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The following outline shows in condensed form w:
when privileges are exercised by thoss who purchase ¢

M;bﬁd&mbﬂusbtwhmt&abumum Gensrsily offars are bought
@ decline In the price of the future. oG sdvance i the pri
‘Whan evercised thas— ‘Whaen uxercis

Purzhaser of the bid sells
 future st the bid price
which i the same or
higher than the clesing
grice of the fature on
the day the bid is exer-
clsad.!

Seiler of the bid buye a
fature at s prios whieh
is the same or higher
than the closs oo ths
day when ths bid i
mads good.k

Purchaser of the offar
buys a fufure ai the
offer prios which is the
saroeor lower than the
close on tha day when
the offer s exarclsed.t

Purchaser of bids {1} goes
ghort, or (2) lquidates
existing long esmmit-
ments ju futures, or (3}
makes an oifsottiog
trade, thereby maln-
taining bis positicn un-
changed.

Seller of bids (1) goes
long, or (2} covers ex-
isting short comumit-
msats in fatomes, or
(2) makes an offsst.
ting trade, therehy
maintainlug his posi-
tion aochanged.

Parehager of the offer {1)
goes long, or {2) covers
axisting short comamit-
ments iz fotures, or
{3} makes an offset.
ting trade, thersby
maintalning bis posi-
tion unobsaged.

1 Whea the bid or offer price is the same as the ciose, the privilege iy usually nc
ocotasions, howewar, when the tradsr wishes [o soqiirs or dispose of open commit
exeraise his priviisge at “no profit.”
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INTRCDUCTION

* Aside from & few short paragraphs in textbooks and pamphleis
sescribing privileges, comments made from a historical standpoint
vy C. H. Taylor, a former member of the Chicago Board of Trade,(7)* *

and references t}:}zmcée iﬂb lEhhshien:l bearings of bui ona;iﬂ com-
mittoss 83 to the desirability of retaining or abo privileges,”
jnd the Report of the Feder&f Trade Commission on the (Grain Trade

11), Bothing has been printed which throws light on in priv-

No comprehensive study had ever been made as to the extent
Envxlem were fraded in, the uses made of them by merchandisers
The aathor [s preatly indebtad to tmembers of the stafl of the Graln Futures Administration and to
wright Holfmas of the University of Pennsyivania. whommhoisﬂul i cyiticising tive manzsering.

1(31}: pumbers in m&mx Tefer (o hleinture cited,
bq%}nm-t of the Trade Commissian o the Gmmm.mu) ocataing Many axvectis trom

891‘92‘—34—1
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of grain and by speculators, the frequency with which they were ex
cisable at a profit to buyers, and their economic value until the te
was begun by the Gramn Futures Administration. In preparing
report {2) in answer to Senate Resolution 40, sdopted by the Unit
States Senatle on February 21, 1928, which requested certain inforn
tion pertaining to reports made by members of grain exchanges, ¢
siderabls datn were collected concerning tradmg in grain futw
during the period of January 3 to October 31, 1927. By obtaini
supplementary material showing the privileges fmught and sold on ¢
Chicago Board of Trade by the principal traders in privileges duri
that period, it was possible to arrive at definite eoncfusions asto t
extent bids and offers were traded in and used by the largsr spac
Iators in building up and disposing of speculative lines in Chica
wheat and corn futures. Additional data, obtained and analyze
revealed the frequency with which privileges are exercised on &
board of trade and the extent to which they may have a stabiiizi
influsnce on prices of futures.

In addition to concrete statistical data, the uses made of tradi
in privﬂefges are presented herein topether with the unfavoral

. aspects of such ing. Reference is also made to the change
attitude from time to time on the part of the officials of the Chica;
Board of Trade with respect to privilege trading. Because of &i
scarcity of material on privilege trading it has been deemed advisab
to make publie the information collected by the Grain Futures Admi
istration in order that it may throw further light on that phase
exchange activity for the benefit of those who may wish informatic
on the aubject.
PRIVILEGE DEFINED

A privilege in grain futures is & contract whereby one person a
quires the right to sell to or purchase from another during a specifit
period (a day, week, or month} & definite quantity of a specific
grain future ® at & designated price. The option to sell, se acquire
13 known a3 a “bid”, and the option to purchase is known as ¢
“offer’’, The buyer of & bid or an offer has the right to exercise, ¢
not exercise, his privaleze as he deems best. The seller of the bid
offer is required to ““make good " the privilege only when it is exercise
by the buyer.® In this respect a privilege differs from the ordina:
future contract wherein the seller is obligated to deliver, and ti
buyer to receive, on the coatract during the delivery month, il
d ated amount of contract grain. In the case of the privileg
the holder (buyer) has the right to decide whether or net a tran:
action in futures shall take place.

Privileges are variously referred to as “puts” and *‘calls”, “u
and ““downs”, "“defe acceptances’ and “indemnities”, as well ¢
bids and offers, They are spoken of also as “dailies” or “weeklies’
depending on the length of time they have te rua. In continent:
Europe, privileges are termed “premiums’ and are considered b
Eurcpeans as ordinary contracts for future delivery with a specit

& A grain-future contract is an agreement to buy (or sell} at same fature time, desiguated a8 the delivel

month, in accordance with the rules of the exchange. & definiie quantity of a certaln grain ef a prioe sgrm
uOGE. -~
iTheem!ntxademmﬂyswksofthabmofﬂnprlvﬂ%mthaonewko"mskam"t.habicb
offer when he exerclsss 13, Herein, hawever, the tarm is used in the sense of fuinlling sha agreesment rath
that o the more limited sense used by the trade.
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stipulation that, in considecation of a eash payment, one of the parties
has the right to withdraw from the contract within a specified time,
A resolution of the directeors of the Chicago Board of Trade adopted
on January 12, 1926, authorized trading in privileges under the name
of “bids and offers for deferred acceptance”, the contract forms being
as [ollows:
Bid Subject to Deferred Acceplance

Chioago, Ill., —_______.___ 19_.

In consideration of $...____.__, receipt of which I acknowledge, I agree at
your election to purchase from you —-.ooo.... bushels of —cooeeooo. for
delivery during ..o oo .- 19.. at the price of 3. .. ___ per bushel. Your
slection to sell must be manifested by deli {0 me of your written acceptance
of this bid at or prior fo the clese of the market on ool 9., this

- bid ia acce&t«ed, the resulting contract shall be deemed an exchange c¢ontraet
subjeot in all reapects to the rules of the Board of Trade of the City of Chicago.

Offer Subject to Deferred Acceplance
" Chicago, I, - cceeecannn 19..

In consideration of §. ... oooo-.. receipt of which I acknowledge, I agree at
your alection %o eell t¢ you ..oonenea- gunhels of o for delivery
during _.________.. 19._at the priceof $_________ per bushel. Your election
to purchass must be manifested by delivery to me of your written acceptance of
this offer &t or prior to the close of the market on - _.____. 10... 1If this
offier 15 nco:!;; , the resulting contract shall be deemed an exchange contract
subject in all respecta to the rules of the Board of Trade of the City of Chicago,

Acknowledgment of Bid Subject to Deferred Accepltancs

Chicago, Hl., cccccn o 19..

"i'l;;r;!;); -;t;.i;l;&;i;ége receipt of your bid to purchese from me ... ...

bushelsof ... ..... for delivery during — e ooeeo. atthepriceof .. ______

f" bushel, subject t0 my election to sell which must be exercised at or before
he oloss of the market on oo Lo 18...

------------------------------------

Acknowledgmant of Offer Subject lo Deferred Acceplance

Chicago, I, - oooaeal_ 19_.

“i-l.x;gl;f ;e-k-l;(;i;fe-(fga receipt of your offer to sell tome ... ___.. bushels

............ for delivery during ....-..... at the price of $_ . ... ..

ggr bushel, subject to my election to buy which must be exercised at or before
& close of the market on ooooaoaa.a. 1e__.

D e L e b b T L e pp———

Bugars of bids are assumed to have purchased them in anticipation
of a decline in the price of futures, whereas sellers are presumed to
expect an advance or at least no material decline. With respect to
offers the reverse is true: The purchasers are presumed to expect, or
at Jenst to guard themselves against, an advance, whereas the sellers
are presumed to expect that prices will decline or at least that they
will not advance beyond the price specified in the offer,

The purchase from the same person of a bid and an offer at the
samse price is termed & ‘“straddle.”” It s a combined put and eall,
and gives the holder thereof the privilege of putting (selbng) or calling
{buying) the future, or both at the prices agreed upon. Straddles are
sometimes termed ‘“ doubles.” A trader will sell both bids and offers
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only when a dull, inactive market is anticipated by bim the foliowing
gay. Straddles are seldom sold on grain exchances in the United
tates, '

LIFE OF BIDS AND OFFERS, TIME WHEN TRADED IN, AND COST

Treding in bids and offers good for 1 day is mamtamed for 2 half
bour (1:30 to 2 p.m.) after the regular trading session hes closed at
1:15 pan., except or Ssiurdays when the {ime runs from 12:15 to
12:45 pan.

ing in privileges “thisweek”b:&zns' o8 Monday morning
of each week and is conducied each day mna Wednaesday;{z';dingin
those pood “‘next week™ begins on Tuesday morning and B con-
duected each day uniil apd including Saturday of the current week
Weeklies may be bought or sold any time during the day from 9:30
aIm., o 2 pam., except on Saturdays. On Saturdays the time Emit
s 9:30 am. to 12:45 p.an.

Transactions mav be made in units of 1,000 bushels and multiples
thereof. Bids good for 1 day are nsnally purchased at prices from 1
to 2 cents below the closing price of the future. Offers good for 1 dey
sre gpenerally from 1 to 2 ecents above the elosing price of the future.
For weekhes the spread is somewhst :

For a privilege the buyer = a certain fee, the amount
depeading on whethar the pri is & bid or offer, & daily or
weekly. The charge made for bids good for 1 day only, oevm::zg
5,000 bushels of wheat, corn, oats, or zve, is $5.25 to members
$3.50 to monmembers. In the ease of weekliss the cherge is $7.50
per 5,000 bushels to both members and nonmembers., Five dollars
of the fee for dailies and $6.25 of the fee for weekles, per 5,000
bashels, goes {o the seller of the privilege. The remsinder of the fee
1s retained by the brokerasge bouse as conmmission.

The fee charged for offers is at present the same as for bids, but 2»
amount equal to the Federal tax is added because the seller has to
ngythetaxonﬂmaﬂemsold,amitbishemﬂecﬁsfmm&ebuyﬁh
0 tax, however, is collected at present on the sale of bida. In the
early days of trading in puis and calls on the Chicsgo Board of Trade,
there was no commission charpe for execating orders for puts snd calls,
the commission houses relying on making their profits from the trades
in futures growing out of the exercisng of the priviieges. Subsequent-
ly a commission was charged which at present is as stated above.

Although the above are the rates received by commission houses,
mexchnagemhspedﬁeson}ytheminimm%ebechngﬂd. The

Indemmitisr —The minimaos rates of lrokerage and somndission Jor tading
indemnities ahall be as follows: ’

(a} Omn daily indemnities, where the privilege 1o buy or sell does not extend
beyond the close af the session on the Tollowing businesc day, the brokerage pay-
able by members shall be three percent of the considersiion, the ccmmissian
parebie by non-members shall be tep percent of the congiderstion, the somnission
paysbie by members shall be five percent of the sonsiderstion, and the alasring
rate, as defined in Rule 224, ghall be two pervent of the considerstion.

(b} On other indesnwities, where the privilege to buy or sell extesds bevond the
close of the session on the following business day, the sommission parahle by the
buyer, whether member or nop-member, shali be fifty perpert of the eonsiders-
tion. Owe-halfl of this commission shall be retainsd by the commiagion merchant
representiag the buyer, and the other half shall be paid to the sommisson mee-
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chant representing the seller, provided that, if the buyer is not represented by a
commission merchant, the buyer may retain that part of the commission payable
to his commission merchant; and, if the seller is not represented by a commission
merchant, the seller may retain that part of the commission payable to his com-~
miesion merchant. On indemnities of this character, the brokerage payable by
members shall be ten pereent of the consideration, and the clearing rate shall be
two percent of the consideration. )

{c} In all cases, there shall be added to the purchase price, and paid by the
buyer to the seller of an indemnity, the amount of the Federal taxes.

THE EARLY HISTORY OF PRIVILEGE TRADING

_ Trading in privileges in Chicago has been carried on since the early
sixties. e Chicego Board of Trade, however, they have been
traded in only at intermittent periods. In 1865 the rules of the
exchange did not recognize treding in privileges. Taylor (7} says:

What are known as “‘puts’’ and ‘‘calla’* were discountenansed by the closing
pamgmg:h of rule XI, which ran as follows: ‘‘Privileges bought or zold to deliver
or oall for grain or other property by members of the Assceintion shall not be
recognized as & business fransaction by the Direc¢tors or Committee of Arbitra-
tion.” Dealing in these privileges, however, though not recognized, does not
appear to have been forbidden.

This provision, however, was dropped from the rules published in
1869,

In 1874, a law was placed on the statute books of Ilinocis, which
rohibited trading in pnvﬂi%es. Following the enactment of this
gislation, the direciors of the exchange adopted a resolution pro-

hibiting the buying or selling of puts ot calls on the exchange floor,
but it was seldom enforced (7, v. 1, p. 530). ]

In February 1885, s case, based on the law of 1874, was decided by
the Illinois Supreme Court, which definitely established the illegality
of trading in privileges. 7 In making its decision, the court ssid:

T4 is plain that under the contract between plaintif and the firm of Hooker

Lo, it was not in the coniemplation of the parties any actual purchsses or
sales of grain or other commodities should be made for plaintiff, or on his behalf,
Indeed, it was expressly agreed none should be made. All the speculsting thal
was to be dons was to be in differences in opticns—or, &8 the parties termed if,
*betting on the market.” Of course, it was expected by the parties that such
g;irchases and Bales of grain or other commodities that should made, were to

made on the board of trade. As was said by this court in Pizley v. Boynion,
79 11l 351, the true idea of an optior is what are ealled, in the peculiar language
of the dealers, "puts” and “ealls." A ""put” is defined to be the *'privilege of
delivering or not delivering” the thing sold, and a "call” is defined to be the
“privilege of calling for or not calling for® the thing bought. ‘' Optional con-
tracts,” in this sonac, are usuaily settied by adjusting market values, &s the party
having the “option” may elect. It is simply & mode adopted for speculsting in
differences in market values of grain or other commodities. It must have been
io this scnse the term “option™ is used in the statute,

In 1887 the board of directors adopted another resolution forbidding
the practice of {rading in privileges, but this did not accomplish the
results desired as members of the exchange resorted to the Open Board
of Trade, another murket in Chicago, where trading in %ﬁvﬂegas
was permitted. Disciplining the members of the Chicago Board of
Trade who traded in privileges was not found feasible as too many of
them were engaging in the practice, and the punishing of all the viola-
tors might have meant the disrupting of the board of trade. With

’;m;.mmm,m See alag Fadersl Trade Commisdon Ragort o the Graix Trsde (L, 1 &
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the failure to enforce the rule, trading in privileges on the part of the
meinbers increased off the exchange.

Taylor (7, ©. &, pp. 741-742, 771}, made the following comments
pertaining to privilege trading during the years 1887 nmf 1888:

The Directors of the Board of Trade were determined to keep frading within
the limits prescribed by law and passed a resolution prohibiting trading in puta
and calls, following this action by suspending a& member for fifteen days for
violation of the rule. The Open Board continued to trade in privileges, the
transactions being stated as amounting to about 3,000,000 bushels daily. Bome
members of the regular Board took advantage of thie opportunity to make these

rohibited trades and the question arose as to the jurisdiction of the Board of

rade over transactions taking piace on snother Exchange. John T. Lester led
the fight sgainst privilege trading and ecmflainﬁa were filed againgt & number
of members. * * * In the latter part of January [1887] twelve members were
ealled up for discipline on evidence said to have been furnished by H. C. Avery
that they had been frading in privileges on the Open Board. This selion en-
raged Mr. Hutchingon {B. P.] who wss indignant that he had not been inciuded
among the offenders and threatened “to e it hot™ for the Board. Inasmuch
a3 the Directors had denied jurisdiction in the case involving the enforcement
of a trade made on the Open iBoard, it was argued that they eould not discipline
wmembers on account of such trades, but nevertheless seven members were sus-
%en’ded for from twenty to ninety days, and among those suspended was M. B.

rafis, the President of the Open Board. The fight against privileges was now
earried inte the Open Board itself. Mr. Crafts favored privilege trading, while
T. M. Baxter led the opposition. Mr. Baxter clsimed to have found s rule of
the Open Board against privileges, which waa not printed with the other rules,
and under this filed complaints against ten members. Mr. Crafts, on the other
hand, camsa forward with & plan for a “contract of indempity” which was to
replace Puts and Calle and which was practically the same thing under another
name, At s mesiing of the Directors of the Open Board, their sttorney, L. H,
Bisgbee, cited & decision favorable to Puts and Calls found ip 114 Hlincis Supreme
Court Reporta. Acting on this advice, the directors of the Oper Board refused
$a present the question of privilege trading to the members. The next step on
the part of the regular Board was to post a rule declaring irregular any trades
x&aﬁesggil;er t&e :dd?turment of the Board, and this rule was pted February

During the latter part of July {1888} the Directors considered the cases of three
small traders accused of dealing in Puta and Calls and gave a sentence of suspen-
sion against them. There was much outery concerning this and demand was
made that the larger traders be punished aiso. The Directors pushed the inves-
tigation and Directors Montague, Richardson, and Bawleigh were appointed to
go into the matter more thoroughly. They called some of the offenders before
them and four members conf to deals in Puts and Calls but refused to inform
on others. Following this, nearly fifty members were called before the Committee.
Many made admissions of guilt, but it was found that it would be impossibie
to punish all, without disrupting the Exchange and there was much sentiment
in favor of reinstating the three suspended members. As a result of the inves-
tigation twenty-nine members were reprimanded, the suspended members were
restored and eecret committees appointed to report further viclations, which
were 10 be punished by expulsion. Following the example of the regular Board
the Open acted also, snd President Freach of that institution announced
that the rule against trading in privileges would be strictly enforeed.

In 1895, however, the newly elected president of the board of trade
{1) advocated the immediate enforcement of the rules against trading
in privileges. In his inaugural address he said (1, p. ziz):

‘Trading in privilegea has become =0 common outside of Exchange hours as to
impair the good name of the Association. These transaclions are outside the
law snd are distinctly obnoxious to your own rules. They can not be enforced
either in the courts or under the rules of this Board, snd anybody can sue at any
time and recover for even inconsequential }osses, The Illinois statute prescribes
penaities of fine and imprisonment for making such contracts, and specifically
declares that all such contracts “‘shall be considered bling contracts and shall
be ,void.” It is claimed that the dull state of makes these transactions
necessary, but do they not coniribute to an important extent to the very stagna-
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tion you complain of? By coopering prices within & narrow limit day after day,
do you not discourage business that you would count on in a free and unrestricted
market? The risks assurmned by yeu as commission merchants are beyond com-
fntution. abBd more than all eise in msaking these transactions we viclate the law,

gincerely urge that means may be taken to put an end to the pracSicz at once.

By 1900 sentiment had changed to the extent that by & vote of 623
te 373 the directors were given the suthority to prevent trading in
rivileges and to suspend or expel any member found dealing in them,
his change in attitude by the board members was laz‘geg ue fo the
court decision rendered a thai time which affirmed the validity of the
1874 statute.® The court held that:

& * * ‘The prohibition of the right to enter into contracts which do not
contemplate the creation of an obligation on the part of one of the contracting
partiss 1o ascept and pay for the commodity which is the purported subject
matter of the contract, but only to invest him with the option or privilege to
demand the other contracting party shall deliver him the grain if he desires to
purchase it, tends materially to the suppression of the very evil of gambling
in n options which it was the legislative intent o extirpate, for the reason
euch evil injuriously affected the welfare and safety of the public. The denial
of the right to make such contracts tended directly to advance the end the legis-
Isture had in view, and was not an inappropriate measure of attack on the evil
intended to be eradicated. So far as that point is conecerned the act must be
deemed & valid law of the land, and as such must be enforeed, though it infrings
in a degree upon the property rights of citisens. To ihat extent private right
tmust be deemed secondary to the public good.

. The apparent change of heart was primarily with respect to trading
in privileges in Chicago. In fact, the desire to trade in privileges was
not suppressed, and trading was carried on bg telegraph between
Chicago and Milwaukee, where privileges could be bought or sold.
In 1806 an amendment to the rules of the Chicago Board of Trade
was adopted which prohibited trading in outside markets based on
Chicago receipts. The amendment (to sec. 8 of rule 4) was as follows:

When any member, or any firm of which a member of this Association iz &
member, or any corporation of which a member is an officer, whether acting as
principal or as agent, shall either directly er indirectly maks or execute, or cause
or permit to be forwarded for execution, upon any exchange or board of trade
located vutside of the City of Chicago, an order for a so-called *put™ or “call™,
or for any contrset respecting the purchase or sale of grain or provisions for
future delivery, when by the rules, regulations, customs, or usages of soch ex-
change or of trade it is provided or permitted, or where the parties to such
“put', “call”, or contract contemplate t such “put’, “call”, or contraet
may be fuifiled or satisfied by the delivery of a warehouse reesipt or receipts
issued by a warebouse located in Chicago, such member, or such member of
such firm, or such officer of such corporation ahall be deemed guilty of eenduct
which renders him unfit for membership in this Association, and upon eonviction
thereof he shall be axpelied.

