390; does not create a balanced 
market, 417; do hedgers benefit?, 
409; extent of in cotton, 411 ; ex
tent of in grain, 413; by flour 
mills, 416; illustration of, 384; 
to increase credit. 380; net com
mitments, 388; origin of, 377; as 
a price factor, J.W; protection 
supplied by, 387; a shifting of 
risk, 382; and straddling, 397; 
theory of, 381; "to arrive" trans
actions, 391 ; use of call contract. 
400; use of a "give up," 394; 
value of, 44S 

Hide futures: development of 
trading, 52; volume of trading, 
5S . 

Hutchinson, B. P., as a grain trad
er,18 

Illinois statute on future trading, 
361 

"In store" sale of grain, terminal 
markets, 74 

Insurance, relation to risk, 3 
Intention to deliver upon future 

contracts: 114; laws requiring, 
359 

Intermembership of commodity 
markets, 123 

Inverted market, 406 
Irregular trading, 154 

Job-lot trades, 182 
Journals, trade, as a trading facil

ity,l28 

Kansas City Board of Trade: de
velopment of, 33; importance of, 
9; volume of future trading, 54 

Legal status of exchanges, 148 
Legality of clearing process, 221 
Legality of future contract. 112 
License brokers, 347 
Limitation of trading positions, 349 
Limited orders, 176, 180 
Live hog futures, trade in, 53 
Liverpool, early cotton trading in, 

36-40 
Liverpool Cotton Association, 

early developments of, 43 
Liverpool Cotton Brokers' Associa

tion, 38 
Los Angeles Grain Exchange, de

velopment of, 33; volume of fu
ture trading, 54 

Margin: call variation used in 
clearing trades, 211; card, 172; 
original, used in clearing trades, 
208; variation, used in clearing 
trades,207,209 

Margins: in future contract. 103; 
as an influence upon the volume 
of future trading, 327; occasioned 
by an order, 167; related to clear
ing, 188 

Market reports, 124 
Market-making function: arbitrag

ing, 423; continuous market, 419 ; 
news and quotations, 420; price 
forecasting, 434; price leveling, 
427 ; a sensitive market. 426 ; 
short selling, 421 ; value of, 447 

Markets: information focused on 
exchange, 251; future, highly 
competitive, 250; nature of, 250; 
organized, see Exchanges 

Matched orders, as a price factor. 
342 

Membership on exchanges, ISO 
Memphis Merchants Exchange : de

velopment of trading in futures, 
52; volume of trading, 55 

Merchants' Exchange of SL Louis 
see SL Louis Merchants' Ex
change 
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Mill feed futures, trade in, 52; 55 
Milwaukee Chamber of Com

merce: development of, 32; vol
ume of future trading, 54 

Minneapolis Chamber of Com
merce: adopts complete clearing 
plan, 198; development of, 33; 
volume of future trading, 54; 
importance of, 9; trade in flax
seed futures, 47, 55 

Molasses futures, trade in, 53" 
Money balances, clearing of, 195 

National Raw Silk Exchange, trade 
in silk futures, 51, 55 

News and quotations, 420 
News as a trading facility, 124 
New Orleans Cotton Exchange: 

development of, 44; importance 
of, 9; trade in cottonseed oil fu
tures, 47,·55; volume of futUre 
trading, 55 

New York Cocoa Exchange, trade 
in cocoa futures, 49, 55 

N ew York Coffee and Sugar Ex
change: development of, 45; im
portance of, 9; trade in molasses 
futures, 53; trade in sugar fu
tures, 46 

N ew York Cotton Exchange: early 
development. of, 43; importance 
of, 9; trade in wool top futures, 
53 

New York Hide Exchange, trade 
in hide futures, 52, 55 

New York Mercantile Exchange; 
trade in butter futures, 49, 55; 
trade in egg futures, 49, 55 

New York Metal Exchange: de
velopment of market, 51; trade 
in metals, 55 

New York Produce Exchange: de
velopment of, 32; trade in cot
tonseed oil futures, 47, 55; vol
ume of future trading, 54, 55 

Oats: seasonal variation in the 

price of, 248, 272; supply-price 
relationship for, 243 

Oats futures, importance of trade 
in, 9 

Omaha Grain Exchange: develop
ment of, 33; volume of future 
trading, S4 

"On track" sale of grain: country 
points, 68; terminal markets, 74 

Option ledger, customers, 172 
'Option trading, regulation of, 370 
Orders: "at-the-market," 175; dis-

cretionary, 180; execution of, 
162; job-lots, 182; legal condi
tions, 165; limited, 176, 180 ; 
margins required, 167; nature of, 
161; short sales, 181; spreading, 
179; stop-loss, 178; subject to 
rules and usages, 165; switching, 
180,182 

Organized commodity markets, see 
Exchanges 

Original margin used in clearing 
trades, 208 

Periodic difference system: limita
tions of, 294; nature of, 283 

Pit, of trading floor, 121 
Portland Grain Exchange: began 

future trading, 33 ; volume of fu
ture trading, 54 

Potato futures, trade in, 53 
Price: a comparison of cash. and 

future prices, 254; as influenced 
by cost of production, 234; as 
influenced by demand, 235 ; as in
fluenced by the general level of 
prices, 235; as influenced by sup
ply, 239, 242 t a record of mar
ket opinion, 253; seasonal varia
tions in, 246 

Price forecasting: 434; clearer in
dication of, 435; not accurate 
months in advance, 436; only a 
few weeks in advance, 438 

Price leveling: 427; of a list of 
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commodities, 432; tests of, 428; 
for wheat and cotton, 429 

Private reports, as a trading fa
cility, 121 

Private wire systems, 122 
Production of cotton, see Cotton, 

production 
Provision futures, evolution of 

trading in, 30 
Purchase sheet used in clearing 

trades,2OS 

Recapitulation sheet used in clear
ing trades, 207 

Regulation of ex,changes: see Gov
ernmental regulation; see Rules 
of exchanges. 