To meet the demands of those who wanted privilege trading, a
new method was adopted which met the approval of counsel
as not being in violation of the law of 1874. The new system con-
sisted of contracts to be designated as “indemnity of sale or purchase”™
on the theory that there would be no wager on price movements but
rather the making of a contract, the purpose of which was to protect
open comrmitments against loss due to price changes. These contracts
were {o expire at the close of the regular session of the exchange on
the following day. Shouid the holder of the in&emni:g desire to
exercise the privilege with respect to the whole or part of the guantity

’;m;‘.)mnn:.m ilo e Feidaral Trade Commbsion Beport on the Grain Trade {11, 0. &,
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covered in the contract he must, after notifying the seller of his
intention, make a sale to {or purchase of) the seller of the contraci
at the regular closing price of the future, and the difference betweer
the price of the indemnity and the future was to be paid immediately
&3 indemnity (11, ». 2, pp. 118-120). )

This method of operation was carried on until 1910. In that yem
the exchange was under investigation by the Federal Government
and the directors voted to abolish trading in indemnities as being
substantially the same as trading in puts and calls. In September
of that year, however, an amendment {o the rule was passed by mem-
bers of the exchange by a vote of 550 to 105 providing for trading in
indemnities nnder certain restrictions believed to make such trans
actions legally sound. The restriction was to insert in each indem-
ity contract and confirmation a stipulation that the indemnity was
bought to proteet an existing and legitimate insurable interest in the
commodifies formming the subject matter of the risk not otherwise
protected by contract made under this rule. When no insurable
interest existed it was considered as gambling (7, ». £, p. 1165; 11,
v. 2, p. 120). This amended rule was In existence until 1913.

In 1913 the Illinois Legislature amended the law of 1874 to pro.
hibit such contracts only—
where it iz at the time of making sueh contract intended by both parties thereto
that the option whenever excrcised or the contract resulting therefrom shall be
settled, not by the receipt or delivery of such property, but by the payment only
of differences in prices thereof.

James C, McMath (6} of the Chicago Bar, apparently takes the
position that the 1913 amendment agoes nof legalize trading in
me& Hsa contends that sections 130 and 132 of the Iilinois

iminal Code are effective as enacted in 1874. His ground for be-
lieving 20 is that the 1913 amendment c¢ontained verbstim the lan-
guage of section 130 as enacted in 1874 with some new language added,
s.mé he cites Svenson v. Hanson ° as his authority, in which the court
said:

It is elementary that when an smendatory ach reiains in & new law the same
words and phraseology that were contained in & formeer law which has been econ-
strued by the courts, it must be presumed that such law was retained in the
amendatory act in view of the judicial eonstruetion already placed upon it.

Following the change in the law the board of trade adopted a rule
permitting trading in bids and offers and designated the commission
to be charged members and nonmembers. )

In 1921 when the Future Trading Act was introduced in Congress,
and the grain exchanges were subjected to public criticism for not
correcting certain evils which were alleged to exist, the directors of
the Chicago Board of Trade again conceded that trading in privileges
was contrary to public interest and advocated its prohibition. In a
communication to the president of the board, dated April 12, 1921,
they made the following statement (10, p. 476):

It is our firm purpose to prevail upon our memberahip to so amend our rules as
to preclude sll transactions in indemnity contracts and at the same time induce
other exchanges to follow the same course. While these contracts at timcs serve
& very useful economie function, nevertheless they are frequently used as a mne-
dium of entering the market on a large acale. We have concluded that this faes

outweighs all of their advantages, and it has led 1o our conclusion that they should
be abolished.

¥ Spetizon v. Honson, 280 1L 249,
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With the snactment of the Future Trading Act of 1921, trading in
privileges again was legislated out of existence by the imposition of .
s tax of 20 cents a bushel. On October 23, 1923, a test case was
brought before a Federal court calling into question the constitution-
ality of that part of the law pertaining to privileges. Later, on
January 11, 1928, the United States Supreme Court, to which the
case had been appealed, rendered a decision in which it was held that
the provision in the Future Trading Act pertaining to privileges was
uncenstitutionsl as an invalid exercise of the taxing power.®® .

On Janusry 12, 1926, the next day following the decision, the direc-
tors of the Chicago Board of Trade passed a resclution permitting
trading in privileges on the exchange thereby reversing the positicn
the exchange had taken on previous occasions when it approved the
prohibition of trading in privileges. Other exchanges followed suit
and trading in bids and offers was again permitted.™

During the early put-and-call days the trading was done masinly
in the pits. Following an Illineis Supreme Court decision declaring
these transactions gambling and illegai as undsr an act entitled, “An
Act to revise the law in relation to criminal jurisprudence’ approved
May 27, 1874, in force July 1, 1874, the trading was done outside of
the trading room, in the and smoking room of the board of trade
building, ocutside of the building, and sometimes at any convenient
time or place where buyer and seller happaned to mest.

Prior to 1913 payments incident to the transsctions in privileges
wers in currency, without any definite record mads except such as
was kept by buyer and seller. Subsequent to the emactment of
Illinois Senate Bill No. 1268 in 1913 (except for the period following
the enactment of the Future Trading Act in 1921, terminating with the
Supreme Court decision in 1926), trading in privileges was officially
recognized by the Chicago Board of Trade under the designation of
indemnities or *“delerred scceptances.” The treding in pri os then
returped from the outside, was carried on in the pit, and confined to
that period of the day designated for such trading, although privileges
valid for more than a day were traded in at any time during the day.
Money transactions were recorded and handled through the Clearing
Association.

VOLUME OF TRADING IN PRIVILEGES

No record has ever bean compiled by the board of trade of the vol-
ume of trading in bids and offers. A record of the volume of sales
of offers is kept, however, by the Bureau of Internal Revenue of the
United States Treasury f)epartment which collects a stamp tax on
sales of offers. The tax return filed 'by each clearing member of the
exchange shows the daily sales for each month. For the total trading
in offers the figures showing the sales will serve the purpose, for the
total purchases must equal the total sales.

For the 8 months, February to September 1921, immediately prior
to the prohibition of trading in privileges by the Future Trading Act,
the quuntity of offers sold on the Chicago Board of Trade was ss
shown in table 1.

, 200 T8, 478

N Trusier v. Cronks
¥ Fatiowing the prios octlapes of July 19-20, 1533, trading In pristlepes on the Chicago Board of Trade
mmﬂbxmdmmde!a{yﬂ,mg‘ammnm o hring
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Tasrz 1.—Volume of trading in offers compored with futures on the Chicago Boord
of Trade during February to Seplember 1981

in
Qraln %{;‘E‘m "?é;"m oﬂer?i‘s af
3 (eaise) trading in

futures
Gtishels bushels Percant
724,712 -8 ]
B3, 328

8,181, 06
arn - —— - - 4, 375, 445 1248
Oats____ -] 1,040,065 215,426 .15
Rye. oo - 130, 83 L6786 Ly
B 1 P 34,027,548 | 1,487,138 2

The same rate of trading for 12 months would muke a total of
offers sold during 1 year of nearly 2 billion bushels.

Records of all firms for wheat were taken for the months of August
and September 1926, as & sample of the volume of trading in this one
grain 1n offers sines privilege trading was resumed. The totsals
obtained together with a comparison with the total volume of trading
in Chieago futures for these 2 months are shown in table 2.

TascLE 2.—Volume of frading in wheat offers compared with wheat fulurss on the
Chicage Boord of Trade during August and Seplember 1328

Volume of { Volume of m o

trading in | tading In
Montt palogn | ding 1 | ofryl o

trad,
(ales) | (saise) |pdingl

Thousand 1 Theusand
Suskels buakels

Pyreunt
August_.._ - .| 104,634 o, 140 928
September_ 2, 783 98, B0 10.42
Total.ooeeee... 1,057, 396 192, 420 L% -]

As there is no internal revenue tax on bids, no figures are avail-
able showing the extent of trading therein. Over & period of tims,
however, the volume of bids traded in would be about the same as
the volume of offers. L.

Judging from these samples, the volume of trading in bids and
offers in wheat is equivalent to approximately 15 percent of the volume
of trading done in wheat futures on the Chicago Board of Trade.
This percentage of trading in privileges appears relatively large as it
i3 equivalent to the combined volumse of trading in wheat futures on
all of the other contract markets.

The volume of trading in privileges is distributed among the various
brokerage houses in about the same percentage as is the trading in

ain futures. Those commission houses having a large volume of

utures trades usuelly have a large volume of trading m pnvﬂegep,
;vith apg)zl;oxim&tely three fourths of the total trading concentrated in
G to 30 houses,
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Trading in privileges varies from month to month. When the daily
price Huctuations of futures become wider the volume of trading in
privileges is larger than when futures fluctutations are narrow,

EXTENT PRIVILEGES ARE TRADED IN BY THE LARGER
SPECULATORS

Privileges are traded in principally by speculators. They are
sometimes used by hedgers, comprising elevator operators, exporters,
and millers, but only to a compsratively small degres.

The large speculators, with s few sxceptions, are principally sellers
of privileges whereas the small traders, known as the “general public”,
are msainly buyers. From the standpoint of the amount traded in, the
purchases of a small minority of the large speculafors sometimes
exceed the sales of the majority of the large speculators who are
sellers. With few exceptions, the larger speculators seldom use
privileges for protective purposes, and it is an open question as to
what extent the general public uses them as a form of insurance.

Reliable information as to the extent that privileges ars traded in
by the larger speculators was not secured until an examination wag
made of the 1927 records of the brokerage houses. Data were obtained
covering the first 10 months of 1927 which showed the tradiniin
privileges by 29 of the larger spaculators in wheat and corn. Their

regate purchases of wheat privileges amounted to approximately
414,000,000 bushels and of corn privileges 191,000,000 bushels. The
sales were 332,000,000 and 215,000,000 bushels, respectively, as
shown in table 3. When compared with their transections in futures,
it was found that the volume of their trading in privileges was equiva~
lent to 45 percent of their combined trading in wheat and corn futures.

TanLx 3.—Volums of trading in wheat and corn privileges for the sccounts of 29
large speculalors comparad with thesr trading $n fulures, from Jan. & to Od. 81,
i8e7

{in millians of bushals, 1.e,, 000606 cmitted]

Trading in privileges
Trading in fatures Totsl of bids and
Grain Purchaset Salas
Pur | Pur
chases fales Bidy Offers Bids Offers | 3ocen Bales
Wheat......oo.o.oo. 74 881 243 171 206 24 414 iy ]
Lo. 13 MO, 4453 451 Yy 74 118 i) 181 311
Total. .. .oeeuee 1,226 1,332 1] M A -3 $08 M7
Pearcont {rading in
givnegm is of that
fTLIEr S~ T R, ) SR S I — ] 1

Although most of the 29 traders were principally sellers of privileges
in Chicago wheat futures, the aggregate p ases of the group were
Jarger than their sales. With respect to privileges in corn, their
aggregate purchases were less than their sales. This shows that
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although the large buyers of privileges in the group were in the
minority, their purchases of privileges in wheat outweighed the ssles
of the sellers who were in the majority. In corn, the purchases of
the minority were exceeded by the sales of the majority.

The trading in bids and offers of these traders during 1927 varied
considerably from month to month as shown in tables 4 and 5.
During some of the months the trading in wheat was light, as for
instance in January and February, whereas in other months, May for
example, the trading was heavy., The quantity traded in varies with
the price movements taking place from day teo day, i.e., if price move-
ments are large privileze treuﬁag becomes heavier, and if price changes-
are small the volume of privilege trading is lighter.

TapLe 4.—Wheal: Monihly trading ¢ ?rwi!apa' by 28 large speculators, Chice
Board of Trads, with the perceniage of bids and sffers mﬁpaod,frem Jan. 8 g:

Oct. 81, 1587
Bids
Parcentzge mads
Month Made good goad
Por- Bales Mot |
chases frade ¢
Fox, | s | B2 | o
Thousend | Thousand | Thousand i Thousand | Thousend
busheiz | bushels | buaheis | bushelr | bushels | Percent | Pereend
4,085 12.350 | —8,258 229 3. :0 &.37 2. 46
8, 75 £.905 —830 s id 1,335 3.5 1499
82, 815 25940 37,873 5,110 6030 15 11 2.3
22, 020 13,586 | 48,415 2,770 3.130 1258 2.0
50, 380 33,1680 | 417,200 1,555 L 450 308 4 27
30,015 24,170 | 5,845 4,470 2,870 14. 59 186t
18,785 13,170 | +3 618 1,865 2,115 .1 18.08
20, 850 $.955 | 410,80 1. 05 1,235 41.87 12 41
20, 675 25305 | 4,720 1, 255 3, 450 o 13. 19
38,530 | wmad]| =200 5, 255 7, 500 14. 39 19, 80
243,420 § 206470 | 437, 350 23, 5a% 23555 978 a2
Offers
Pur- Par.
chases | T8 | opages | Sales
Thousand | Thousand
Busheis | buskels | Pereend
2,775 2,485 N 4514
1 20 200 10.31 343
1, 735 2055 7.3 15 41
3, 538 1,045 14 60 148
4,895 80 210 3
1,725 1. 5310 861 2.090
2125 L8525 15 44 18. 33
1,485 1, 300 B 00 1% 43
36 1. 250 156 10, 58
1, 990 2. 350 1L.33 88
21,5600 20590 i2. 61 1 8 -4

T Plus sigo indiontes nat purchas; minus sign, oet sale.
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TaBLE 5—Corn: Monthly irading in privileges, by 29 large apeculsiors, Chicago
Board of Trade, with the perceniage of bids and offers mode good, from Jan. 8 to
Oct. 81, 1387

Bids
Parcentags mads
Month Mads good gecd
Pur. Saies Not
chases trade * Par
chl M‘“ Bales chases Bales
Thcusand | Thousrand | Thousend

buahels | bushels Feroent Paamg

-+, 556 ““i:ﬁé. 1,25 B TRTE 47.21

<+4, 540 1, 750 830 1804 18.02

- L7 s .08 10. 34

~& T3 178 882 LW 1.88

-8, 710G L 118 1,80 18 3% .85

43,088 B 37 830 17. 18

42,025 1,78 13,68 7.9

— D80 5,080 2375 31.70 10.88

-5 070 5, %20 L 8 18,35 0.8

—1, 205 18,645 | 18,087 1504 1398

Offers
Msd od Percentage made
Month good
. Pur- Balex Nst
! Par- P
ur-
ohases Bales Sales
Thousand | Thousand | Theusand | Thowsond | Thousend
frushels | buaheis | buthels | dushels | bushels | Percent | Pereent

880 43| —L270 1,200 3 068 41.96 50. 80

5, 8i5 3.835] 42500 546 0 2. 62 nn

6, 445 5E¥0] 41,005 778 0 12.02 13, 3%

8, 5% 3, 143 378 05 18.80 12.88

.75 18,125 =5, 3 430 & 085 7. 15 R 74

3, 740 12,000 | -9, 160 1.835 K02 12 &7

9. 000 2501 —3,080 418 1,455 4. 57 13

18, g8s H, 335 | -+4.800 3. 105 2000 1438 14 53

4, D63 16,30 —7,2%5 40 1,175 523 7.88

8 w3 15,30 b <5 1,430 2468 L%

40 98, 740 | —22, 20 1L, 088 17, 100 14 8% 1. 74

+ Plus 3ign indicates pel purcham; minus sign, net sale.

THE DISTANCE PRIVILEGES SELL FROM THE CLOSING PRICES
OF FUTURES

The price of the daily privilege is determined with reference to
the price of the future at the close of the market. The spread between
the price of the privilege and the closing price of the future is spoken
of as the distance the bid or offer sold from the close.

Comparing the prices of the daily bids and offers in the May and
December wheat futures sold on the Chicago Board of Trade cfunng
the years 1926 to 1930 with the closing prices of ths futures, it was
found that during approximately 75 percent of the time bids and
offers sold at & distance from the close of from 1 to 2 cents. On
only ahout 25 percent of the days were the spreads 2 cents or mors.

Similar am,a.%es would no doubt be obtained for the March
July, a.mi September futures, !



14 CIRCULAR 323, U. 8. DEPARTMENT OF AGRICULTURE

For individual years and futures the percentages varied. The
percentage of spreads of 2 cents or more is larger in some years than
in others. For example, the bids and offers traded in during the
year 1926, the Iatter part of 1929, and the year 1930 were frequently
2 cents or more from the closs. ing the life of the future the
delivery month will usually show the widest range in the distance
that fprivileges sell from the close. As can be seen in table 6, during
21 of the 40 instances, or 52 percent of the- time, privileges sold as
much as 4 cents or more away from the closing price of the future
during the delivery month., A further examination of the data will
also reveal that in 11 of the 20 delivery months quotations on offers
were the farthest away, thus suggesting that sharp advances in the
price of the Chicago wheat futures were anticipated during these
months and particularly on the last few days of the month when
most of the larger spreads occurred. How much trading is done in
privileges at sc great s spread is not known. One can assume, how-
ever, that the volume of such trading is small.

TasLe 6.—Mazimum distances that prices of daily bide and offers in Chicage
wheat futures were from the daily closing price of the fulure, during the respective
delivery monihs, for the years 1926 to 1980

{In cents per bushel}
1908 1977 1528 129 30

Fotwe
Bids | Offes | Bids | Offes | Bids  Offes | Bids | Ofters | Bids | Oy
eeeo] 10%51638]  B16-13351 T0%-3114! 735-3134] 814-85) B8] -1 P45 336334
?gy,_.____ &&(—m 3 G N 53 5%M- 63y 354 B Bigl i34 1%-39%
September..] 3¥- 434 10 -1t 241 1W-2 1 2M-3 | 4uAM 2% 34 134 aTe43%
Deocember. | €+ Bi4) 101 Y- - 013 ] W-1%] 3] D4 x‘ ie134

NoTE.—Abovs data are based on prioss sctuafly paid for daily bids and affers, s recorded by the Chieago
nﬁﬁm%-vm«m”mm

FACTORS DETERMINING THE DISTANCE THAT PRIVILEGES SELL
AWAY FROM THE CLOSE

As stated in the preceding section, the distance that bids and offers
sell away from the closing price of the future is, most of the time,
less than 2 cents. Sometimes, a8 during the delivery months, the
gpread is ter. It was thought that possibly the size of the spread,
is., the Siﬁemnce between the closing price of the future and the
price of the privilege, was related either to the range in the price of
the future on the day the privilege was traded in or to the anticipated
range for the following day. An analysis of the fizures compiled,
however, shows that there 1s very Little, if any, relationship between
the distance that the privilege away from the close and the price

e of the future on the day the privilege is traded in or on the fol-
lowing day. In the former case, the correlation coefficient for the
1926 Chi September wheat future is {0.458 and for the 1928
December future +0.259. For the latier, in which the spread
between the privilege and the future is compared with the price
range of the future on the following day, the coefficients are, for the
same futures, +0.224 and +-0.337, respectively. As no relationship
is shown between the daily range and the distance the privilege sold
away from the close, it was thought that probably the change in the
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price of the future, comparing the close of one day with that of the
previcus day, might have had en influence. It was found, however,
that this price change was not a factor in determining the distance
privileges sold from the closing price of the future.

The factors which determine the size of the spread are thege:
The supply and demand for privileges, i.e., the willingness of traders
to sell or buy rights; the length of time the En?ﬂege as to rum, ie,
daily or weekly; whether or not the privilege happens to be in a future
which already is in its delivery month, as for example, & privilege
bought in July wheat during the month of July; the past trend of
price movements over a period of time; and the present state of the
market, i.e., the outlook for advancing or decliming prices. Indica-
tions are that traders are largely influenced by recent movements in
prices of futures, If the price trend has been downward for & number
of days the frade are apt to continue to be bearish and if, on the
other hand, prices have been advancing, they are inclined to lock for a
further advance until something upsets the trend and starts it in
the opposite direction. One find that when tha trend is down-
ward bids will sell farther away from the close, whereas with an up-
ward trend, offers will sell at & greater distance from the closing price
of the future. Trading in pnvileges takes place during the last
half hour of trading in the cotton and stock markets. Should any
wide fluctuation oceur in either of thoss markets during that 30
minutes of trading it is apt to influence the prices at which privileges
in grain are sold on the Chicego Board of e. Another element
which affects the demand for privileges is the amount for which
privileges were good at the close of the futures market. Kor instance,
if offers were d for 1% cents &t the closs of the market, bids will
most likely sell farther away from the day’s closing price than would
otherwise be the case because of the demand for them by traders
who called the offers earlier in the day but did not wish o advance
margin money o protect the commission house against any change
in the price of futures the following day,

THE PRIVILEGE MARKET AS A FORECASTER OF DAILY PRICE
MOVEMENTS OF FUTURES

The distence that daily bids or offers sell away from the closing
grice of the future indicates whether trade sentiment is principall

ullish or bearish as to the next day’s price movement. bids seﬁ
farther awsay from the closing price of the future than do the offers,
it is presumed that the predominant trade sentiment is that prices
of futures are more likely to decline than advance the following day.
On the other hand, if the offers sell farther away from the close, an
sdvance in price is anticipated.

Whether the predominating trade sentiment was right or wrong
was determined m the following manner;

If the average of the prices of the bids was farther away from the
close of the future than that of the offers, the trade was considered
to be principally bearish, If the closing price, or average of the
closing range, of the future the next day was lower than that of the
previcus day the privilege market was considered to have forecast
correctly the change that took place. On the other hand, if the offers
sold farther away, and the price of the future showed a decline at the
close, the privilege market was wrong in its prediction. Conversely,
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if the bids sold farther away, and the price of the future closed higher
the next day, the prevailing sentiment of the trade was held to be
wrong. On days when the average of the bid prices was the same
distance from the close as the average of the offers, it was assumed
that trade senfiment was about equally dividsd as to whether prices
would advance or decline the next day, and, therefore, that no advance
or decline in the griee of the future was predicted, and such instances
were not included in the analysis, N

From an anslysis of the March, May, July, September, and De-
cember Chicago wheat futures traded in during the period of January
14, 1926, to December 31, 1930, it appears that the privilege market
was right 63 percent of the time in forecasting whether or not the
trend as indicated by the average closing price of the future would
be higher or lower the following day, as shown in table 7, This 5-year
average iz based on 3,784 instances, comprising 5 major futures com-
bined, when both bids and offers were traded in on the same dsy,
and the privilege market forecast higher or lower prices. There were
299 other instances when no forecast was indicated.

Tasre 7—Number of days and perceniage of iime {hat the privifege morkel was
right or wrong in forecasling higher or lower prices of wheat fulures the following
tziggaon the Chicago Board a’? Trads during the period of Jan. 14, 1828, to Dec. 81,

Days on whish
Days on which the privilege market Percantage of
o forwenst— the forocasts time—
Fature

Ani | Ade | morm [Nofre) Srmmd | mugne | wrone| might | weone

Numberi Numberi Number{ Numberi Number| Number| Number| Percend] Percend

Marth e rreeeme - 254 Yid 430 4 445 7z 58] 8325 3874
May - 02 431 938 [:+3 995 567 3851 677 3.2
Fuly 446 381 B2 75 508 51 310 823 3776
Seplommder e cramanaans 208 364 KiLd as 883 453 8] 6190 34, 19
Decomber. . oo 477 as2 30 =3 888 543 /7| 6hi2]| 338
i L0} 1,705 37B4 201 4,083] 2385] 1,399 6.8 -84

i

For the individual futures, however, the percentage of instances
when the forecasts were correct ranged from 49 to 71 percent. The
poorest showing was made for the 1927 wheat futures for which the
average of the 4 major futures was 57 percent. The best results
were obtained for the 1930 futures for which the percentage of cor-
rectness was 68, as can be seen in table 8.

TaBL® 8 —Fercentage of lime that the privilege markel was correct in forecasiing
higher or lower prices of Chicage wheal futures the following day, by futures, during
the period Jan. 14, 1828, to Dec. 81, 1930

D~ thma.a
May J Jaly ‘; Bcg;:

March foture Pmti Peroen Parcent tom Parcent| cember { Paroenty of afl
fature futare futurs Tature futrey

6 | 1928 g3 10% 6] 1 & &3

1927 &2 1027 &8 197 a2 &7

64 | 1928 62 1928 861 1928 .3 34

87 ¢ 1920 ed: 1% ®£] e 86 &4

451 1930 FLB I 78] 130 7 88

[} I S [ I [ SN 85 .3
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The results secured show that ap{:roxims.tely 63 percent of the time
the daily privilege market correctly forecast an advance or decline
in the closing prices the following day. The fact that the privilega
market was richt but 63 percent of the time sugpests that there are
factors which have an influence on prices of futures the following day
which have not bean taken intc consideration or whose influence was
underrated by the traders in privileges. It may also be that traders
were influenced too much by price movements just experienced. The
relatively poor showing with respect to forecasting price movements
may also have been due in part fo the inability of many of the traders,
at the time the privileges were traded in, properly to evaluate the
effect of anticipated changes in fundamental conditions. Some of
the factors influencing prices of futures, however, may not be fore-
geen as, for example, unexpected changes in the weather, heavy con-
centraied trading on the part of ons or more speculators which was
not anticipated, or a sudden increase in export demand,

A study made of some of the instances when the }f)riw'lege market
failed to forecast correctly price movements the following day indi-
cates that when prices have been declining speculators are apt to
snticipate a further decline and conversely, when the trend has been
upward, they believe prices will advance still further. In other
words, they cannot foresee when chauges in the trend will take place.

THE FORECASTING ABILITY OF 13 LARGE SPECULATORS AS RE-
VEALED BY THEIR TRADING IN PRIVILEGES *

In order to ascertain how the forecasts of the privilege market, as a
whole, compared with those of the larger speculators, fizures were
compiled showing the number of instances when the price of the
privilege bought or sold by the larpe trader came within the closing

rice range of the future the following day. If the price of the privi-
ege came within the closing price range the next day the trader was
rated corract in his forecast if he were the buyer and wrong if he were
the seller. The latter, when he sold the privilegs, was assumed to have
forecast that the price of the future would not reach the £l‘ivﬂege
price the following day. There are times, however, when the seller
of & privilega may wish to increase or liquidate his existing open
commitments by means of bids or offers, and in order to do so he may
attempt to force the price of the futurs through the price of the privi-
lege so that the privilege he has sold will be exercised by the buyer.
In this manner he may operate under cover and at times accmufratxe
or dispose of part of his line at more favorable prices than would be
the case if h's heavy trading went through the pit. In the absence
of knowledge as to his motive, such cases have besn treated on the
same basis as the others, namely, that when the privilege was sold
the seller was of the opinion that it would not be exercised by the
purchaser,

The figures for 13 of ths larger spsculators given in table 9 show
that the 7 sellers of grivilegss wore right most of the time in their
implied forecasts, and the 6 buyers were wrong. The range of per-
centage of correct forecasts for the 7 sellers of privileges ran from
62 to 84, with an average of 73 percent for the group. For the &
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Taste 9,— The number and percentage of instances thal each of 18 large apeculntors war right and wrong, raapacu’vel}, in
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Jorecasiing kigher or

lower closing prices of Chicago futures for the day following the buying or welling of privileges, during the period of 8 lo Qol. 81, 1027
Totad for blde
Bids Oftors and glllfleru Total
Bpsaulator Graln traded in | Frinclpst aotucs of combinsd | pope)
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buyers the percentage of their forecasts wrong ranged from 44 to 79
with an averags of 68 percent.X

Because the ssllers of privileges in the group were right, on the
average, 73 percent of the time it does not necessarily follow that
they had superior market judgment and, therefore, were better
forecasters of price movements, as these large sellers frequently pro-
tsct the bids and offers sold by treding sgamst them in the futures
market.”® This trading against the privileges, therefors, results in
giving the large sellers of privileges credit for having been correct in
their forecasts & greater number of instances than would have been
the case had they not prevented prices of futures from going through
the prices of the privileges.

Because sellers of privileges were right much of the time in fore-
casting price changes does not necessarily mean that they made a
profit on their privilege transactions over a period of time. Whether
er not they made & si)ecuiativa profit depends on the quantity of
privileges they had sold and for which they received fees, and the
extent of their losses taken when the buyers exercised their right to
put or call. The losses sustained by the sellers when they were wrong
in their forecasts might have offset the gains made when they were
right., On the other hand, the speculative profits made or the lossss
sustained by the buyers are dependent on the quantity of privileges
exorcised and the profits made on those put or called. Commissions
and texes fmid must also be allowed for, and in addition the buyer has
the cost of the privilege to take into consideration.

FREQUENCY WITH WHICH PRIVILEGES ARE MADE GOOD

. Privileges purchased, which are good for 1 day only, may be exer-
cised any time the next day. The general practice, however, is for
commisalon houses to exercise privileges in behalf of their customers
at the close of the markst. Of course, the trader cen instruct the
broker that his privileges be exercised auring the day if the price is
reached, but in the absence of such an order they ordinarily would not
be put or called except at the close. At rare intervals privileges are
exercised before the close, but in such instances it is becauss a Jarge
trader exercises his right to put or call.

There apparently are several reasons why privileges are exercised
only at the close in the absence of instructions frem the customer.
(1) It facilitates the handling of t‘grwile\ges on the part of commission
housses and their brokers in that eg do not have to watch the cards,
showing the privileges to bs exercised, throughout the session to see if
the price of tR\e future has reached that of the privileges which are to
be put or called, and thereby detract their attention from the filli
of orders for the purchase or sale of futures. (2) The exercising o
customers’ privileges earlier in the day, would give rise to complaints
on the part of customers as fo whsther or not the *“taking of

W Ia detennining the cumber of instances the trader was tight ur wrong ta his frecasts, the bid and offst
for sach future was campared with the closing price of the futurs of the following day. Iliths hidin t
ftare waE not it was dosighated as 002 Instance when the purchaser thereo! was wrong. 1f the trader
banght bids fu 2 futures and both wers not exercisable 52 the close of Lhe foilowing day, they wars counted
s ¥ instanoes. Offers pot oalishie wers counted io 8 like manner, If a part of the priviieges bought wers
. 8xeIvisuble, and anothor part were not, the percent guod and 0ot good were taken into constderation. For
sxanipis, if one badf were good and the siber half not good, the decignation was S-perosat right sod & like

perreni WIUER.
3 ngfy themgfzh-il omp be sxercised any¥ time during the time limits, but from » profit-making stand-
glnlt'lil i oot Mythhﬁwmmmedmmtmmwmmmﬁ
Yam.
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profits” could not have been done more sdvantageously at some other
time during the trading session. (3) The customer has an oppor-
tunity during the day to purchase or sell futures if he thinks that he
can do so to better advantage than is possible by the exercising of the
privilege. (4) The practice of exercising privileges at the close does
not in any way nullify the customer’s right to order his broker to
exercise hus privilege any ime during the session.

FOR THE MARKET AS A WHOLE

The total amount of privileges, in terms of bushels, made good on
‘the Chicago Board of Trade from day to day is not known as no record
has so far been kept by any organization. It was found, however,
that for the 5-vear peried of Janu 1926 to December 1920, dail
bids in wheat on the Chicago Board of Trade, all futures included,
were exercisable at a gross profit at the close of the market nearly
25 percent of the tims, and offers almost 21 percent, or on the average
approximately 1 day of every 4 or 5. For the individual years, the
pereentages varied from 20 to 28 percent in the case of bids, and 17 to
25 percent for offers as shown in tables 10 and 11. Over a longer period,
however, the gearcenzage of days that bids are exercisable at a profit

robably will be the same as that for offers. That bids happened to
Es good more often than offers during the years 1926 to 1930 was due
principally to the fact that the major price movemenis were more
frequently downward than upward. '

TABLE 16.—The marimum ond the avercge number, and perceniage, of instances
that Chicego daily bids in wheat, all fulures included, were good, by years, from
_ Jan. 14, 1926, to Dec. 81, 1930

Ttem 1024 1047 1028 i 1W5e | Total

Instances that dally bids, all futures included, were

traded in_ - ber. . Tas :133 13 -] [+ 435
Maximuam fnstances that daeily bids ware good whan
comparing the high ofthe bid prices on 1 day with the
fow of the closing price of the futars on the following

namber, | 156 204 253 aid -2 090

R < 7 T .'.ﬁwn t.f 19.8 252 s - %1 7.8 240
Averags instances that dafly bids were good com-
puring the a prive of the bid with the avarsge

cloaing price of fature the next day.._._namber_{ 168 143 88 152 170 741

Totai. permnt..; 1.7 7.8 ' 4 5.8 1.6 188

Tasre 11.—The marimum and the average number, and pereeniage, of inslonesa
thai Chicoge daily offers in wheat, all futures included, were good, by years, from
Jan, 14, 1826, to Dec. 8!, 1830

’!

Item ; 1026 § 192y | 1928 0% | 1930 | Total

Instances that oifers, ali futores included, good for t day
weratraded in . .. .. ____ nuraber. . fe:7d 808 P07 956 862 L
Maximum Instanoas that daity ofers were good when
comparing ths low of the offer prices with ths high of
the closing prise of the futare on ths fallowing day
aumber__ 157 191 x2e 174 188 P06

B 1 AP poroent__! 10.9 %7 248 8.3 a8 ns
Average instances that dally offers ware good when
Svenes oaing Drias ol the Tthee the: ness.day
BY 08 il pext day .
pumber. . 102 i34 108 07 578

2
b - L P percent..; 130 18.0 8 L2 IL4 182
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FOR THE AVERAGE INDIVIDUAL

In determining the number of instances that daily privileges were
good on the Chicago Board of Trade, the high of the bids and the low
of the offers were compared with the closing price of the future, As
no individual trader will a&w;;s have privileges bought or sold at
such favorable prices, no trader can hope to have}his individual
privileges exercised ns often as any privileges are good on the axchanga.
Over a period of time the prices at which sn individual makes pur-
chases or sales of privileges will tend to approximate the average of
the prices for the market. Such being the casé, the frequency with
which he may expect his privileges to be good wall be determined by
the number of times the price of the future reaches the average of
the range of the daily prices of bids or of offers,

Calculations based on data covering 1926 to 1930 indicate that on
the average individuals trading every day would have had daily bids
in wheat made good about 17 percent of the time and offers 13 per-
cent or, in other words, privileges would have been good on the average
ldayinBor7 Asshownin tables 10 and 11, these figures are from
8 to 8 percent under thoss for the exchange as a whole, which are
based on the maximum number of instances thet bids were pood when
comparing the high of the bid prices with the low of the closing prices
of the future the next day. In the case of offers the low of the offer
prices was compared with the high of the closing prices of the future
ths following day.

PERCENTAGE OF PRIVILEGES THAT ARE EXERCISED
FOR THE MARKET AS A WHOLE

The data examined for September 1926 indicate that probably 12
to 15 percent of the daily %'lvﬂeges traded in on the Chicago Board of
Trade are made good. During that month offers in wheat wers
traded in to an amouni representing 98,280,000 bushels. Of that
amount, offers representing 12,625,000 bushsels were exercised. 'The
Iatter figure is 12.8 percent of the total trading in offers. No record
ia available showing the quantity of bids that was traded in or exer-
cised during that month. As the price trend of futures during Se
tember 1926 was Slexsward, it is certain that relatively few bids would
have been sxercised. Over & long period, however, &s many bids as
offers will be exercised. As offers and bids are rarely good on the
same day, it can be said, based on the data for September 1926, that
for the market as a whole probably 12 to 16 percent of the privileges
purchased were exercised. That the percentage indicated appears
rensonable is suggested by the fact that during the 10-month period
of Janu to October 1927, the combined percentage of bidg and
offers made good ™ by 29 large speculators as & group came within
the range of 12 to 16 percent, and as these large traders were primarily
sellers of privileges and the general public the buyers, it is logical to
assume that this percentage is representative of the markst as a whole.

-

FOR 2% LARGE SPECULATORS

The percentage of privileges in Chicago wheat futures made good
for the accounts of the 29 speculators during the first 10 months of
1927 was somewhat less than that of the average for the market as &

1 The term * sede yood ™ is here nged in the sense of fulfiiling 13w agrasmient.
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whole for 1927. The percen for the latter was almost 18 for bids
and 16 for offers, whereas for the tors referred to it was, aver-
aging the privileges bought and soid, 13 percent for bids and 14 per-
cent for offers a3 shown m table 12, :

Tanrx 12—Transadions in wheal and eorn privileges on the Chicage Board of

%gsswsmhm,mmwm made good, from Jan. $ fo Oci.
* N

Volams traded In Quantity made good Com-
bined
purchaves
and sales
Sales Parcliases Balex mads
pood
Miitlon | Afilon | Millios Adiliion
buskelr | busheln Percend | bushels | Peveont | Pereent
Bids_ 248 206 F ] 2.8 M 16. 66 1292
O —— | 71 i 2 28 n 1485 448
Total el 434 333 % -3 S S
Blds_ 37 118 0 I8 24 18 15 2 1574
Ofers. e 74 -4 i L5 17 7.8 7
Total . ____ Wl ns .+ .2 SRS SN
b £ 1 N L3 547 k] 1288 [ 1] 1645 14

For corn, the percentage of privileges made good, purchases and
sales combined, for these speculators taken as & group, was around 16
forF bettl}l i)ijisdlan:li o!g'ers. ul the -

or the individual speculators compriging the group of 29 the per-
centage of privileges made pood varl:ed from ngre It:o 100 percg:&,
Most of the group, however, had less than 20 percent made good as
can be seen in tables 13 to 16.

TasLe 13.—Wheat: Number of speculalors in the group of 29 having various per-
mﬁ privileges made good, Chicage Boerd of Trade, during Jan. 8 to .

Number of specaisiors who— ':!M“m ?h :‘
FPearcent made good
3 Bought Sold Bouglht Bold bids
Pop oot bias| BERT | 20 | Bidsor (N
3 oflers

None.__ .. 8 H B 5 i3 -]
1608 - | B 2 1 3 1
Swib... J i 4 1 4 5 8
0 B i e cmaemaa 3 5 2 LEL & i
1510 20 ————— 1 s 2 4 2 9
MWio S — - 1 & H 2 2 7
e . JAR 2 H 2 i
00 35 I 1 —n .- 3 O,
Brodd . — ——- IR I : - T 2
46 te 48 ___ }
B e ;
13 T3 T
Sted0,. .
T 4o 75
TELO M s i evaa e rran
% 10 #5.
100,

Totsl 1% = = 2 | (X 130

i

The total nmber of spectlators s greater thas 20 beennss most of them wars botlh buyers and selbers of
therelore sre counzed Twics.

E-
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TanrLe 16.—Lorn: Volume of privileges traded in and volume made good, by 29
large speculators, Chicago Bourd of Trade, from Jan. 3 to Oct. 81, 1527

Py

Bids Offexs
Bids made | Offsrs made
Mads good Made good
Trader oo
-} 5 S 2 3 3
Sl il 2z |53|212|2|8 ¢
& = g2 | & ] & Al =228 | &
Thous. | Thous. | Thous.| Thoma.: Thonz | Thous. i Thona. i Thour | Fer- | Per- | Por- | P
.3 b, i, &, b bu. e b cenl | cref | ent | ornf
k S 3,760 | 21,100 3,555 2,485 L2255 1M | .74
1,960 ' _ 200 ...} s0m .52
2,810 3340 $01 LBE5F 6060 400 855 (4500 | L7R 232 208
1, 500 /355 _____ 12406 6800 .. BB ...
1,850 280 100 | 2,505 20 _____ W% 18 58
18,640 1L.OA5 (2585 ] 1,985 3 655 5 (LA 10183 | 45| B8
1,50 &00 350 0] L1804 ___ 100 [ 3040 § 22 20 24
3 090 0 70 e &7 || O
5, €05 400 4,090 95 ] & % 30
755 i 4} #00 - - 7% IR A
% 550 885 & 150 2% 88 na
m% 3,055 & 8, 840 2,525 fre 1505
10,95 1588 2140 195 | w& I me
2630 L300| 30| RO | 3.010] OG5 285 el {iLi7jiiIE| TR
3 580 ILo0 | L500] 8355 BIB UL | Z X I{BD| XKW
260 ¢ % 360 A0 112 105] 33P0 [ L 405 - ____ D818
3,835 & 735 18, 210 830 | 2 905 55380 ... i 3D
1, 050 &0 L&0] L5850 ¢ __ [ 286 ______|&x@@[ . ____. 813
3,815 300 x 2.;43? . 827 508 448
350 - 200 ||
& 850 S00 ! 1080 455 | 8250 410 [ LMD {17. 88 1 8B 45 497
1060 &5 320 [ 2155 1,995 ) 200131165 | 506 L5
7,10 &5 S0 7.7205] £710 5L 7| Ris{irLe] B3I
50 { .. L83 450 —
255 700 1 %5 125 W —_—
455 06 85| 4590 125 850 }.._....] &8b| v 117 B | ..
118, 235 {15, 610 1% 067 [ 74,490 { 06 740 L 885 17,100 ' ____.. | _. ...l ... IS
sgnod,aﬂmduréwm -I 1561 |32 1488 ] 17/

VOLUME OF TRANSACTIONS IN FUTURES ARISING OUT OF
PRIVILEGES EXERCISED

If an offsetting trade is not made when a privilege is exercised, the
purchaser of a biad and the seller of an offer either go short the future
or liquidate a long commitment. On the other hand, in the absence
of an offsetting trade in futures, a seller of a bid and a buyer of an
offer either increase a long positaion or cever outstanding open future
contracts when the privilege is exercised. This must be kept cleariy
in mind or one is apt to become confused when considering how a
trader’s position is through the exercising of privileges,
It should be remembered that it 15 only the buver of the privilege
who can exercise it and, therefore, only he that can receive any
protection privilege trading affords.

If the trader is long futures the purchase of bids protects him against
a decline below the bid price. the other hand, if he has a short
position in the market, the buying of offers protects him agains¢
an advance beyond the price of the offer. Privileges never give full
protection; they only limit the loss to the difference between the
price of the future and the price of the bid or offer.
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When privileges are exercised by the buyer the seller of a bid
must buy the future from the holder of the bid, and he must sell the
future at the offer price if the buyer of the offer calls on him to do so.
The buyer of the bid can, however, exercise his nﬁtto “put’ regard-
less of whether or not the price of the future dec to o below the
bid price. The holder of an offer likewise can “call” the future
irrespective of whether or not the price of the future has advanced
to or above the price of the offer. In practice, however, this is not
done as the buyer of the bid or offer has nothing to gain thereby
except the opportunity to change his position in the market under
cover. From a financial standpoint he can do better by msaking 2
purchase or sale of the future through the pit. Sometimes, even
though the bid or offer is good, the purchaser of the privilege does
not exercise his right to put or call. A circumstance under which
such would be the case is when the trader ean make just as favorable
or a more advantagecus transaction by means of a pit trade sometime
during the trading session. Another case when the &rivi}ege may not
be exercised is when the price of the privilege and the future are the
same. A third instance is when the commissions that would be
charged the nonmember by the broker on futures trades arising out
of the taking of profits on the privilege held, exceed the differencs
or spread between the price of the privilege and the price of the future
end would thus result in & net loss, In the latter case, with some
few exceptions, the privilege is exercised for the account of the
cominission house.

FOR THE MAREKET AS A WHOLE

The percentage of future trades that arise out of privileges exer-
cised is not known as no figures have been compiled giving the infor-
mation for both bids and offers. Data, howevar, collected for Sep-
tembar 1926, rovealed that the volume of wheat futures on the Chicago
Board of Trade, arising out of offers sold and which were called,
aggregated (for the 142 clearing members) 12,625,000 bushels, or
1.34 percent of the total trading in wheat futures for the month,
which amounted to 942,762,000 bushels. The price trend during
September 1926 was upward, therefore offers were more frequently
good than were the bids. Because of this one would expect the trades
m futures arising out of bids to be considerably less than 1 percent.
Therefore the combined transactions in futures ansing out of both
bids and offers exercised would be not over 2 percent. Taking into
oonsideration the fact that over a long period the quantity of future
trades arising out of bids made good would be equal to that due to
offers exercised, one can say that of the total volume of trading in
wheat futures on the Chicago Board of Trade probably 2 percent of
the purchases and a like percentage of the sales arose out of privileges
exercised. This percentage of course would vary with individual
days, months, and years, depending on the extent to which prices
fluctuated and the amount of trading that was done in privileges.