"Ring" settlement as a clearing 
method,190 

Risk: and insurance, 2; nature of, 
2; as non-productive, 351 

Rubber Exchange of New York, 
trade in rubber futures, 50, 55 

Rubber futures: development of 
trading, 50; volume of trading, 
55 

Rules of exchanges: arbitration, 
IS8; bucketshops, ISS; commis
sions, IS6; general, ISS; irregu
lar trading, 154 

Rumors, as a price factor, 331 
Rye futures: importance of trade 

in, 9; trade in, 54 

St. Louis Merchants' Exchange: 
development of, 33; volume of 
future trading, 54; trade in miU
feed futures, 52, 55 

Sales sheet used in clearing trades, 
205 

San Francisco Chamber of Com
merce: organized, 33; volume of 
future trading, 54 

Scalpers, characteristic of, 135 
Scalping, as a price factor, 342 
Scalping orders, as a price factor, 

345 

Seasonal price movements: 246, 
269; for wheat, cotton, oats al)d 
corn, 248, 212 • . 

"Seat" on an exchange, 151 
Seattle Grain Exchange: began fu

ture trading, 33; volume of fu
ture trading, 54 

Seller's option, in future contracts, 
103 

Sensitive market, 426 
Settlement price, used in clearing, 

196 
Short selling: by borrowing ware

house receipts, 22; form of order, 
180; legality of, 112; as a mar
ket-making function, 421; State 
legislation regarding, 355 

Signals used in trading, 164 
Silk futures: development of trad-

ing, 51; volume of trading, 55 
Silver futures, plans f.or, 51 
Southern delivery, 321 
Speculation: in call cotton, 402; in 

cotton during the Civil War, 38; 
early forms in cotton, 36, 39; 
and future trading, 4; and gam
bling, 450; importance of, 1; in
fluence in developing future trad
ing in grain, 16 

Speculators, characteristic of, 137 
Spot contract contrasted with fu

ture, 104 
Spot prices, built up from future 

.p rices, 262 
Spreaders, characteristics of, 139 
Spreading, effect on cash and fu

ture 'prices, 257 
"Squeeze," due to deliverable sup

plies, 316 
Standardization of cotton future 

contract, 42 
Standing committees of exchariges, 

152 
Staple, in commercial differences, 

289 
Staple cotton, 87 
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State regulation: development of, 
355; of future tr,uling, 354 

Statement of customer's account, 
171 

Stocks, trade in, compared to trade 
in futures, 9 

Stop-loss orders, 178 
Straddlers, characteristics of, 139 
Straddling: and hedging, 397; see 

Spreading 
Street book used in accounting, 216 
Sugar futures: importance of, 

trade in, 9; trading in, 46; vol
ume of future trading, SS 

Supply: in agricultural commodi-
ties, 240; as a price factor, 239; 

. as price factor measured, 242 

Terminal elevators: 71; functions 
of,72 

Terminal markets, grain, 70 
Terminology, market, 183 
Theory of hedging, 381 
Ticker news and tape as a trading 

facility, 128 
Time contracts, 105 
Tin futures: development of trad

ing, 51; volume of trading, 55 
"To arrive" contract: contrasted 

with future, 104; forerunner of 
future contract, 20; standardiza
tion of, 24; used as a speculative 
medium, 21 
"To arrive" sale: in cotton, 37; 
in grain, 68 

''To arrive" transactions, hedging 
of,391 

Toledo Board of Trade: origin of, 
45; volume of future trading, 55 

Traders: classification of, 135; as 
hedgers" 142; as scalpers, 136; 
as speculators, 137; as spreaders 
or straddlers, 139 

Trading in basis, 403 
Trading floor, of Chicago Board 

of Trade, 121 
Transfer method of clearing, 191 
Transferable notice as a method of 

'clearing, 193 

Variation margin used in clearing 
trades, 207, 209 

Volume of future trading: com
pared to receipts and visible sup
ply, 326; indefinite, 325; as in
fluenced by margin requirements, 
3Z7; related to price variations, 
328; in wheat, 326; used for 
hedging, 414 

Warehouse Act, United States, 95 
Warehouse receipt: for cotton, 175 ; 

for grain, 174 
Warehousing of cotton, see Cotton 

marketing, warehousing 
Wheat: commercial importance of, 

60; movement of the crop, 61; 
seasonal variation in the price of, 
248, 272; spot price at terminal 
markets, 262; supply-price rela
tionship for, 244 

Wheat futures: importance of, 10; 
volume of trading, 326 

Wool top futures, trade in. 53 