FOR THE ACCOUNTS OF THR 23 LARGE SPRCULATORS

Largs speculators many times make transactions in futures which
arise out of privileges exercised either by them or by others. Some
66799 —34——4



26  COIBCULABR 323, U. 8. DEPAETMENT OF AGRICULTURE

idea of the magnitude of these transactions during 1927 was secured
from a study of the privilege trading of the 29 large traders. i
the first 10 months of that year the quantity of Chicago wheat futures
purchased by them collectively, through bids andcggers made good,
ag ted 55,125000 bushels, sand sales aggregated 44,500,000
bushels as shown in table 17. These transactions represented 7
percent of their total combined purchases, and nearly 6 percent of
their sales, of wheat futures. In eom% gs dzhow;: xg_ tableaclls, t(}::ér
egeregate purchases, originating out of bids and offers made good,
totaled 29,152,000 bushels and the sales, 35,770,000 which consti-
tuted approximately 6 percent of their total purchases and 8 percent
of their {otal sales,

Tanre 17.—Wheat: Volume of fulure lrading of eack of 29 large speculators and
ge us?lumgzt#at arose oui of privileges, Chicage Board of Trade, from Jan. § to
k. 81, 1

‘Total voluma of Volume of future trading arising cut of
fotore trading privileges
Trader no.
Purchases Bales Furchases Bales
Pererst Peveend
Thovseawd | Thousond | Thourand § of tolal Thousand § of folai
Dburkeiz buzbels burdeir | purchases buehels i

F v m———————— 43, 405 3, 785 16, 530 38,08 £ 110 5.3
17 1,235 1, 450 £.88 30 3. 11
2 ————— 4,430 4, 930 0 &ig ——
[ - - 4, 400 17, 800 PO S S ——

........................... 108, 350 17, NG 3,080 288 8,233 58
-4 —— _— &1, 320 35, 149 £ M5 a5 1,495 27t
L 37, 580 28, 050 £D0 106 196 1
11 e mmrmem—m————————] 4, 05 4, 425 90 2%
14 - 2,738 3,835 1. - R
15 —— — 2 510 2, 765 300 1188 250 o 08
18, 10 500 1, 305 1,740 L3 2,980 245
18 _ - 45, 323 0, 25 . —- ——————
) - - 4, 340 4, 235 5045 7.9 =] .17
2. & 505 B 806§ —
2. 8, 56 7, 080 L85 B8 855 325
2, 22, 54 21,990 30 331 2 506 L%
b < S, = 40, 475 48, 215 845 L7l 1,330 278
. 76, 135 o - & 100 801 9. 745 1294
. 17, 485 68,975 1,245 7.38 1,860 819
T — 74, 550 EL %1 83 2 1,540 14
- S— 3,635 37
28 . ... i 80
= 4, 870 ang 1,340 2.5
3 - 4,260 15, 20 (33 L95 12 57
-] 10, 865 1D, 785 & 475 2= 1,108 IL08
§§ @8, 470 8, 200 2, 360 &M 2,080 a5
b2 3 13, 950 13,070 5 147 885 404
35 &8, 805 - 4, 825 &72 4, 515 [ %73

f - — 774, 355 TEL 3¢ 55, 136 712 500 ES. 4

£ Trader no. 33 traded in: privileges but none was made good, and be hed Do transsctions in wheat fatures.
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Tanig 18.—Corn: Volume of future irading of each of 29 large speculalors and
‘(,)‘:t v;i;m;; ;I;at arose oul of privileges, Chicage Board of Trade, from Jan. 8 to

Total volume of faturs Volume of future tmding arising out of
trading privileges
Trader oo.
Purchases Sales Parchases Sales
Pereent ~
™ d | TH diTh d | folai pur- { Thousand | Percent of
busheis Susheis iz chasea Duzheln iolad saits
20,797 28, 140 1,378 11,32 2 455 %4
I8 B30 L o ammmmmmeoae o
32,560 24, 560 450 1L 8 705 12 5%
14, 8053 14, 608 2 405 16 47 3,300 18657
3,610 3, 010 0 8 64 190 15,28
30, 308 25 5756 410 18. 60 225 82Q
50, 705 48, 770 350 N 40 L2
8 718 T 115 0 a9 500 7.48
18, 353 18, 455 - 408 257 965 5. 88
5, &30 3, 750 300 538 .
, 548 8. 545 &85 0 47 985 1505
ﬂg ﬁ.% 3055 1511 2 5 1285
& 280 5,005 1,52 2013 1,650 38
11, 21% i1, 218 [ R ——
16, 340 16, 540 085 ags | .= .29
19, 565 1, 465 1, %0 444 2. 425 12 46
50, 738 &6, 533 1,815 318 Z 380 a7
47, 540 48, 465 2, 905 41 T. 240 4.9
8 119 4110 450 H & 250 +. B
1,822 11,654 320 7 . +] -5
3 558 - R R, [T, S,
1, 130 F AT, 3 SR SR RN R
5 358 4, 285 1, 35 .42 $10 14. 34
5, 088 5 M5 1288 13.33
4, o5 43, 730 1,475 1.3 1,776 6
3,280 - N T, PR
550 N TN S 00 11.80
T, %65 7, 005 8853 1128 =0 53
453, 35 450, 069 23 152 8.4 35 770 s

i?%mﬂmmmmmmnutd;ﬂvﬂemmmdwm 17 wers tranaferred 1o tha soconnt of trader
no. 7.

The percentages of trading in wheat and corn futures arising out of
privileges for the individual speculators making up this grouﬁ of 29
show considerabls variation, running from less thas 1 to as high as
39 percent. Kor most of these traders, however, the percentage was
less than 20.

The quantity of purchases in Chicago wheat futures that arose
out of privileges for the individual accounts of the 28 speculators
during the period of January to Gctober 1927, ranged from 60,000 to
16,520,000 bushels with 13 of the traders having purchases totaling
over 1,000,000 bushels, The sales ranged from 195,000 to 9,745,000
bushels with 14 of the traders having amounts aggregating over
1,000,000 bushels. For corn the purchases ranged from 200,000 to
4,120,000 bushels, with 10 traders having bought over 1,000,000
bushels. The regate sales in corn futures varied from 60,000 to
7,240,000 bushels with 11 having sold through privileges 1,000,600
bushels. These figures taken {rom tables 17 and 18 disclose the ex-
tensive use made of privileges by the larger spaculators in acquiring
}md disposing of open commitments in Chicago wheat and corn

ufures,

The percentage of an operator’s transactions in futures, arising
from privileges made good, of course varies from time to time. There
are periods when a considerable part of a speculator’s transactions
in futures arise out of privileges, whereas at other times he may use
them but very little for building up or disposing of lines.
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SPREADS AT WHICH PRIVILEGES WERE GOOD

The amount in cents per bushel for which a privilege is good
{termed the “spread’) is determined by the difference between the
rice of the privilege and the price of the future at the time the privi-
is exercisable. In other words, the spread represents the gross
profit available through the exercising of the privilege and the making
of ap offsetting futare trade through the pit.

When the average price of the daily bids and the average price of
the daily offers were compared with the average closing price of the
wheat future on the day the privilege was exercisable, it was found
that in more than 50 percent of the instances, covenng the 3-year
period of 1926 to 1930, the spreads for both bids and offers were not
more than three eighths of a cent. With the exception of 1929 in the
case of bids, and of 1926 and 1929 in the case of offers, the spread in
more than 50 percent of the instances during each of the 5 years was
ot more than three eighths of a cent, as shown in table 19. 1
the 5-year period, with respect to 79 percent of the bids that were
good, and 73 perecent of the offers that were good, the spread was less
than 1 eent.

Measuring ike spreads by the method indicated, it was found that
the maximum was less than 5 cents per bushel. In table 19, these
spreads have been grouped according to size, showing the number of
instances for each class. 1t will be seen that there are very few in-
stances of a spread of more than 1% cents.

TasLE 19— Number of instances thal bids ond offers in wheal fatures were good
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TasLy 19.—Number of inslancer that bide and offers in wheat fulurer weve good
Jor specified amounts, Chicage Board of Trade, by years, frem Jan. 14, 1826, to
Dec. 81, 1330—Continued
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When the various sized spreads were weighted by the number of
times they occured, it was found that the weighted average by years
ranged from X to 1 cent, ap}amximatel , with an sverage for the
5 years of approximately ¥ of a cent. ;.?l‘ixis held true for both bids
and offers. "Fha smallest spread during the 5-year peried was in
1927, and the largest in 1929. The weighted average spread for bids
wes as follows: 1926, 0.62 cent; 1927, 0.46 cent; 1928, (.49 cent;
1929, 0.92 cent; 1930, 0.60 cent; 5-year average, 0.62 cent. The
weighted average spread for offers in 1926 was (.69 cent;in 1927,
0.55 cent; in 1928, 0.59 cent; in 1929, 1.02 cents; in 1930, 0.58 cent;
and the 5-year average, 0.68 cent.

FACTORS DETERMINING THE PROFITABLENESS OF TRADING IN
PRIVILEGES

The factors determining the smount of lFreﬁt. made or loss sus-
tained on privileges by those who buy or sell them are the following:

The forecasting ability of the trader.

The percentage of privi.i:ges bought or sold that are put or called.

The sise of the profit made or loss sustained on those put or called.

The commissions and taxes paid.

Information as to the forecasting ability of individual traders has
been limited to & study of the 13 large speculators discussed in &
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previous section. It will be recalled that the analysis revealed the
sellers of privileges were right in their forecasts about thres fourths
of the time and the buyers wrong to a like extent. No study has been
made of the degree to which the individual small trader’s forecasts
were right or wrong. Information presented later, however, indicates
that the average small trader will find, over a period of time, that his
privilege transactions are unprofitable unless used purely for protec-
tve purposes.

With some exceptions, it can be said that it is to the financial
interest of the speculative buyer of privileges to be able to exercise as
many of them as he can and for ihe seller o0 make good as few as
posstble. The term speculative buyer does not include s person who
purchases privileges purely for protection. He, of course, is not
interested in having privileges become good. The speculative buyer
of privileges is interested in having a large spread between the price
of the privilege and the price of the future on the day when exercised
80 as to enhance his profit, whereas it is {o the interest of the seller
that the spread be small in order that his loss may be nerrowed on
those privileges he is required to make good.

Sometimes, however, the seller of a privilege may wish to have the
privilege exercised by the buyer, and the former msay even make
trades which will aid in driving the price of the future through the
privilege. In other words, he 1s willing to take an apparent loss on
his privilege transactions in order to ch his position in futures
thmu%ll;l privileges, as for instance, when he desires to close out &
short line “under cover” by selling on & declining market. He may
even sell short en additional quantity of a particular future in an
effort to force the price thmugqgl the bids, hoping that the holder of
the privileges will exercise them, thus permitting the seller to cover
a substantial quantity at s lower price than he might have to pay if
his covering were done through pit purchases. In addition, he has the
premium paid by the buyer for the privilege which still further reduces
the cost of the futures purchased through bids. Additional illus-
trations will be given later in & section dealing with the acquiring and
disposing of speculative lines through privileges.

The uency with whieh privileges are exercised varies, also,
between individuals, depending on the price at which the bid or offer
is bought or seld. This factor accounts in part for the differences
between individuals in the percentage of privileges exercised.

Because a nonmember of an exchange to pay full commission,
he is at & substantial disadvantage as compared with a member who
does his own trading. The great advantage a member who does his
own trading has over s nonmember is shown in the following tabula-
tions. It will be seen that a nonmember buyer of bids must be able
to exercise more than 88 percent of them at an average spread of three-
eighths of a cent per bushel in order to make a profit, not allowing for
Federal taxes on the future trades arising out of the bids made good.
Ou the other hand, s member doing his own trading need only exercise
27 percent, not taking into coasigemtien the Federal taxes and the
clearing charge which he has to pay. This latter charge is, however,
relatively small.

The percentage of purchases of daily privil that a member and
a nonmember, respectively, of the Chicago Board of Trade must
exercise at specified spreads in order to make a profit follows.
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A member buyer of daily bids or offers in wheat, corn, oats, or rye,
doing his own trading, mekes a profit, disregarding the Federal tax
on offers * purchased, and on futures trades arising out of bids exer-
cised, and not including clearing charges, if—

More than 80 percent are exercised at s spread of ¥ cent per bushel.
More than 40 percent are exercised st a spread of ¥4 cent per bushel.
More than 27 percont are exercised at a epread of ¥ cent per bushel.
More than 20 percent are exercised at s spread of % cent per bushel.
Mora than 16 percent are exercised at a spread of & cent per bushel.
Moere than 14 percent are exercised at a apread of ¥ cent per bushel.
More than 12 percent are exercised at a spread of % cent per bushel.
More than 10 percent are exercised at a spread of 1 cent per bushel.

A nonmember buggr of daily bids or offers in wheat, corn, osats, or
rye, makes a profit, disregarding the Federal tax on offers * purchased,
and on futures trades arising out of bids exercised, if—

Mors than 88 percent are exercised at m spread of ¥ cent per bushel,
More than 44 percent are exercised at & spread of ¥ cent per bushel.
More than 29 percent are exercised at s spread of ¥ cent per bushel.
Mors than 22 percent are exercised at a spread of ¥ cent per bushel,
More than 17 percent are exercised at & spread of 1§ cent per bushel,
More than 14 percent are exercised at a spread of 1 cent per bushel.
More than 12 percent asre exercised at a spread of 134 cenis per bushel.
More than 11 percent are exercised at & spread of 1% cents per bushel.
More than § percent are exercised st a spread of 1% cents per bushel.
More than 8 percent are exercised at a spread of 1){ cents per bushel.

The maximum percentage of sales of daily privileges by a member
and a nonmember, respectively, of the Chicago Board of Trade that
may be exercised by the buyer at specified spreads with profit to the
seller are shown below: o

A member seller of bids or offers, doing his own trading, makes a
profit, not including clearing charges, if—

100 percent are exercised at no profit to the buyer.

Less than B0 percent are exercised at a spreadof Y cent per bushel,
Leas than 40 percent are exercised at a spread of ¥ cent per bushel.
Less than 27 percent are exercised at a spread of 3 cent per bushel.
Lesg than 20 percent are exercised at s spread of 4 cent per bushel.
Less than 16 percent are exercised st a spread of ¥ cent per bushel.
Less than 14 percent are exercised at a spread of ¥ cent per bushel.
Lesa than 12 pereent are exercised at a spread of | cent per bushel,
Loss than 10 percent are exercised at s spread of 1 cent per bushel.
Less than 9 percent are exercised at a spread of 1} cents per bushel.
Lesa than 8 percent are sxercised st a spread of 1% cents per bushel.
Lesa than 8 percent are exercised at a spread of 134 cents per bushel.
Less than 7 percent are exercised at a spread of 1Y cents per bushel.

A nonmember seller of bids or offers makes & profit, if —

Less than 36 percent sre exercised at no profit to the buyer.

Leas than 24 percent are exercised at a apread of % ocent per bushel.
Less than 18 percent are exercised at a spread of ¥ cent per bushel.
Less than 15 percent are exercised at a apread of 3 tsent per bushel.
Less than 12 percent are exercised at & spread of ¥ cent per bushel.
Leas than 11 percent are exercised &t a spread of ¥ ocent per bushel,
Less than @ percent ars exercised at a spread of ¥ cent per bushel.
Less than % percent are exercised at a spread of 7§ cent per bushel.
Less than 8 percent are exercised at a spread of 1 cent per bushel. «
Less than 7 percent are exercised at a spread of 134 cents per bushel,
Less than 8 percent are exercised at a sproad of 1Y cents per bushel.
Less than & percent are exercised st a spread of 13 cents per bushel.
Less than & percent are exercised at 4 spread of 14 centa per bushet.
Less than 5 percent are exercised at a spread of 1% cents per bushel.

# Although the seller of the offer pays the Tederal tax thersan, the Buyer pays 10 tha selles an amount
aqusl thereto.
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In order for & nonmember seller of privileges to make a profit, less
than 15 percent of the privileges sold must be exercised (at an average
spread of three-eighths of a cent per bushel), whereas a member seller
will profit if less than 27 percent of the privileges scld are exercised at
such a spread. In other words, a member can have almost twice as
meany futures put to, or called from, him (at s ¥-cent spread) as a
nonmember before incurring a loss,

The minimum percentage of bids or offers that must be exercised
by & nonmember buyer at various average spreads, in order to make a
profit, exclusive of Federal taxes on offers which the seller collects * and
on future trades arising out of bids made good, is indicated in figure
1 by the curved line AB. If the point representing percentage and
average spread falls under or to the left of that ine the nonmemker
buyer incurs a loss, and if above or to the right of that line he makes a
profit, excluding the tax collected on offers, For exampls, if the
percentage of instances that a nonmember speculative buyer of bids
exercised his privileges was 20, and the weighted average spread at
which they were made good was five-eighths of a cent per bushel, he
would have lost money on his privilege trading, as the location of that
point on the graph would fall to the left of the line AB.

Line XY indicates the percentage of instances at various spreads
under which the percentage of privileges made good by & nonmember
speculative seller of privileges must come in order to make & profit.
If the percentage falls on or above that line he suffers a financisal loss.
To illustrate, if he has put to him, at an average spread of one-cighth
of a cent per bushel, more than 24 percent of the bids or offers ho has
sold, he will lose money. The percentage made good must be less
than 24 at that spread in order to avoid & loss.

The OM Line is the profit and loss dividing line for member buyers
and sellers of privileges. This curved line is also based on the figures
contained in the tabulations on page 31. It shows, for instance, that
if the member buyer of bids or offers doing his own trading is success-
ful in exercising his privileges more than 40 percent of the time at an
average spread of one-fourth of a cent, he makes a profit on them, If,
on the other hand, the percentage falls below 40, the buyer sustains a

-loss. In the former case the seller takes the loss, and in the latter he
sectflira the profit, the member buyer’s loss being the member seller’s
profit.

In & previous section it has been shown that if a trader had bought
bids in each of the Chicage wheat futures at an average of the high
and low quotations andagad exercised them at the close every time
they were good and had taken profits by making an offsetting trade
when the future was ““put”, he would hhve found that over the 5-year
period considered the bids would have been exercisable only 16.8
percent of the time. The amount for which they would have been
good, i.e., the difference between the price of the privilege and the
offsetting trade, would have averaged 0.63 cent per bushel. When
plotted on figure 1, it will be found that the &omz representing 17
percent and 0.63 cent per bushel lies outside of the profit zone of both
noenmember buyers and sellers, showing that neither of them would
have made any profit. As the point falls just above the line OM it
also reveals that the member buyer could have made a profit, disre-

= Although the ssller of the offer pays the tax be collects it from the purchaser st the tizme the rivilege is
baught
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garding the clearing charges, in the event that he did his own trading
and the Federal tax on futures trades arising out of bids exercised.

The percentage meade good, with the average spread, is shown in
figure 1 for the years 1926 to 1930, with the respective years designated.
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It con be seen that with respect to the nonmember traders the points
all fell within the loss areas during the 5 years, whereas for the members

they came, except during 1929 and 1830, within the profit ares of the
seller of bids.
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As to the offers in Chicago wheat during 1926 to 1930, it was found
as shown in figure 2 that zll points, except for 1930,«came within the
loss area for nonmember sellers.¥ Not one of the points fell within
the profit area for nonmember buyers. The 5-year average also was

;oo-?
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in the loss zone for both buyers and sellers. The apparent gain for
1930 was more than offset by the losses for the other 4 years. The
data suggest that on the whole nonmembers who were persistently

2 When the increased Pedeval tar became effective on June 11, 1932, the cost of the bids and offers wag
Tonde the same. e, $5 pins 30.50 ecommizsion per 000 bathels. o additicn to the £ fee paid by the boyer,
the seller of the offer endlects from the buyer an amount &xct]y equal to the Federa! tax, wheyess previoasiy
& fiat charge of 3. 75 was collected for that purposs. ‘The change makes it postibie 10 coGsotidats bids and
«ffers on ods graph (G 1.
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either buyers or sellers of privileges for speculative purposes appaz-
ently wera losers in privilege fransactions during the 5-year period
of 1926-30.

In view of the fact that privileges in wheat at Chicago are good on
the average only around 15 percent of the time, or 1 day iz 6 or 7
and that in more than 50 percent of the instances when they are gooc{
the spread is not more than three eighths of & cent per bushel, and on
the average only five eighths of & cent, there apparently is, with one
excepiion, no profit in trading in privileges on the part of nonmembers
of the exchange whether they are buyers or sellers. In other words,
nonmembers who, over a period of time, are consistently speculative
buyers or sellers lose money by trading in privilepes. The one
exception is where the nonmember customer has wnusual foresight
and 1s able to forecast price changes with & greater degree of accuracy
than is normally the case. To show superior ability as a buyer he
either must exercise a greater percentage of his privileges than the
Ave buyer or be able to make offsetting trades which allow a profit
not obtainable at the close of the trading session, and the latter at
the risk of the privilege not being good at the close of the session.

The member buyer who does his own trading, and whose trades are
made for the sole purpose of making profits in privileges—and who
makes offsetting trades only at the close of the session—will find that
be makes only a very small profit over a long period, unless he is able
to exercise more than 17 percent of his privileges at an average profit -
of five eighths of & cent per bushel.

As stated in & previous section, bids in wheat on the Chicago Board
of Trade were exercisable 17 percent of the time during the peried
of January 1928 to December 1980. The 5-year weighted aver
amount for which the bids were good at the close, if all were exereisae%?
was five eighths of a cent per pushel. On this basis it will be found
that the member buyer would bave made s gross profit of only $62.50
for every million bushels traded on bids in wheat. This would not
have been sufficient to pay his clearing ch: and the Federal tax
on the transactions in futures arising out of the bids made good.

As the profit made by the member buyer represents & loss to the
soller, the meinber seller of the bids would have had to absorb the
$62.50 loss. In addition he would have had to pay the clearing
charges on the trades made by himself. Should he, howevar, have
had snother member execute the trades for him he would have had to
pay half the commission that & nonmember would have paid. Had
the buyer and the selier of the bids been nonmembers of the exch
they would both have suffered a loss. For the former it would
have been $462.50 per million bushels and for the latter $587.50,
not including taxes. Figures 3 and 4 show the comparative profits
made and losses sustainad, per million bushels, by nenmembers
not allowing for the Federal tax, when various percentages of the
bids and offers traded in are made good at specitied spreads. The
same information is given for members, ne allowance being made for
clearing charges, commissions, if any, or taxes. *

As previocusly emphasized, the profitableness or unprofitableness of
privileges as messured in this study is based on the assumption that
when profitable they are always exercised st the close. The fact that
a trader may have futures to apply on the privilege when exercised
does not necessarily mean that tﬁe profit made or loss sustained on
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the privilege is the spread or difference between the price of the
rivilege and that of the previously acquired future applied. Calcu-
ating the financial outcome on that tis&sis; would result in joining
together profits or losses arising from both privileges and futures.
For this type of transaction it is obviously impossible to measure
the portion of profit or loss due solely to privileges unless the price
of the future applied on the privilege is arbitrarily sssumed to be that
prevailing et the close on the day the privilege was exercised.
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At times a trader will purchase bids at a price a certain distance
from the close and then sell an equivalent amount of bids at s price
still farther away, thus giving him what is called a phantom Smﬁi.
This potential profit is designated as ‘“phantom™ by the trade for
the reason that it cannot be realized until the bids bought and sold
have been exercised. Phantom profits may also exist by buying
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and 'selling offers, 'There is, however, relatively little buying and
selling of the same privilege by sn individual for the purpose of

making a profit.
Thomas Gibson (4, pp. 84-99) states:

* * » The writer kept account of the transactions im **puts and calls’’
bandled through a large concern for slmost two years and found that only sbout
85 percent of the money paid for these privileges returned to the purchasers.
That ia to 8ay, the profit shown to purchasers of “pute”, “calls**, and “straddles™;
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was only about $350 out of each $1,000 received by the sellars. After deduotin
the item of commission charges, it was found that the sellers of privileges real
over 50 percent profit each vear. Tha experiment referred $o was based on grain
priviiegee‘ but would prebablz hold g in stocks. The sellers of these ““puts
and calis” mre among the brightest men in the street, and when they make prices
they do 80 on the abaolute basis that they have the best of the bargain and the
buvers are usualiy & publie element, In the test referred to, thers were never
three consecutive darys when either “puts” or “calls’ were good. There was oo
one oooasion in the period consulted, an advance of over 20 cenia & bushel in
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wheat in three days, but “calla” were good only on the first day of the advance.
On this cccasion the “calls” were for about 2 cents per bushel on the first
day’a rise, but the sellers offered nothing for the second day, except at prices
far above the market, and although the market advanced 6 cents per bushel,
wheat was not “called™. On the third day, prices for “ealls” were prokhibitive,
ranging from ten to twenty cents above the closing price and again wheat was
not ealled, although the market advanced 8% cents.

In the aceounte examined, cne seller of privileges on wheat had an open order
te sell 100 puts and 100 calls every day st the ruling price. He thus received
$200 daily and invariably “took his loss™ whenever the privileges operated
against him. That is to say, if wheat closed one cent per bushel above the call
price, he would be ealled for 100,000 bushela on his privileges, making him ahort
that amount of wheat. This he bought in at onee and pocketed a loss of $1,000
Iess the 3200 received. Although he accepted some severe losses now and tﬁen,
this secount showed over $30,000 profit on a year's business.

Another account was operated on 8 different principle by the seller of privileges
and resulted in even larger profiis. This individual would sell ten “puts” and
ten “*esnlls’ on wheat each day. In fhe event of his being called, i.e.., short of
the wheat, he would, on the next day, sell no “‘ealls,” but 20 “puts’’. In the
event of a deeline below the “put™ price, he had encugh short wheat to protect
ten of hia “puts” snd in realify automatically close out his ten thousand short,
frequently at a profit. Az has been stated, his profits were greater than in the
first instance quoted. There was, of course, a more highly speculative element
ip his form of operating than in the other method, but the operator was pever
either long or short more than 10,000 bushela and received about $6,000 a year
or 60 cents per bushel from his privileges in addition to the ascruing of profit or
the curtailing of loss by his mecharical method. _

In the mseccounts examined ibe persistent purchasers of ?rivi]eges all finally
lost money, except in 8 few cases where lines acquired on “puts or calls” were
carried to a puccessful conclusion in the course of time. That is, & purchaser of
“ealls”, finding & profit in his privilege, would call the wheat and keep it. This,
however, resolved the matter into pure speculation, as the maximum benefits
derived from this form of trading csn only be correctly measnred by the profit
shown at the expiration of the “put” or “call”. That is to say, the seller need
suffer po greater loss than thaé shown whean the contract he has given matures,
and u:io;nseqaently the profit to the buyer cannot be greater except through
speculation.

It would appear from these facts, that the purchasing of privileges is a r
business ]%;ofpasition, while the zelling of privileges is a mopey making affair. is
is true. We need only compare the kind of men who buy “puts and ¢alls™ and
those who sell them to bave this truth made apparent. The late Ruesell Sage
was & persistent writer of these instruments and made s great deal of money by
the process. The lste Edward Partridge also made a good deal of moner in this
manner in the Chicago Wheat Market. He also used privileges to aid his manipu-
Iative campaigns. On several ocecasions, he sold “calls” heavily through the day,
then suddenly bid wheat ap just at the close of the market, effecting a ¢losi
just above the call price. The =scattered purchasers would call the wheat an
put Mr. Partridge short several millione at & high price, which was just what he
wanted. He could not have sold as much wheat in the open market without
breaking the price several genta. On the same principle, he used sometimes to
sell a great many *‘puts’ when he wished to cover a line of short wheat and rush
the price dowaward at the close, thus enabling bim to purchase a great line without
diaturbing the market by bidding for it. e process only worked a few times
however. Az soon as it was discovered it failed, as the call price, when reached
met with sueh a wave of selling that it was impossible to break through it, and
the manipulator was “hoist with his own o

There is another drawback to the babit of buving privileges—a mental one.
They are frequently made the bssis of positive trading with disastrous results.
The man who believes in an advance in certain shares or commodities, frequently

rchases TPrivﬂeges instead of foliowing out his own convictions by actual

ing. Thus the man who had good reasons for expecting an advance in wheat
at the time of the 20-cent advance mentioned above, and who used sither “ puts’”
or “calls' or both, as a means of operating on his opinions, would have reaped
less than two cents 8 bushel during an advance of twenty cents. He might, of
eourse, have called the wheat on the first day of the advance and i long,
but in that case he would merely have been speculating with equal chance of
joas or profit in emsuing transactions. Aside from the initial two ¢ent gain, he
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would have been in no different position than if he had purchased and held the
cereal on margin.

It is the writer's opinion, founded on the experience set forth above, that it is
much better to effect transactions iz the ordinary maener, than to depend on
privileges. If “puta’™ snd “calis’ are dealt in at all, they should be sold, not

urchased. The insurance companies make more money than is paid out in
osses; so do the seilers of privileges. It may he well fo add, however, that the
man who runs an insurance company is in danger if he does not understand his
business and his risks, or if he enters the field without sufficient capital to provide
for posaible initial losses. All this applies to the seller of privileges.

USES MADE OF PRIVILEGES

Broadly summarized, the uses made of srivileges arse the following:
They afford %mtection by limiting losses duse to chaz\;ﬁes in the prices
of futures. They make possible the fnancing of speculation in futures
on less capital. They ars a source of income to those who sell them
to earn the premiums., They also supply su]i‘piemeni;ary revenue to
brokers in addition to regular commissions charged on privileges, in
that customers’ privileges are frequently exercised for the commis-
gion house’s own account. The privilege price is used by some fraders
as the point around which their transacfions in futures center the
next day. Privileges provide & means of accumuiaﬁni or closing out
speculdtive lines. They are also said to have a stabilizing influence
on the price of futures.

AFFORD PROT&CTION BY LIMITING LOSSES DUE TO CHANGES IN THE PRICE OF
FUTURES

Bids and offers furnish protection only to those who buy them as
they alone have the right to exercise them. A bid may be used to
protect an individual who is long the future or actual grain, against
s decline in price. An offer can provide protection to a person who
has short contracts open in grain futures or has sold cash grain which
he still has to purchase.

The following illustrations show how privileges may be used for
proteciive purposes:

EXAMPLE J. A TRADER LONG WHEAT FUTUVREE BUYB BIDG

A nonmember customer of & grain commission house is long 5,000
bushels of May wheat at $1.12. The grica declines to $1.11 at the
day’s close. Desiring to limit a possible further loss, he buys five
bids in May wheat 1mmediately following the close of the day’s
session, at, say, $1.10, or 1 cent below the closing price, good until
the close the following day. The bids on 5,000 cost him $5.50 (85

lus 50 cents commission). Should the market the following day

renk through the bid price of $1.10 and remain below that figure
until the close, he may dispose of his long wheat by “putting?” it,
that is, by requiring the seller of the bids to buly 5,000 bushels of
Mag wheat from him at $1.10, thus limiting his loss to 2 cents per
bushel ($1.12 less $1.10). To this loss must be added $5.50, the cost
of the bids and the Federal tax on the future trade srising out of the
privilege exercized. A ‘‘long’’ can handle his transactions to better
advantage in this way than 'iplacing & stop-loss order at $1.10, as
by msans of bids he has until the close of the market to put the grain,
thus giving him an opportunity to profit by any advance in the mar-
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ket. He also avoids the risk of having the stop-loss order exscuted
ai a price lower than $1.10, *

EXAMPLE 2. & TRADER SBHORT WHEAT FUTURES BUYS OFFERS

A nonmember customer of & commission house is short 5,000 bushels
of May wheat at $1.11 at the close of the market. He desires pro-
tection against an sdvance in the market. Thus he buys five offers
at $1.12, or 1 cent over the market, good until the close the next day.
For this protection he pays $5 plus a commission of 50 cents, total
$5.50, plus the Federal tax on oé)ers. . He pays this premium for pro-
tection for 1 day against loss in excess of 1 cent per bushel. Shouid
the market advance above the offer price of $1.12, he can call the
wheat, thereby requiring the seller to sell 5,000 bushels of May wheat
to him at the offer price of $1.12. 'The buyer of the offer thus limits
his loss to 1 cent per bushel plus the cost of the privilege, the com-
mission, and Federal tax.

Cashgrain merchants may buy offers and at the same time sell
bids. In this way the $5.50 plus the tax per 5,000 bushels paid for
the offers is partially offset by the $5 per 5,000 bushels received from
the sale of the bids.

+
EXTENT PRIVILEGES ARE USED FOR PROTECTION BY TEEMINAL ELEYATORS,
EXPOBTERS, AND SPECTLATORS

Advocsates of privilege trading always contend when the economic
value of privilege trading is questioned that it should be permitted
because it affords protection to cash-grain interests. The extent to
which privileges are used for protection is overemphasized. Privileges
apparently are not gurchased on the Chicago Board of Trade to any
appreciable extent by the larger cash-grain dealers such as elevator
concerns and exporters, as 8 means of protection against price changes,
The Federal Trade Cominission also found privileges wers not used
to any appreciable extent by the cash-grain trade. In its report it
says ({1, vol.7, .298): “This form of trading appears never to have
been used appreciably by the cash-grain trade and such a facility does
not appear to be needed by hedgers.”

The reason elevator concerns seldom use them is because it is too
costly, and from experience they are able to estimate pretty closely
each day before the close of the futures market what purchases or
sales they need to hedge in order approximately to take care of busi-
ness done after 1:15 pm. Any purchases or sales made in excess of
those estimated are hedged at the opening of the market on the fol-
lowing day.

To Hlustrate, 8 terminal elevator company knows from experience
approximately how much grain it is likely to obtain on the acceptance
of ‘““to arrive” bids sent out after the close of the futures market.
A hedge to cover the estimated amount is placed just before the close
of the futures market. Should the amount of graim bought after the
close be larger than anticipated, the excess bought is hedged at the
opening of the market the next day. By this method of C:Feration
the money that would be spent for privileges is saved and over a
pericd of time the results obtained have, it is said, proved satisfactory.

The buying of offers can be of value to the dealer in cash grain who
desires to offer wheat to European buyers subject to acceptance in the
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afternoon or before the opening of the market on the next suceeeding
business day. In the event of the acceptance of his offer being
followed by strong bullish news, resulting in a sudden advsnce in
Frice at the opening the following morning, he has avoided taking a
loss due to overnight price changes. Whenever export sales are to be
made in Canadian wheat the exporter is more likely to purchase the
privilege in the Winnepeg market where Canadian wheat futures are
traded in than on the Chicago exchange, There is, however, another
'means of protection which he may utilize whichisknown as a “refusal.”
It often l?appens that an exporter will receive a request ¢ make an
offer covering a specified amount of grain. Whenever he makes an
-offer which is termed “firm offer’’!®* he can protect himself by buying
& privilege or by msaking an arrangement with someone to supply
him with the required amount of grain if his offer is accepted and to
refuse, or cancel, the arrangement in case the offep is rejected. The
latter is known as & “refusal.” He would be quite sure to protect
himself by means of a privilege or a refusal if his purchase of the
grain, should the offer be accepted, be apt materially to influence
market prices upward because of the large quantity involved in the
transaction. Exgorters, however, will frequentifr take the risk of an
-overnight price change when the quantity involved is not too large
or the wheat on which the firm offer is made is not of a special type
fgr w;iaich & sudden small demand will cause the price to advance
sharply.

A study made of the trading in privileges by 29 of the larger s?ecxz-
lators during 1927 previously referred to, revealed that they seldom
used privileges as a means of protecting open commitments in futures,
‘The majority of the 29 were rima.':i?y sellers of privileges, whereas
-only buyers secure protection o?open commitments through privileges.

ther than as a means of financing his future trades with & minimum
of capital, the extent to which the small trader uses privileges solely
for protecting open commitments against price changes is not known.
Pr(ilviieges are, however, used by small traders in place of “stop loss”
orders,

PRIVILEGES MAKHE POSSIBLE THE FINANCING OF SPECULATION IN FUTUREES ON
LESS CAPITAL

. The small spsculator at times uses privileges as a means of lessen-
ing additional margin calls and thereby avoids the necessity of advanc-
ing larger sums of money to finance his open speculative commitments
in futures. By the payment of $5.50 for bids covering open l(:gg
comunitments representing 5,000 bushels, the customer 1s protec
for 1 day egainst a decline in price below the price of the bid, and the
brokerage house also is protected without calling for additionsl
margin, By the bu}ringlcf an offer for $5.50 plus the Federal tax,
the trader is protected, should he have a short position in the market,
against an advance in price beyond the price of the offer. Should the
¥z'iviiege not be exercised, the customer may buy another privil

or the next day’s protection or be subject to margin call should the
price advance. From the dats analyzed, and previously presented,
it appears that, over & period, the buying of privileges 1s a costly
method of protecting open trades.

# A firm offer is o In which the seller gives she buyer the privilege of sccoptanoe within a Hmited tima
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Many sellers expect that over a period of time the losses they sus-
{sin in making good the privileges exercised will absorb only two
thirds of the fees received by them, thus leaving one third as profit.
This expectation is based on trade tradition rather than on conclu-
siirés derived from the keeping of records of transactions actually
made. -

PRIVILEGES FURNISH REVENUR TCO BROKBRS IN ADDITION TO COMMISSIONS

The small trader in privileges is, 83 a rule, not much interested in
using privileges as a means of acquiring or disposing of open commit-
ments in grain futures as is frequently done by the larger speculators.
His primary purpose is to secure profits on his privilege transactions or
use them in lieu of margin money to protect the speculative commit-
ments in futures which he has already made. Because of this the
custom 1is, in the absence of instructions to the contrary, to take
profits, if any, on his privilege transactions. In tsking profits for
the customer, the broker exercises the privilege for him. In doing
so he either acquires or gives up, depending on whether it is a bid or
offer, future contracts to the extent of the privilege exercised. Before
putting or calling the future he makes an offsetting future trads which
results in the customer’s not having changed his position in the market.
The difference between the price of the bid or offer and the offsetting
trade is the gross profit accruing to the account of the customer.
From this is deducted the commission due the broker on the future
trade arising out of the privilege exercised. Whenever the gross
profit is one-fourth of a cent or less per bushel, the commission charges,
plus the Federal tax on the futures trade ansing out of the privilege
exercised, exceed the gross profit with the result that the nonmember
customer has a loss 1n his privilege transaction. Whenever such is
the case the general practice among the commission houses is to take
the trade into their own account. This gives them a gross profit of
one-eighth to one-fourth of a cent per bushel in addition to the regular
commission received on the privilege from the customer. The broker-
age house, however, must pay a small commission o the broker in
the pit and pay the Government tax on the future trade arising out
of the bid made good.

PRIVILEGE PRICE USED BY SOME TRADERS AS A POINT ARCGUND WHICH THEIR
TRANSACTIONS IN FUTURES MAY CENTER THE NEXT DAY

A number of the larger traders use the prices at which they bought
or sold privileses as & guide to their trading operations in futures on
the following day. Knowing the prices at which the privileges were
bought or sold, their activity in futures centers around those prices,
which serve as pivots. For example, to the holder of privileges, the
bids or offers represent potential trades in futures, in other words,
bids mey result in sales of futures, and offers in purchases of futures,
Offsetting trades are made accordingly. To illustrate: Trader A
buys bids representing 50,000 bushels of July wheat at 75 cents, or 1
cent below tie close. Let us assume that the next day the market
opens at 75% cents. Then the price of the future declines to 74%
cents, and later it advances to 75K cents with the close at 74% cents,
Anticipating a decline in price he may sell 25,000 bushels of July
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wheat a6 75)% cents and enother 25,000 at 75} cents. When the
future reaches the bid price he may cover 25,000, and when it reaches
74} cents, cover the other 25,000 bushels. Expscting a reaction hs
may purchase & third 25,000 bushels at 74Y cents. Believing that
the price will advanece further, he buys an additional 25,000 bushels
when the price reaches 74% cents, and at 75% cents he sells 25,000
bushels, and on the decline at the close to 74% cents he “puts” the
remaining 25,000 to the seller of the bids thus leaving himself without
open commitments et the end of the day.

A form of trading used by professional traders is to purchase or
gell, depending upon whether they are bugers or sellers of bids or
offers, half the smount of the future named in the privilege when if
becomes good during the trading session. The holder of a bid may
buy, for example, 5,000 bushels of May wheat at the bid price or lower,
should the market decline to that point. Having made the purchase
he is in a favorable position to profit by any advance or further decline
in price. If the price advances he makes a profit on the 5,000 bush-
els of May wheat purchased. Should the market price, on the other
hend, decline further he can * put’* the futures to the seller of the bid,
as the bid which covered 10,000 bushels of May wheat protected him
against a loss on the 5,000 bushels bought during the session.
addition he may buy another 5,000 bus];xe%s to 2pply on the bid as he
has the right.tc “put” the entire 10,000 bushels. %‘his type of trad-
ing carried on by holders of privileges is spoken of b e trade as
“trading against privileges purchased.” en & seller of bids or
offers makes trades in anticipation of baving wheat put to him or
being called for futures, his trading is referred to as “protecting his
sales of privileges.”

PRIVILEGES PROVIDE A MEANS OF ACCUMULATING OR CLCOSING OUT
SPECULATIVE LINES

Speculators uss privileges principally as a means of trading on less
capital or for the purpose of accumulating or disposing of open com-
mitments. Privileges may give them an opportunity at times to get
nto and cut of the market at prices which may bs more favorable
than if they acquired their hoFdings through pit transactions.
addition it permits the larger speculators fo acquire or dispose of their
line more or less under cover, i.e., without revealing what they are
doing in the market which, of courss, is advantageous to them,

The selling of bids is sometimes taken advantage of by the specu-
lator of large means when he is in a position temporarily to depress
the market to a point where the privileges will be exercised by the
buyers of the bids. This gives the large speculator a chance to cover
his short line or increase his long line without bidding in the pit. He,
of course, might inil if obliged to sell a larger volume than weuld be
put to him at the close. . i

The extent to which the la traders use privileges to get in or
out of the market is indicated 5 the following data secured by the
Grain Futures Administration: During the first 10 months of 1927
the 29 ] speculators previously reierred to collectively traded in
Chicago wheat futures to an aggregate amount of 1,556,761,000 bush-
ols (purchasses and sales combined) of which not less than 99,625,606
bushels, or 6 percent, arose out of privileges made good. In corn
futures their aggreﬁf.te transactions amounted to 903,323,600 bushels
of which not less than 64,922,000 bushels, or 7 percent, represented
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privileges made good. For the individual traders the percentage of
trades In futures arising out of privileges exercised varied consider-
ably as was shown in tables 17 and 18. In scme instances none of
the trades of the individual speculators was dus to privileges exer-
cised, whereas in other cases a considersble quantity arose out of

rivifeges. In many instances the quantity was more than 1,000,000

ushels for the 10 months, and in the case of one individual the amount
exceeded 20,000,000 bushels for wheat and amounted to nearly 8,000,-
000 bushels for corn. Tha extent to which the futures erising out of
privileges were used to accumulste or close out large speculative hold-
mgs is disclosed in table 20. '

TanLe 20.—Extent {o which privileges were used in acguiring or dizposing of long
and ghort lines in Chicago wheat and corn fulures by £2 large specuiators in wheat
and 2€ in corn, from Jan. § fo Oct. 81, 15871

o thousands of bushels, 1,9., 000 omitted]

Use made of Iutures arising out of bids and Tatal n;noﬁnt used
oT—

offers made good
Grain and privilegs
Acenmu- Liguidat- .
Acquirl Coverl Acquiring | Disposing
lating long | ghort Tinas Ioglong | short i of lines
pat:
b2 512 TR 9,015 18, TG &, 530 24,015 5,783 30, 585
L = - T 10, 175 10,855 B, 890 10, 625 20, 530 19, 618
Tobale e 19, 190 27,425 15, 540 34, 040 48, 616 50, 150
< >

13, 100 - 1490 4,908 4,777 28, &30 10,773
8, 188 & 150 11, 750 4, 05 11,315 14,638
18, 255 17,640 17, 745 9,832 28,906 7,427
Grand total.._________., 88,455 45, 085 33,285 44,322 83, 520 77.607

1 19 of the speculators {n wheat elso traded in corn fnkures and are, therefore, Included in bath %roups.
There were alse some large spoczlstors who traded in privileges but did ot have 2ny transactions in futures
arising sut of priviieges during the 10-maenth pericd.

The extent to which the large speculators changed their position in
& single future on individual days due to future trades arising out of
privileges varied from less than 100,000 bushels to as much as 2,560,-
000 bushels. An examination of the figures in tables 21 to 28 reveals
that about 39 percent of the quantities are less than 100,000 bushels
in size, and 32 percent are between 100,000 and 200,000 bushels.
The remaining 29 percent are 200,000 bushels or more. .

Whether privileges were used principally to sccumulate or liqui-
date a long line or to acquire or cover a short line was determined by
the net position of the trader at the beginning of the day on which the
privileges were exercised and the amount of future trades that arose
out of privileges. For example, if the trader were net long and his
privileges, when exercised, resulted in sales of futures, he was deemed
to have used the privileges to liquidate long heldings.  Should his net
long commitments, however, be relatively small, say 15,000 bushels,
amf the sales arising out of the privileges exercised be large, let us
gay 100,000 bushels, resulting in a short line in excess of the amount
liquidated, he would be considered as using the privileges mainly for
purposes of short selling. 1?3 transactions in futures In addition to
those which arese out of privi were not taken into consideration
in deciding the purpose for which privileges were used. The reasons
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for ignoring these pit trades are these: (1) The privileges were pur-
chased or sold on the previous day when the trader had s definite
long or short position in the market and which position may have
influenced his trading in privileges. (2) The future trades made in
the pit the second dey for his acecount may not have been connected
in any way with the transactions made in privileges, The futurs

trades may have been made before or after the privileges were exer- -

cised. They may have been made with & view to forcing the price
of the future through the dprice of the privilege or to preventing the
privileges from being made good. They may have alse, partly or
wholly, represented offsetting trades made when the privileges were
exercised. At any rate, the motive with respect to t.alm;i or changing
& position in the market was formed before the future trade was made.

ACCUMULATION OF LONG LINES OF ¥UTURES THROUGH PRIVILEGES

The accumulating of a long line of futures through privileges can
bs accomplished by either of two methods, (1) the selling of bids,
or (2) the buying of offers. The accumulation of & long position
through the sale of bids can be accomplished only if the bids are
exercised by the buyer, Their exercise is at times brought about, in
case the seller of the privilege wishes to have the future put to him,

-

by his helping to depress the price of the futurs until it goes through .

the price of the bid as is illustrated later. The selling of the futureis
done when the price is near that of the bid. The advantage of forcing
the price of the future through the bid price when accumulating a
long line is twofold. (1) The sales of futyres made through the pit
may mislead pit observers, who presume to know for whose account
large orders are being executed, by vmg them the impression that
the trader is bearish when in reality ﬁ:a is bullish, but operating under
cover. (2} It may be possible by the use of bids for the speculator
who operates on a large scale to obtain futures in large guantities
at somewhat more favorable prices than if they were all purchased
through the pit.

The extent that bids are used by large-scale spsculators in accumu-~
Inting long lines is disclosed by the figures in tables 21 and 22, which
show that during the 10 months of January to October 1927, 21 of
the Iarger speculators, taken together, accumulated, through the
sale of bids, long commitments in Chicago wheat futures ae%gregahinﬁ
over 8,015,000 bushels, as compared with 10,175,000 bushels throug
the purchase of offers. Twenty large speculators in corn futures
acquired 13,100,000 bushels through the sale of bids and 6,165,000
bushels through the purchase of offers. The degree to which bids
and offers were used by different individuals comprising the group
of 21 in wheat and 20 m Chicago corn futures varied considerably.
Each of 8 speculators accumulated, from time to time, various
amounts of Chicage wheat Tutures which, for the 10-monih period,
totaled 1,000,000 bushels or more. In Chicago corn futures 7 of
them accumulated, individuslly, as mueh as 1,000,000 bushels or
more. Some of them obtained 1,000,000 bushels or more in sach of
these two grains. Of these 2 sroups the most outstanding as revealed
in tables 21 and 22 were traders nos. 4, 6, 7, 24, and 31. Esch of
them accumiulated st various times quantities of Chicago wheat
or corn futures which for the 10-month period aggregated 2,000,000
bushels or more.
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Tasre 21 .—-Accumulazing‘o
bida sold or offers boug

[in thousands of bnshels; ie., 000 omitted]
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tong commitments in Chicago wheat futures through
21 large speculators during Jan. 3 to Oct. 81, 1927

Guantity
o | Ophe irding
(pongnt) futar
Net positiop at close ugh—
Tradar no. Date |N% gﬂm s 1927 fafurs
Bids | Offers | U | gales
| S— fJoly B [ Even ___._.._ -
Aug. 19 | Long 2,000, ..
Total - I
- S Mar. 12 | Long 1,180 _ Sei____
Oct. 2| Long 675, . _..f December_ ________ 35 | 325 205
Qct. 9| Even --.do_ -3 1,308
Total .. 85 2% 75 IR F——
| S—— 1. 1 A 00 July, . 45
Maur. 15 | Long 245 [ %] o 250
Mar, 52 | Long 405, da. - 280
Total R
b . June 2| Long 3,700....___.] September
Jung 3 4,635 _ Ao,
June 17 | Long 6,525 . 4....d0
Juns 23 [ 7 TR IR . - N
27 R SRR E
Pememmmacmmamaeaal July 18 | Long 106. .........] Septamber R
) & ———— ' [t A 2] May.
Mar, 10 do. _do.
Juns 17 do. Joly_ ...
Juna B |.____ L. 1 S September. .. ..._
Tatal....-..].
18eenmommmmcrneee] JOIF 15 | Evetl.oean...._._.| Beptember. ... ..
) - T— sssvncasna.] Mar, 38 do. May. o
im’. ; I.cn:ns Julydn R
o, . -
ﬁw. 8 | Long 55 ---.de —
sy 10| Loeng 25 da -
June 2| long 500 cauoeaeo. Beptember. . uuv ...
Juns 3 | Long 600, . 7
Juiy 11 | Long 1,280... .da
Aug. 19| Shart SRS I 31" .+
Aug. 3 | Short 80 do.
R
_______ B,
Segt. 10 do. P
Bept. 17 | Long 190, ool - 2
Total 1,
P ecicerncronrena-i J80. 31 | Long 78 May.

B|ssuyssresieiises|a]B
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cemmitments in Chicage wheal fuiures through
rge speculalors during Jan. 3 to Ocl. 31, 1587—

Continued
{In thousands of bushels; {.e,, 800 cmitted]
acbantity 4 | Other trnding
Net position st close Bought) 9
Trader o, Dete | firavious day 1927 futurs throug
Pur-
Bids | Offers chases | Bales
5 J
Total

- T




48

TarLe 21.—Aceumulaling of
bide sold or offers bought by
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louﬂ commilments tn Chicago wheat Julures through
21 Large speculalors during Jan. 8 lo Ocl. 81, 1817—

Continued
{In thoussnds of bushels; {.c., 006 omitied]
Quantity
seumalated | QLA SO00E
Net position at eless through— futars
Trader no. Dats of previvus day 1927 fntare
Bids { Offers | FT | Sales

- . Jan. 4] Long 50 May_ 195 £20 55
Jan. 18 | Long 160 da. - [ L3y TO— HE 250
Jap. 21 | Leng 170 _._ .do. 235 P 428
Feb. @ | Long 85 Ao, 115 5o 40
Feb. 25 | Bhort 2. de L S 85 430 175
Mar. 2 | Loag 70..... e 150 490 185
Apr. 2| Long 130, . . S S 80 % 235
Apr. BiLeng5 . ... B L} S F1 I S SN | 17
Apr. 1D | Lomg 50_.... do. e 250 71zt }35
Msy 18| Long 12, . sl TSR
May H | Long 85.. ...do. . 245 R g S;Gg
July 2 do. September. - 45 { 285 45
Total B8O F 5,170 fuomooo e
- S Aug. 8| Even. .. _____| Septamber 0E 135
SN ST . | E——— 5. |7 S S ] 85
Tutal - - "7 TN FO
B anmmmm—m——— Jan. 7| Long215._. M . 100 00 300
Jan. 18 { Leng H45..__ n-}‘;“ 100 205 w5
T % | B T 8
B I
Mas}: L — . N . do. - 200 118 $3]

May 13 | Short 20.._ ds. 200 5
Total___ - DU B Y+ S R _—

Grand 8015 | 16,175
1 Xet. * On offers.

TanLe 22.—Accumulaling of leng commilments in Chicage corn futures thkrough
bids sold or offers bought by 26 large speculators during Jan. & 1o Oct. 31, 1987

[fn thousands of bushels; {e., (00 omitted}

1977 faneres

Quarntity
secumiiated
(boagzhi

through—

Other trading
in the mme
fatire

[ S,

E‘:ss;_. ......... May......
..... nes mmmanca e

Long 885__ . do.

Long 1.393. . do. S
Long 1,000_.. . do. crmainan
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TasrLe 22.—dceumulaling of long commilments in C‘kisago corn fuiurea through
bids s0ld or offers bought by £0 large speculalora during Jan.  to Ok, 81, 1887—

Continued

[In thousands of bushels; Le., 000 amitted]

Quantity

Other trading
%m) in the same
Mot pogitton st &mu‘k_ hiture
Trader no, Daia i&:‘? of previous 1927 futore
Bids | Offers | FU- | sajes
Be'enauceanmmanset JUIY 35 | Short 60 ._..._._ Septsmber.____.__ 500
8ept. 21 | Long 100 .. .nnnd Decembar . ... ]
Oct. i3 | Even do. 1 88k
Q 14 | Long 836 do. -
Tetal... [
S Jen., | Long 3,050 ccnea! MBF - cenmemneunns
Jou. 28 | Long 3,080..- [ )
Qct. I | Even.coocncnea— --] December.
Oot, 11| Long 100__ . )
Out, 13 | Bver do.
Qot. 20| Long 345, da. N
Qct. 28 | Long 595 do.
Qot, 21 ) Long 605. do.
Total. -
Fonnirronnennana] Bept, 168 | Long 100, . ccen-v--] Decsmber .o
Ow%. 1| Even -y, -
Opt. 20| Long 500 do .
Tatal
Bennrrnnenneeasf Mar. 55 | Long 800 May
Wiecicnnnnnmananf Aug, Septembar. .......|
Ogt. 26 Deembelcmm e m e ne
Total
| JEmm—— 1. A | Daeocataber.
B icccnerananasd] Joly I Beplsmber...——..
July 15 _da.
Bapt., 8| Eveno o acmnand FEDT- 51 S
Bept. 10 ™ - do
Total . ——- - -
- TR B )|\ I |

e, EEELEEE
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TABLE 22.—Accumulating of long commilments in Chicago corn fulures through
bcs'ds sotd:é offere boughi by £0 large 2peculalors during Jan. & to Ocl. 81, 1087—
ontinu

[In thousands of bushels; Ls., 006 omitted}

AR
R in the same
Ret poition =1 namre <
‘Trader no. Date g‘aseof previoas throngh—
¥
Bids | Ofters | FUT- | Balm
| - S —— June 25 | Long 686.._...._..] Be ber. 50
July 1) Even. July. 56
Joly 15 | Long 550....ve...-] Bepbamber. -]
Do....| Long 8_..... ---] December. 0 PO,
July 28 | Long 550 _________} Saptembar. 50
July 2 | Long 600, . 7 50
Aung. 2| Long 325, ... ..} December .. anaa L1 1 PR S S
Aug. 31| Long 375 —.. do. 50
Sept. do. 50§
Bept. 6 475 da, 50 =
Bept. 10 0. do 50 §...
i Sept. Long 575 a0 50
Total.. - [ PN - 3 A S S
1 S L+
E— 35 310
1.+ S SR
50 150
30 30
100
Total. 220 ., 2 VR, S
| - S — 10
40
85
5O
5
¥
&0
50
&
Total
. S
Total
2
200
10
00
Total.. .- 400
TR I " £ | A © 1 b 1+ SO MAY. ccemiacrranns I+ 1 PR S 43
» Max. 17 mso do. ;| J TR R 0
Y do. 20 . 5= 106
aF [T - 145 43
- -3 250
|- 1 I SO S, 30
Total. vreeeal- f o IR R R
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TaBLE 22, -—Accumulating of long commilments in Chicago corn fulures through
%ida :innld e:; offers bought by £0 large specuialors during Jan. § do Ocl. 51, 1987—
ue
on {In thous=ands of Hushels; 1.e., 600 omitted]

Quantity | oiner tesd
it g s s |
& & utare
Trader oo, Date ;é;a;& of previous 1097 future through—
Bids | ofters | FU [ Sales
3. iamicesseas-.] MBY 2| Even. July - bLi 1 I S S,
Sept. 18 | Long 390 ... Degambat. ... 300
Oct, 14 [ Even de. - G
Oct. 18 | Long 320... do. f1: 03 SO .+ : I S,
Total [ S 556G L1 S ST
k- } F— Jan, 4| Long 378 MY e — L1, I SO SN,
Jan. 14 | Long séo ..... 10
Jan. 25 | Leng 310. cuuna [ - TORPUR ORI (1 ) S NN
Mar. 10 210 do 28 —-
e e B ol
R - R SRR SR
Au:. & |an---20 R e 100 250
Aug. 8 f 111 DN AN - MERIORROI M 220 -+ 3 S,
0ot 20| EvsBacemecencnnns] {1028} March......| 7.3 S -
Total 120 [+ 3 SOUN S,
B ciarsirenooa] Jan. 14 | Long 100, May. - |- J — s 50
Feb. 9| Long Q0. -} 300 foaneeas
Feb., 28 @0 ..o, 1 Y SO SO, A,
May 14| Loog 100 1 3 S S 150 -4 58
Juns 13 | Leng 5.. .-de L /78 P 150
- Long 105 _.uueaua- September. ...... N S . e
Juns B | Long 5. do 150 - o B
Sept. 18 | Long 15. .ccuueoar Docomder.. .. ... 1.3 S '820 Psa
Sept. 26 | Lang 115, do. vasa f 'R LB
Total wna R 420 L I IR R
Grand total | eeeeeecemeamedeaeeaan—— meed IR I00 | 8,100 fomemamcmmafanaeeaoe
+ Net. ¥ On bids. 4+ On offers,

Ilustrations —The accumulstion of a ‘““long” line on a large scale
by means of selling bids is illustrated by the trading ogeratiens of
speculators nos. 6 and 7. On March 11, 1927, the former had no open
commitments in the July wheat future. That day he sold bids in
July wheat to the extent of 235,000 bushels, and on March 12, 14, 17,
18, 19, and 21, he sold, each day, 250,000 bushels in the same future.
On the 15th, 19th, and 22d futures were put to him as shown in table
21 which resulted 1n giving him at the close of the trading on the 22d a
net long position of 745,000 bushels in the July future without hishaving

urchesed s single bushel through pit trades, While building this
ong line of July wheat through the use of privileges, he also increased
his short commitments by the 22d in the May wheat future from
1,405,800 to 3,105,000 bushels by sales of 1,700,000 bushels made
through the pit. His selling of the May future most likely aided in
forcing the price of July wheat through the bids as the trades in the
former were made on L{e same days that the July wheat was put to
bhim. On each of four other occasions this same speculator accumu-
lated, through bids, long commitments in Chicago corn futures rang-
ing from 435,000 to 750,000 bushels. On July 15, he obtained 500,600
bushels, on September 21, 485,000 bushels, October 13, 685,000
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bushels, and on October 14, 750,000 bushels, or a total of 2,420,000
bushels as is shown in table 22.

During June 1927 speculator no. 7, who is also a heavy trader in
privileges as well as in futures, was spceessful four times in using bids
to accumulate & long line of Chicage wheat futures. On June 2 by
the use of bids he added 925,000 bushels to his long line of September
wheat, which already was 3,700,000 bushels. 'The next day he added
another 135,000 bushels, on the 17th, 500,000 bushels more and on
the 23rd, 600,600 bushels, making a total of 2,160,000 bushels,
acquired by means of bids sold. In Chicago corn futures he accu-
mulated, through bids, as httle as 100,000 to as much as 775,000
bushels, at a time. The aggregate amount obtained by him through
bids during the 10-month pertod of January to October 1927 was
3,375,000 bushels of which almost 3,000,000 were secured during
October, Additional illustrations of the extent to which bids were
used in accumulating long lines by 19 other speculators in wheat and
18 others in corn will be found in tables 21 and 22,

Thé accumulation of long lines through the purchase of offers is
excellently illustrated by the operations of trader ne. 4. On Aupust
3, 1927, this trader had no open commitments mn the Deeember corn
future. After the close of the futures market on that day, however,
he purchsased offers in December corn to the extent of 500,000 bushels.
These were exercised by him on August 4. On the latter day be again
bought offers to the amount of 500,000 bushels. Of this quantity
offers representing 365,000 bushels were called by him on August 5.
This gave him a net long position of 865,000 bushels. At the close
of the futures market he purchased additional offers in the December
future to the extent of 1,000,000 bushels of which 500,000 were called
on Auguss 6, thus giving him a net long positien of 1,365,000 bushels
in that future. This was further incressed through offers called on
August 8 to 1,700,000 bushels. This whole amount, acquired tﬁronzgi]b
offers, was liquidated by sales through the pit on August 11, when the
price of the December future declined 114 cents, net, for the day.
By building up this line of 1,700,000 bushels in a single future
under eover, through privileges, he did not contribute anythinf directly
to advancing prices. On the other hand, when he liquidated his
holdings through the pit the market received the fuil force of his
selling. It can, of course, be argued that the sellers of the offers
contributed to advancing prices when they made purchases to protect
themselves on the days that they were “called’ for futures or later
when they bought corn futures which they autematically went short
when the offers were exercised by the buyers. This argument,
although sound, does not alter the fact that trader no. 4 did not
directly aid in advancing prices of futures.

LIQUIBDATION OF LONG LINES OF FUTURES THRGUQH PRIVILEGES

Long lines of futures can be liquidsted by sales made in the pit or
through privileges which are exercised. In order to liquidate by the
use of privileges a trader necessarily has to purchase bids or sell offers.
Being the buver, he may exercise the bids whenever he desires within
the time limit specified. In order to reduce long lines through the
sale of offers, however, the seller must wait until the offers are exercised
by the buyers. The exercise of offers is sometimes assured by the
seller’s making purchases of futures in the pit when the price of the
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future is near that of the offer and thereby aidinl%rin driving the price
of the future throu%h the price of the offer. om experience the
seller knows that if the privilege is good at the close it is pretty certain
to be exercised,
Liquidation by the large speculators was accomplished more fre-
aenthy through the sale of offers than by the purchase of bids during
e 10-month period, January to October 1927, as is indicated by the
figures in tables 23 and 24. The aggregate amount of Chicago wheat
futures liquidated during the 10-month period for the account of the
large speculators previously referred to was 6,550,000 bushels through
bids, and 8,990,000 bushels through offers. In corn futures 5,995,000
bushels were liquidated through bids, end 11,750,000 bushals by means
of offers. Offers are more frequentiy used than bids because “longs”
prefer to liquidate when prices are advancing, and offers, therefore,
are more likely o be exercised than bids. In addition, liquidation
through the purchase of bids necessitates the payment of fees by the
{rader, whereas by selling offers the fees are paid to the traders.
“Longs’ who have overstayed the market snd wish fo minimize
their loss will at times buy bids in preference to liquidating in the pit.

TanLe 28.—Liquidaling of long commilments in Chicago wheal fulures through
bids bought or offers sold by 18 large specuiators during Jan. 3 to Oct. 31, 1987

[In thousands of bushels; i.e., 006 omitted]

Quantit ”3‘)‘" Other trading in

dated {Sok
Net {tion &t the sams futurs
Troder uo. Dats eimp&apreﬁous 1927 futurs through —
day

BRids | Offers Purchasé Sales
[ S Mur, 89| Long 275 _________ MAY. e oaeeene mmm e eme] 350 Fd ] 2,390
May 5| Lomg T30 . .oevvunionnan L 7. TN I 185 » 56
Total __ - . PRV P 1 I [E———
| S Mny &) Long 5670........ Joby ool ——— b2t ) R I,
Mny 3 | Leng L,74.... do... R b:1 1 T 55
Moy 27 | Long 60 .muueaio 000l dal LTI 500 9] 4

RN - - 300 200 ) aean
June 7 1 S Septeobel. ....-.. - 100 356 100
Juue 7| Leng 3,006, .. _.__ . . . @0..ceciacienns 230
July 7)) Long L4060, . ... ... . R A 100 -+ 3 IR
Aug. B long 300 Decombar.. .o .ifammnrnn 200 favennnnas) ]
Soph M | Long 90, ...uvaefeaooado ] 11 1) ORI E—,

Totaln e faiiaconas [ T ORI G185 | e
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Tasrs 23.—Liguidating of long commilmenis in Chicage wheat futures through
bids bought or offers sold by 18 large speculniors during Jan. 3 lo Oct. 81, 1987——

Continued
{Ia thousands of busbels: {.e., 065 ernitted]
Quantity Hqul-{ ouor grading in
Net position st dsted fsald) er trading
Trader no. Dste mﬂa of previous 1827 future through — ihe sme futare

¥ Bids | Offers
eeiiaccccece.} Yan, 7| Leng 100__. i00
Jan. 20| Long 125 50
Feb, 2| Longlas ... 100
“Potal 250
8| Jan, 12| Leog 100.... 20
May &| Long400_________| 100
May 21 | Teng 100 ______. 50
Do_._.| Losg 80
May 23 | Long 50. oo oo ... 80
Msy 24 | Long 100___. 70
EHIEE ,ga

uoe
Do. 100
Juiy is do. 100
July 2 |..... 80 ___________. 50
Do TR, B o 7.~ 1. NN SR 50
Septem 5
- - $90
May___ 25
- 25

do.

Msay..
- an
e G0.
do._
do.
do.
do
de,
do __
Jualy..
do.
do.
a0,
a
4o,
- o,
-.d0.
Septemaber. .. ... |cccnan. 100 150 -
do. ] 100 150 fomena -~
Deosmaber. ... [ .. ] ] 190 20
om’iaa tong (1928) May........| .2 1?3 ﬁ """ 206
ol # BF evee cenn|camemean
Oct. 8| ZoBE 200._ ... ...-_Jo,_ ................. 30 < - 3
¥
nlydﬁ
Jaly 7 e —rmcmse-] September. _____. [ _._.._. 125 ‘185 '130
Oct. 25 | Long 850 .........] December. _..____|........ teoff t:p 19
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TapLe 28— Liguidating of long commiimenis in Chicago wheat fulures through
bids bought or offers sold by 16 large speculalors during Jan. 8 to Oct. 81, 1987—
Coxntinued

(o thousands of bushals; Le., 000 omitted}

Qgantity Haul-| Beher tredin
gin
Net position at dated {scld) the sams future
Trader no. Data elosa of previous 1827 futave through —
day

Bida | Offers thams] Bales
... eeeeee.i ume 2 | Long 100, July. .. 2004 ... 5 485
..do, - 120 3¢
B
190 120
[+ B SO
200
- Jan. 71 lLong 108 May 85 290 455
Mor., 7| Long 150... do, B S0 135
June 3] Long 560 July. 185 - . 256 190
July 18| Lemg S0 Sepiamber. $ 100 ; 18 1=
Sept. 10 Loug 98........... Decatnbef. . ... 1185 | ... 4 .’;g : %
Sept. 13 | Long 80. de. 106 . ig . g
Oct. 20 | Long 145 do___. 140 { H o
Total. B85 185 L
M. Jan Long 150, MBY. _.ocaoemace- [T 70 fi ) T
July 11 | Long 480, ... Seplexiber. B0 5
J Long 50, 7 WD S 50 250§ e
Totul, 443 b S SR,
| - SPR— ¥ (N D T b I " % 200 e 223 300

Grand tofal.}.......... 4550 8 W0
1 Net. 1 On offers. 10z bids.

TapLE 24.—biquidaﬁr? of long commitmenis in Chicage corn fulures through bids
bought or cffers aold by 18 large speculatora during Jan. § lo Octl. 31, 1527

{In thoussnds of bushels; Le., 000 cmlttad]

Quantity Hqul- trad
dated tsob Hd} ?lg‘s;me tm
Trader no. Date close of previcas 1937 fuiore ibroug

Bids Gﬁm?nrehm:l&hs

Tocaecictnncnmaaj Jun. 2| Longp 4800, ..., MaF. cecmmnmcnand]s
J i Iuly. ..
Al 8
A 9| Leng 338 o onennreoee do....
Ang. September, ...
TOAL werrecfnnammamnn -
| SPR—— 1 T . R 7 N Mar..
May 4] Loag 305 irlooiil .. do 300
b 30~ 3 R SR P MU NP [ . S S,
| S P {5 1h SR S, 200 rmmam
mber . S 500 40 L8

-i Dece: -
{1938 Mareh 20 PR I
'h:ﬁ.-.....w.i .......... . - B0 i L) [SReae. S P —
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of long commitmenis in Chicago cornfulures through bids

bought or offers sold by 18 large speculaiors during Jan. & fo Odl. 81, 1987—

Continued )
[In thousands of bushals; {.e., 600 omittad] .
Quantity lqnl-{ o0 trading i
Net posftionat d?h?fﬁ{”s_) the sams futurs
Trader no. Date giose of pravious 1927 Tufyre
&y
Bids | Offers PumhamA Bale
Tevamrmammmnaent Mey I1 | Long 5,860,
o e e
a8y 2 S
Juoly Long 7,850 ...

Total
) ¢ I

£ T

Tetal.

) - T

Total,
8]

Tatal. ...

[

Long 2,380 ____._.
Long 2,430 ...

Long 2,195...
Long 100

.} Decem
{1928} March....—..

50
= & 2
150,

Long 50, Beptembar. ....... 40 -
Long 635 oo cJummn L 1 SO R -1 VO 109
Long ?ﬂl "D 6-5;_--------- -------- g A (Lot
- eecemeeer} Decemn . l [
P S e s 1 e W
Lang 800___....-.. tember, oo foaaeaan ] B0 feemeae il
H Dp L. SR SN .+ 1 SR J——

Total. ......
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TasLe 24.—Liquidaling of long commilments in Chicago corn fulures through bids
bought or offers sold by 18 large speculalors during Jon. § fo Ocl 81, 1987—

Continued
{In thousands of bushels; {.¢., 002 amitted]

Queantity Hqul | oup e pnding @
Net positionat d"'“““uéfé) tlzamefunﬁme
Trader no. Dats gigse of previcus 1027 futurs
¥

Bids | Offars

- Jan. 10| Long 100..eenee. .
Jan. 12 | Loang

LY N A—
- FO 1 ) ) R

Long 300, . nnuavae f ot SO 300 183 140
£ Tuly

. 10
b1
. & -
Aug, 18 - do.. - O AU .
Ock. 25 | Long 80 oo, {1938 MAY-cueoao|omeaaaas 50 U1 : 5 S
186 [ ... S
100 Fid 5
S -} S
eammma mafm mmmm mmmn o 44
1, 150
ao{ s1 0 0
. R 455 238
..... [ L A 00 885
Aug. 6§ Decembar... .. .cn.. 150
Sept. 10 do_.__.
Sept. 18 do
Tetal....... [ N S -

Greud total, . L ... .....




58 CIRCULAR 323, U. §. DEPAETMENT OF AGRICULTURE

Hlustrations.—The most ouistanding instance in which a large
speculator used bids to reduce his le?ﬁ ine on & big scale was that of
trader no. 1. At the beginning of the day on September 18, 1927
be was long almost 8,500,000 bushels of December corn. By the en
of the day his line was reduced by over 2,500,000 bushels through the
exercising of bids bought the previous day. Apparently ke felt that
he could secure & better price for his lonﬁtiom through privileges than
by liguidating an equivalent amount through sales in the pit which
woul& tend to depress prices. Other illustrations invelving smaller
amounts can be found by examining tables 23 and 24. For example,
trader no. 24 frequently used bids as & means of liquidating holdings
of wheat fatures. During the 10-month period hiz aggregate liqui-
" dations amounted to 4,250,000 bushels. For trader no. 23, the
gate liquidated in corn futures during the same period was more than
1,000,000 bushels. Two large speculators, nos. 16 and 22, used offers
for purposes of liquidating holdings in wheat, on a large scale, during
the 10-month period. For trader 16 the aggregate was over 2,000,000
bushels, and for trader 22, nesarly 2,500,000 bushels. In corn there
were four traders, nos. 7, 16, 19, and 22, who made considerabls use
of offers for purposes of liquidation. The total hquidations for
trader no. 7 for the same period were over 2,000,000 bushels, for no.
16, nearly 1,500,000 bushels, for no. 19, a little more than 1,060,000
bushels, and for no. 22, slightly more than 2,000,000 bushels.

BUILDING UPF SHORT LINES OF FUTURES THROUGH PRIVILEGES

The acqlt:isit.ion of a short line in grain futures through privileges
is accomplished in the same manner that long commitments are
liquidated, namely, through the purchase of bids or the sale of offers.
During the 10-month period of January to October 1927, 18 large
speculators in Chicago wheat futures, and 17 in corn futures, used
bids more extensively than offers in acquiring a short position. As
shown in table 25, open short commitments in wheat futures aggre-

gating 16,770,000 bushels were acquired by means of bids, and 10,655,
" 000 bushels through offers. In corm futures, open short commit-
ments aggregating 12,490,000 bushels were acquired through the
purchase of bids, and 5,150,000 bushels through the sale of offers, as
shown in table 26.

There were 5 large speculators in wheat futures, and 4 in corn
futures, and another trading in both grains who, at varous times,
during the 10-month period previously referred to, increased their
short account very substantially through privileges. The most
prominent was trader no. 24 whose open commitments in wheat were
increased an ate of 5,185,000 bushels through bids, and in
corn 6,535,000 bushels. Trader no. 35 acquired open commitments
in wheat of 4,435,000 bushels, through bids. Trader no. 5 acquired
open commitments in wheat of 3,735,000 bushels, by means of bids,
and 1,285,000 bushels through offers. Trader no. 7 acquired open
commitments in wheat of 3,305,000 bushels through offers. 8
open commitments, acquired through privileges by the remainder of

e group were smaller, the aggregates were above the million-bushel
mark, as can be seen in tables 25 and 26.
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Tani® 25.—[ncreasing ag

short commitments sn Chicago wheal fulurer through
bida bought or offers &

by 18 largs speculalors, during Jan. 8 lo Ocl. 81, 1987
fI= thousands of bashels; La., 000 omitted]

Amnount of
tneresss Other frading In.
Net tion at (ol | thy sama tuimre
posi throngh—
Tradnr no. Date lase of previoas 1927 futurs

Toin.......}.

Blegsggeese| 8[| 8|8Ensay
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TasLre 25.—Incressing of short commiiments in Chicago wheat fulures through bids
bought or offers sold by 18 large speculaiors during Jan. & to Odt. 81, 1927—Con.

{In thonsands of bushels; i.e., 520 pmittad)

Amaornt of
z Other trading o
Net position at mﬁﬂd) the same future
Trade oo. Daste :éainmol 7 lutare
>
Bids | Offers me:hd Bales
A Mar. B8] Even Taly. 100
Jupe 7 do. 49, 100 -
Jans B A0, 40, 200 196 100
__-de. do. Septamber. . ____ E (N 0
Total 00 i, .
R eeemneae | Jan. 15 | Bven. i May. P, 45
HNey .. .. 0. ..
17§ . 255 250
188 1 100
178 ] 5
50 56 185
50 . <13 445
Total 8107 .. -
Mo .. ] Mar 12} Short 180 May.
Mar. 17 | Shart 55 do
Mar. 19 | Sbort 510, - do.
Mar. 22 | Long 15. .40,
Apr. 7] Shart M5._.._.___{ July
Apr. 01 Shart 43, do.
Apr. 8 10, tember.
June 17 | Shert 120 . do. - 600
Aung. 2] Short 175 __.____| Decamber. R 265
Oct. 17| Long 85____ da - 0
Oct. 18 | Short 1088 do T
Oct. 20 | Short 1,285 da B00
Oct. 21 § Short 1,795, £ 500
Total ... 5. 185 S .
|- December_________ 21 ) N 1,365 ... ..
(028 May | ... 0 21 io
de._
Total_.
Mo ]
Total.____..
E. : T
A

Total.
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TasLe 25, —TInereasing of short commiiments in Chicago wheat fulures through bids
bought_or’affers sold by 18 large speculalore during Jon. 8 lo Oct. 31, 1§27—Con.

{In thousands of bashals; L., 006 amitied]

Amount of :
tnerense {sold) Qther trading fn
throagh—

Blds Ofm?molmm!Sals

Net position =t
Trader no. Data g;i-;e of previous 1827 "utere

At menecaemeooo.? Fab. 7| Sherf 10

Tolal. [NV S
32 it Jon. 12 | Long 16,

July 20| Long 30
Bapt. I8 | Short 110...........] December .. ..... LV I S 85
Oct. 21 | 8hort 2e de. 800 L. 556

Total.

3. mereconr-nna Feb, 0| Short 430, May.._. --
Mar, 10 | Short LOI5. -.da.
» Mar. 17 | Short 830 -.do.
Masr. 10 | Shert 45, .do.
Mar, 23 | 8hort 1,025, 4
Apr. 4| Bhert 310 do.
Apr. 7| Bhort 120 N )
Juns 3 | Bhort 36 July.
- {Juny S | Bhort 45 --=-00

July 15 [ Bhort 485 evunau.) September........]
July 18 | 8hort 90..-.. .-da.
July 23 | Short 4835. ...gd0 R

Ban

Bhort TO® _auuoon.| Decomber....-..

EPEE TS

Qot. 20 | Sbort 2,168,
Total. -
Grand fotal

1 Nat. t0n offars. 1 0o bids,

TasLp 26.—Iucraasing of shori commiiments in Chicage corn fulures through bide
boughior affers sold by 17 largs speculaiors, during Jan. & fo Oct. 81, 1537

{In thousands o buahals; Le., 000 omitted]

Amcant of

i Other trading In
8 | Nst position Vst thmgg?ld) il suca fulure
Tradsr no. Dats choss of previoas 193¢ futare

Bida ] Offers Pnnha.m! Sales

$mnmcamanaceaan] Sept. 3 | Short L1900, ... Dedember.. -cvuna - I S APPSR E———
: Sapt. &7 | EveBeecencnmcnnc)innns P T v BOBD {aeene. B 300

.......... Mmbkemmmacemawanmas

May 27 | Long 118, .aano.. -
Oct. 3 | Shozt 785...ce....] Docom

Total..o..ue SRS &
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Tanre 28.—FIncreasing of shor{rommiimenis in Chicago corn fulures through bids
bought or offers soid by 17 large speculalors during Jan. 8 lo Ocl. 81, 18987—Con.

fn thonsands of bushels; 1.8, 000 cmlited]

Amonunt of
& sald) Other trading in
Nt position at { tho same foture
‘Trader no. Dats of pre 027 fotnre
: ¥
Bida | Offers PM 8ales
Seceeciova Bept. 19 [ Bvem_ ... December. .. - oooefeeeeen . 100 306 | .o.....
Oct. 36 | Short 500.... do 50 53
5o0 LI I S S
j 1) 25 FRO——— S
100
. 75 PO SO
100
50 .
a
160
70
100
Total I TR .2 3 O A
b | S——— . TR V. ) 50 &
Mar. 20 | 8bort 190 10§ 5
Apr. B Bhort 268 150 PR
ﬁr. 23 | Short 845 160
sy 4 | Even 200
May 19 do
June 1| Long 100.........]
July %0 | 8hart 80 _._____._.]
Aug, 41....- 30
Aug. 5] Short 150 __
Aug. 8 =i}
Apg, 8| Even_

8
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TaBLE 28.—Increasing of shorf commitments in Chicago corn fnlures through bids
bought or offers eold by I7 large speculators during Jan. 8 to Uct. 31, 1827—Con.

[In thousands of bushels; L.a., 000 omitted]

ount
incrensa Other freding In
Nat position at us{hafid) the game ntura
Trader mo. Data gﬁe of pravious 127 tnture
¥
= T Fob. 1] Long 70. May.. .
Fob. B | Shert 260, S () -
Mar, 14 -=-do R
Siee 30 | Bhort 26 Septans
uns 10 | Bherd M6 ...
Aug, 18 | Short mm————— Daeamlm.---....
Aug. 25 | Bhort 250 do, -
Sept. 3 | Bhort 190, s N
Sept. 12 | SBbort 205. de.
Total oeeeifommmmnaaas .
Heueennrnanne| Feb, 1 | Bhort 320 May,
Feb. 28 | S8hort 306. ———
Mar. & | Shart 718,
Mbar. 10 | SBhort 50, S ¢
Mar, t8 | SBhort 526, 2.
Mar. 22 | S8hart 480, do.
Apr. 7 { Short 95, da
Apr. 12 | Bhorl 300._._....._|--...d8
ﬂpr. 27 | Bhort 200 7S
sy 4 | Shert 200_ Fuly..
Musy & | Long B5. - .1,
June 25 | Bheort 178... ...} Beptembar_ . _....
Aug. 3 | Leng 115.........__| Docermber________.
1 | Short 440, do B
13
4
18
]
. 20
Total. .......

O

Barennnmmmmnnanan

Total

: 3 PR

Total.......

b T
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_ Iliysirations.—The building up of a short line through the use of
bids is well illustrated by the trades of trader no. 4. On September
26, 1927, this speculator had no open confracts in.corn futures. On
that day, however, he bouaﬂlg bids in the December future to the
amount of 1,000,000 bushels at 96% to 974 cents. The following
day he sold 300,000 bushels of December corn through the placing of
orders executed in the pit at 97 cents per bushel. This aided in
making bids good. He also bought 600,000 bushels of December
corn ab 97 cents, and 200,000 bushels additional when the price
declined to 95% cents. He also exercised his bids aggregating
1,000,000 bushels, which made him net short 500,000 bushels of De-
cember corn at the end of the day. This he covered the following day
by purchases in the pit made st prices ranging from 94% to 95% cents,
which permitted him to cover at a profit,

Another speculator who increased his short commitments through
grwileges was trader no. 9.  He was short 500,000 bushels of Decem-
er corn futures at the close of the market on October 25. He
bought bids on that day representing 500,000 bushels of December
corn &t 82% to 82% cents. The following day he sold 100,000 bushels
of December corn futures through the pit at 83 and 83} cents which,
with the trades of others, aided in forcing the price of the future
through the price of the bids. He then exercised his privileges for
500,000 bushels which made him net short 1,100,000 bushels.
Illustrations showing the use of offers in building up shert commit-
ments can be found in tables 25 and 26, but as offers are used less
extensively for that purpose than bids, one will find fewer sxamples
of the former involving large amounts,

COVERING OF SHORT LINEE OF FUTURES THROUGH PRIVILEGES

In order to cover open short commitments in grain futures throuih
rivileges, the trader must either sell bids or purchase offers. The
ﬁrger speculators being prineipally sellers of privileges are mors }ikell}r
1o sell bids than to purchase offers, and for two reasons: (1) In seli-
ing bids the trader receives the fees paid by the buyers while he
must pay a fee for the purchase of offers.  (2) As the short seller is
gnticipating a decline in prices on which to realize his profit, he
naturally would be expected to sell bids rather than offers fox"lim?oses
of covering open short commitments. If, however, he should dssire
to protect himself against any advance in price he, of course, would
buy offers and thereby reduce the loss which he might suffer if he
coverad his open commitments through pit trades.

During the 10-month period of January to October 1927, the 18
large speculators in wheat and 15 in corn previously mentioned
ee}reredl: by means of bids, open short contracts in Chicago wheat
futures aggregating 24,015,000 bushsls, and by means of offers,
10,625,000 bushels, as shown in table 27. In corn futures they
covered, through bids, 4,777,000 bushels, and through offers, 4,905,000
bushels as shown in table 31. Seven of the large speculators in wheat
futures, and four in eorn futures, individually, covered more than a
million bushels of the respective futures, Some covered more than
& million bushels both in wheat and corn. As can be seen in tables 27
and 28, the outstanding traders were nos. 5, 6, 7, 16, 23, 24, 25, 26,
and 35. The most prominent of the group was trader no. 7 who
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covered through bids in wheat futures an aggregate of 14,860,000
bushels. Trader 24 covered through offers an
futures of 3,120,000 bushels and 2,140,000 bushels in corn. A third,
trader no. 35, by means of offers, eovered short commitments in wheat
aggregating 3,580,000 bushels,

TanrLy 27 —Covering of ghorl commiiments in Chicago wheal futures through bids
sold and affers bought by 18 iarge speculalors during Jan. § to Gel. 31, 1987

{In thounsands of bashels; Ls,, 960 omitted]

ate In wheat

Quantity cov- tradl
‘ ared (bought) ?if::ame l'unl.fu%
Naf pogition at theough—
‘Tradar no. Dats g;«;an! previons 1927 future
’ Bids | Ofters | FU™ | gales
§emceermeer—-] Jani. 35 | Bhort 2,440. May 25 1,680 5
Fob. 28 | Bbort o, 8O0 5
Mar. 16 | Short 740 e 1880 { el
Apr. 1| 8hort do 170 Wl e
sy 6 | Bhort 2, July. 150 5L,160{ 1,48
Mey 28 | Short 1, He. do. - 30 . 895 240
Mey 24 | Sbort L6 ... |..._.do. LY -
Juns 7| Shert 15, dn 75 B8G5 1,535
Total ' 550 ] L165 | o).,
[ S R S00 00 108
300 450
100 1,515
200 200
800 a0
J o0
c—em 120 . 3 IR
300 1,550
Sepl. 17 | Bhort 2 175, reme)occac @O e 508 1,040
Sapt. 21 | Bhort 2,715 50D
Total. —— 2,900 T ——
| S Jan. 21 | Bhort 5 445 May 800
Jan. 27 | Bhort 3,950 do. 1,000 20
Jan. 31 | Short 2, 7% ds 50
Fob. 7| Short 3,20, eee.foeane 3 Bog =6 0
Fob., 81 Short §, 816, do. 800 - 700
Mar. 10 { Short 3, 658, ds, 100 ]
Mar, 16 [ Short 8,93 do 100 400
Mar, 17 { Shert 4, 530, do, 5S¢ = 7
Mar. 19 } Shors 5, 450, Jde. 800 900
Mar. 22 | Short 4,850, _de. 50 50
Mar. 28 | 8hort 4, 200 .do. 100 144 80
Mar. 30 | Short 6 800, de. L1458 - 25
Apr. +4 | Sbort 8, 930, <o B0 0
Apr. 7| Bhart § <08 do. =5
Apr. 9| Shert 5,126 g0, 1,000 5 )
Apr. 2 | Short §, 20, ..o, 200 - -
ay 10 | Shart 5 345 July. 500 800
May 18 | Shart 5, 345, . 50 -
Sept, 21 | Short 4, ...« i b 285 30 i
Oct. 1| Short 8,178 do. B30
Oct, 11 | Short §, 15,3 do. 1,900
Oct. 17 | Short 4, #15_ do. 200
Oct. 1B | Short 3,813 do 500 300
Oct. 20 | Short 4, 7150 vmcmncfonven B0 rarecmmwnn] L0080 || 25 500
Qst. 21 | Shart 3, de 0 1, 109
Ogk. 38 | Shart 6, w60, dg. w6
Total. : 14,500 | ..o SV
[ Apr. 9| Short 1,2% July. . 200 320
Sept. 17 | Sbort 80.ceneennan. 106 20
Total 300 —
I3 sencennmannes] Sept. 10 | Short MG .........] Decsmber... 00
Bapi. do. do. 08 -
Teotal 200 4. .

Foclnotes at sad of table,
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TanLe 27.—Covering of shorl commilmenis in Chicago wheat futures through bids
gold and offers bought by 18 large speculators during Jan. 8 io Ocl. 81, 1927—

Continued
fIz thonsands of bushels; 1., 000 pmitted]
qQuantity v | ou0 waging
Net position_ st oredl (bought) | the same future
‘Trader Do. Dnte %iosaof previcus 1927 futare
' ay
Pur-
Bids { Offors ehases Bales
2 - T,
Total __..__|

) 5 S ———

Total.

F; DO

- SE—

. J R

Total

. N —

45
45
50
B0 fovieenenl 7B jemmmaean
50 -
0 . 5 feeenanan
11 S it o S
190 8 -
40 ——
50 i, ——- -
¢ &0 |
56 h:]
30
] ki 13 T S .
Feb. 8| Shert loo May__ J— 200 .| ¢ S—
Apr. 29 | 8bort 150 do cean 200 150 200
Juns 3 | Short 100. July. 100 100
100 SRR S
Feb. 9| Shart50.. ........§ May.__.. 100 - 50
Jan. di | Bhort 210, da. %00 198 £28
Feb, 10 | Shert 185, do - 130 o IR
Mar. 20 | Short 185 _..de. as
Apr. Ehort 150..ee e (37 SRR E &
June 11 | Long 185 ... Saptember. ;. -
200
Jan. €] Short 1,0W........] May. 310 -1  — -
Feb. 10| Short 380 do_ 5 490 20
Fob. 25| Short 340...... I — 156 725 240
Mar, 23 | Short 420 _...._..] L1 5 S S 100 ase L3
Mar. 28 | Sbort 265__.___ do. 125 foeeenu. | 2% 28
Mar. 20 | Shert 185 do.. 5 213 138
Apr. & | Shert 200. de. am—— 0 ns 20
Apr, 6] Short 235 . . ... JO "N, 110 & 835
hort E- 6% SO A 305 500 19
July .- 700 106 30
k-~ -4 U IS 25 i.’ﬂi& ’13)
iy off B s
30 70 4G
53 jie]
300

Total..

Footootas at exd of tabla.
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TasLE 27.—Covering of shorl commilments in Chicago wheal fulures through bide
sold and offers bought by I8 large speculaiors during Jan. 3 o Ocl. 31, 1987—
Continued

[fe thousands of bushels; {.e., 000 smittad]

Quantity cov-
ered (bought) Other trading in

Net position at througn— | e o
Trader B0, Date aéi:;e of previous 1937 {utare
Pur-
Bids ; Offers chnses Sales
F. S Mar. 10 | Short 160 .c.......; Ma¥..._ 5 . kx| 1,030
Mar, 17 | Bhort 280, - 50 - 194G 585
Mar. 13 | Short 80.. 185 - 485 885
Mauar. 22 | Short 180.....- 55 = a6k 3485
Msaz. 28 | Short 105 £5 223 B3
Mar, 30 | Short 145 I S - 40 - [, 3 SN,
. - - | R—— 315 60
it 4 213
647 540
96 0
0 20
321 496
boriid 300
626 433
435 585
305 330
0 283
468 580
735 1,055
85
330
455
95
75
0

June 8 do -8

Juns 33 | Short 275._cununenej Septembar

July 28 | Bhort 525 do. -
Sept. 13 | Bhort 885 cauano. Deacemnber. e nnvnu
Sept. 41 | Bhort 1, 003 do.

Oct. 17 | Bhort 1, 350, de.

Feb. 2t Short 100 Juty.
July 12 | Skert 38, _.-.] SeptemDer
Oat. 25 | Bhort 8. -unee wee] DOCRIIBAT. .t enana}eavenren 100 F= 143
Total... 19G I
B0 eoeeeneaemeee-| Aug. 30 | Short MO.....o-] Deosnbar... 1190 f 1m 8

BEZ

Grand total}. ... UUUURURURIS SO 205 el

1 Net. % On bids. 3 Oxn offers.
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TapLe 28.—Covering of shori commilments in Chicage corn. fulures through bids
soid and offers bought by 15 large speculators during Jan. § te Oct. 81, 1987

{In thonszands of bushals: Le., 800 omitisd] -

: Quartily eov- | giner pradin
ared (boug 2 i
i Net position at mréasg,_h.n the same uturs
Trader no. Date close of previous 1927 fatore
Bids | Offers | FU5 | Sales
B eeme————— Mar. 5§ Short 102 May: 100
Mar, 10 ;| Bhort 10 e ool ]ee e @0ae e eeee 100
Mar. 14 do oo O I3
‘Total . — 268 -
................. May 11| 8hort 2,800 v v TOIY e 525
May 21 | Short 898...._..._.] September. 150 -
June B | Short825. as, 300 {..
June 10 [ Short 250 do 800 ...
Sept. 36 | Short 63 eeeea . December. 425
* Total. 117 f: -1 PR R,
- —— N LYY Y S T L S T [ S 100
) : A——— . PR 11 B May.. 100 -
Fob. 28 | Bhort W66 __ .80 100 e
Maz. 5| Bhort 50...... do. 0 - ————
. 17 | Bhort 204.. do. FEE L IR EUSURR. DU -
Totale e oo —— . 350 [ ORI S
18 ccmnemmnmaeea| ADE. T ShortdlS .. May e 1. 3 SN I SO,
Apr. 91... 2o da, 156 .. -1 3 T
Apr. 121 Short M5 do 100 R - 175
Apz. 22| Short 840.. 8o, 111 U S 200
Apr. 77 | Short 985 do. -l 200 ) [
July 28 | Shert 100 _____._{ December_______.. 150 ——
Aug. 24 | Short 50 g0, 1,13 PRI SRR
Aug. 19 do. S 1.1 % S R .
b 13 IS, I
) - I | Feb. 7| Bhort 80e oo
Dyo.._.| Short 100,
May 16 | 8hort 120,
) Bhort Meean e
May 21| Short 155
v | Short 218,
June ¥ | Short 10
---f Shott 245.._
June 25 | Short 150 -
July 28 | Bhort Mueemnea.
Totaleeendeeurarnan —
;P Oat. 1| Bhert &6 ...
Do....| 8hort 2Bemmnenane-
S RN
B e ADr. 18| Short 48
l\rgfy 14 | Skort 285
May 18| Short 258,
May 2B | Bhort 325 ..
Juns 3 | Short630.aa. ..
Aug. B | Short 113
Total - J— . 11 [:77. I O,
- ———— N ). May R R 4G 45 20
Mar, 1| 8hort 600, .. ). . SR S ——— .11 S 190
Diennn Ty e R 1.+ 1 S
e % May. ;& S;g ------ #
Apr. 2% | Short M. meeaada..o. e mmmmae]
Bor. o 7 ISk T
May 2 do. 00 188
May 10 -..do. 280 150 238
May 27 Joly e o 500 - 3 O,
Aug. September. ....... 25 [0 3 DU
Do.._.. Decomber .. ... 126 i £l
Oct. do. cammann 30 250 650
L7571 M S SRR SURTIUIPURIN NP IR 1 | |1 1 SRR, J
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TaBLE 28, —Covering of shorl commiiments in Chicago corn fulures through bide
sold and offers bought by 15 large speculaiors during Jan. 8 to Ocl. 81, 19087—

Continu
[fo thousands of bushels; La.. 000 amitied]
Suantity 0% | Other trading in
ared (bought)
Nst position st through— | ‘b sams fnture
Frader no. Data 3:;0 of previous 1927 future
Bids | Offers | P | Sales
28, eneicconmemnaf Bept. 10 | Short 400.... ...._.] Deoanber. 250 - J T A -
28 cecemaneemed May 10 Short M. .. b 171 SRS, SR 1] no 20
May 20 | Shott 05 . do’ - 10 e 2 &7b
Aug. 28 | Short 60eemcuooo DecernDeloe. caoman -7+ R SR,
by 1 R . 05 b1 3 SN
< T, Mwy 7 Ty el m——————— ) b1 3 S S AN, -
Max 14 BoplembOlo cavn o} eemana] [ D
Bept. & Degambar - 80 .- 00
Sapt, 10] Bhort 300ummeacenaacmnnn [ I T 20 |.a - ————
Sept. 13 do 200 e SO S -
Totalean. . - .- 490 | I35 SRR
e Aug- 0| Shortdd .. December_....... J— 50 k'
3 nninnnmemae=] Mar. 11 Shor{ 65 _.___.... May, 100 |- I
May 19| Short Th.......0 July - 150 1 3
k<L 35 PRRVIGE S —
200
f 1.1 1 S, S,
1.0 IR, S—
100 fvonsmansa 5
100
100 "“&S-““-‘“
Tatal. - came R J 35 E:1 1 ST S -
Grand tcus.r-......-. ................ . L7577 #9056 focmmmcaeiae -

lllustrations. —Trader no. 7 who had the largest short position in
Chicago wheat futures during the period of Januaty to October 1927,
of any individual speculator was a liberal user of bids in covering
his open contracts. On 26 days he was successful in covering short
commitments through the sale of bids. For individual days the quan-
tities varied from as little as 100,000 bushels to as much as 1,145,000
bushels. On each of 5 days the volume of short contracts covered
was 1,000,600 bushels or more. On each of 20 days the amount
covered was at least 500,000 bushels. The aggregate for the 26 days
was, 8s shown in tabie 27, 14,860,000 bushels. On 15 of the 26 da
he made sales of futures ranging from 200,000 to 1,100,000 bushels.
Part of the sales no doubt aided in forcing the price of the futures
through the price of the bids sold by him. Some ol the sales of futures
wore made at prices below the bid price. Most of the sales of futures
were made at prices not more than ene fourth of a cent above the
price of the bids sold and in quantities more than sufficient to offset
the privileges put tohim. For example, on February 7 he sold 800,000
bushels of May wheat, most of which was at $1.41%-%, which aided
in making good bids in that future tetaling 500,000 bushels which he
had sold the previous day at $1.41%. Purchases of 200,000 bushels
at $1.41% were also mads, which offlse4 the sales to that extent,

Anocther ilustration of the use of bids is the trading of trader no.
25 who was, at the close on September 9 net short 500,000 bushels of
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December wheat futures which he had sold at $1.36 to $1.36%. He
2lso sold bids on thet day in the December future aggregating 250,000
bushels, and offers in a like amount. The following day he sold
500,000 bushels of December wheat at $1.36%-%, which aided inmaking
the bids good and resulted in the 250,000 bushels being put to him,
Thjsenab%ed him tocoveratalower price half of the short sales he made
during the day. . -

The uss of offers by speculators in covering open short commit-
ments is llustrated by the cperations of traders nos. 24 and 35, as
shown in tables 27 and 28, Both of these traders were primarily
buyers of privileges, which indicates why they were principally users
of offers in covering short commitments. They also did considerable
scalping which is indicated by the large quantity of purchases and
sales that took place on the same day.

ATTEMPTS TO ACCUMULATE OR DISPOSE OF LINES THROUGH PRIVILEGES NOT
ALWAYS SUCCESSFUL

"Attempts to accumulate or close out long or short lines by means of
?rivi}eges were not always successful because the price of the future
requently did not go through that of the bid or the offer. There
were two main reasons why such was the case. (1) The price of the
privilege purchased was too far away from the price of the future, so
that it would have required considerable additional buymng to put the
price of the future through that of the offer or considerable additional
selling to get it te decline to the price of the bid. In either case,
however, the holder of the privilege who wanted to liquidate his long
holdings or cover his open s%orh contcacts through the pit had & moce
favorable opportunity to dosc. (2} The seller of the bid who wished
to accumulate a long line, or the seller of the offer who wanted to
liquidate his long holdings may have been unsuccessful because of the
opposition enconntered. Thus opposition may have been due to the
trading, to a limited extent, by otggjlseiiers of privileges who did not
want the privileges to be exercised. Also, the execution of resting
orders and the coming in of new business induced, by theprice changes
probably contributed to making the venture & failure.

PRIVILEGES CREDITED WITH A STADILIZING INFLUENCE ON THE FRICE OF
FUTURES

One of the principal arguments advanced in favor of privilege
trading is that it has a stabilizing influence on prices of grain futures
by limiting the daily futures price range. This is brought about
through the practice of “protecting” irm] es sold and t.radm%
against those purchased. trader who has sold bids may do one o
several things in order to “protect” them. (1} He may sell futures
at prices higher than the price of the bids socld, so that should the
future be put to him by the holder of the privilege, the offsetting
trade made earlier in the day will enable him te fulfill his obligation
without taking a loss. Should the bids not be good at the close of
the market, he has the choice of either remaining long, assuming he
was “even” at the beginning of the day, or of closing out his futures
trades et prices above the iiés sold. ~ (2) The seller of the bid, if
bullish, may feel that even though the price of the future may decline
througfm the bid price during the early part of the session, a reaction
wilt probably take place which may cause the price of the future to
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advance above that of the bid before the close: he anticipates that
sufficient buying will come into the market to bring about the recovery
of prices. Part of this buying he expects to come from holders of
bids who have made purchases of futures below the bid price with &
view to putting the futures bought to the seller of the privilege, or of
selling the futures at & higher price should the future price advance
above the bid price. In ths latter case, of course, the privilege would
not be exercised. Should the recovery from the low point of the
day be slow, and the seller of the privilege feal that futures may be
put to him st the close unless the price movement upward is accel-
erated, he may make purchases of futures with a view to aiding in
driving the futures price above the bid price. If successful, he can
dispose of his aﬁurchases of futures at & higher price than that paid and
also not be called upon to make good the privilege sold.

In addition to the alternatives already mentiomed, there still
remains another method of protecting oneself against the bids sold,
i.e., when the price of the future approaches that of the bid, to make
purchases of futures with the hope of preventing the price, with the
aid of buying on the part of others, from declining through the price
of the bid. This latter method, however, is not as frequently used
a8 the other two for the reason that it necessitates trading against
the trend of the markst, which traders do not care to do. They prefsr
to operate aion? the lines of least resistance.

The buyer of bids, as already mentioned, trades against them bg
purchasing futures after the pnce of the future has declined throu
the price of the bid. He does this with the intention of ![:utting e
future purchased to the seller of the bid, should the market price of
the future close at the price of the bid or lower. Should the closing
price of the future, bowevar, be higher than the price of the bid pur-

ased, the buyer will not exercise his right to put, but will sell the
future through the pit which will net him a larger profit.

When protectin'i oneself against the offers sold or trading against
those purchased, the method of procedurs is just the opposite of that
in the case of bids. The seller of the offer tries to buy futures at

rices below the offer price, so that he will not suffer a loss in case he
13 “called ¥ by the holder of the offer. Should the offers not be good,
he can sell the futures purchased at the best price cbtainable, take
& long position in the market, or cover open short commitments,
Should he be bearish, even though the prics of the future has advanced
through that of the offer, he may wait for a reaction to carry futures
prices below ths offer price. He anticipates that buyers of offers
will enter the market to trade against the privileges held by makin%
sales of futures at a price above the offer price, in anticipation o
calling the seller of the privilege should offers be good, or of covering
their sales of futures at prices below that of the offers should the future
price decline below that of the offer purchased.

As has slready been mentioned, the buyer of offers trades sgainst
them by selling futures when the price of the future has advanced
through that of the offers with a view to calling the seller of the offer
in case offers are good at the close of the market, or buying in the
future should the price decline balow that of the offer sold.

The percentage of the daily volume of trading in futures that arises
out of sellers protecting themselves against privileges sold aad
trading against those purchased is not defimtely known. It is
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estimated that it averages less than 11 percent of the trading in
wheat futures. The percentags, however, is greater on days when
the &El;%ce range is large as compared with days when the range is
sm

Whatever stabilizing effect protecting and trading against privileges
has on&ﬁrices should be reflacted in the relationship that exists between
the daily volume of trading in futures and the daily futures pries
range. The daily range for & given volume of trading should, if thers
is any stabilizing influence evident, be smaller during a period in
:;ihl evallege trading was permitted than when trading was not

owed.

In order to determine to what extent privilege trading maey have
had & stabilizing influence on prices of grain futures, the daily range
in the price of the dominant or most active wheat future at Chicago
in its relation to the total volume of trading in wheat futures was
compared for two 4-year periods. The first was from January 3, 1922,
to January 13, 1926, when trading in privil was not permitted;
and the second ran from January 14, 1626, to December 31, 1928, dur-
ing which trading in privileges was allowed. The former pericd
included 1,214 days, or s little more than 4 years, whereas the latter
included 1,194 days, or slightly less than 4 years. . .

Aﬁproxima.bely 87 percent of the time the daily ranges in the price
of the dominant wheat future are less than 4 cents; therefore, if
privileges have any stabilizing influence on the price of futures, such
influence in order to be worthwhile must be effective on those days
when the range is less than 4 cents. Some idea as to the stebilizing
influence of privileges can be obtained from the data presented in
tables 29 and 30.

Al BT agtis e e ot st b et i et
was prohiblted. The increase includes irades is futures arlstng cat of privileges exercised and such add
tional irading ss wans carried o by bu of privilages who traded against them, and by sellers who traded
io protect thamsaives nst the possibility of kaving futures puf to them or boing s for futures, A
glance ai the table will show that this increased volums of tmflozi%: 14 percent or iess of the weighted

a%rﬁséaﬂy volome of trading during the pariod of Jan, 14, 1928, 31, 1928, whoen trading in pzi
wad aliowed.
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Tasre 30.—Weighted average daily volume of trading in Chicage whea! fulures
associated with specified price renges in the dominani wheal future during the
4year period, Jan. 5, 1922, fo Jan. 18, 1986, when irading in privileges was
prokibited, compared with o like peried, Jan. 14, 1928, te Dec. 81, 1953, when
trading was permstied
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Table 29 shows the number and percentage of days during each of
the two 4-year periods that specified volumes of trading were associ-
ated with different price ranges. Two outstanding things can be
seen in the table. (1) The tendency for the number and perceatafe of
days for each range to concentrate around certain volumes of trading.
For example, with a range of less than 1 cent the greatest number of
days falls within those classes of trading eoming within 5,000,000 and
20,000,000 bushels. With a range of 1 to 2 cents, it comes within the
limits of 15,000,000 and 35,000,000 bushels, the limits becoxmn%,
larger as the size of the range increases. (2) Until the volume o
trading reaches a certain amount, the percentage of days falling
within the various classes tends to be larger for the 4-year period dur-
ing which trading in privileges was prohibited than during the period
in which such trading took place. After this maximum has been
reached, the reverse Is the case. For instance, it will be seen by
referring o fable 29 that when the daily range was from 1 fo 2 cents
the percentage of days associated with the various-sized volumes of

was larger during the period when privileze trading was
prohibited than for the period when it was permmtted, until the volume
reached the 20,000,000 to 25,000,000 bushel mark. For the former
?eriod the percentage fizures increased from 1.95 to 21.26, whereas
or the latter they increased from 2.74 to 18.10 percent. Beginning
with 25,000,000 to 30,000,000 bushels, the percentage figures for the
geriod in which there was no trading in privileges not only decreased,
ut were smaller than those for the period during which trading in
g‘lgvﬂeges occurred. A similar tendency exists for the other ranges.
e point at which the change takes place, however, is different for
each of the ranges. For a range of 2 to 3 cents, it is 35,000,000 to
40,000,000 bushels; for 3 to 4 cents, 50,000,000 to 55,000,000 bushels;
for 4 to 5 cents, 75,000,000 to 80,000,000 bushels; and for 5 to 6 cents,
80,000,000 to 85,000,000 bushels. )

This tendency for the percentage to be greater for the one peried
than the other shows that with privilege trading a larger daily vol-
ume of trading in futures can be expected to be associated with a
given price range then when there is no trading in privileges.



TRADING IN FPRIVILEGES ON CHICAGO BOARD OF TRADE 75

If for each of the ranges the number of days is weighted by the
volume of trading, and if the figures so e¢btained are added together
and then divided by the total number of days that the particular price
range occurred, 8 weighted average dgﬁﬁ volume of trading figure for
each of the respective price ran ill be seeured. The weighted
average for each of the ranges for both of the 4-year periods, as
shown in table 30, mskes it poscible to approximately estirnate the
influence of privileges on prices of futures,

During the 4-year period that trading in privileges was prohibited,
the averages for the various daily ranges, as seen in the table, were
somewhat smaller than for the 4 years that trading was allowed. The
difference in favor of the latter was as follows: Fer a daily of
less than 1 cent, 1,000,000 bushels; for 1 to 2 cents, 3,000,000 bushels;
for 2 to 3 eents, 2,000,000 bushels; for 3 to 4 cents, 8,000,000 bushels;
and for 4 to 5 cents, 8,000,000 bushels. These differences do not
necessarily represent an equivalent amount of additional trading that
has gone through the pit, as was previously pointed out. A small
portion of it represents the transfer of open commitments sequired
st some previous date. The remainder of these various amounts, no
doubt, constituted trading against privileges on the part of buyers and
the protecting of privileges sold on the part of sellers. The approxi-
mate average stabﬂ%eﬂect of this type of trading was, based on a
study of the relationship existing between volume of trading and
daily ranges in price of futures, as follows: When the daily range was
less than 1 cent, none; when the range was 1 to 2 cents, the stabilizing
influence probably was ¥ to ¥ cent; for 2 to 3 cents, ¥ fo ¥4 cent;
for 3 to 4 cents, ¥ to % cent; and for 4 to 5 cents, ¥ to ¥ cent,

UKNFAVORABLE ASPECTS OF PRIVILEGE TRADING
SMALL TRADERS OF VERY LIMITED MEANS INDUCED TO SPECULATE

It bas already been pointad out that elthough the buying of privi-
leges may provide some overnight protection against price
in futures, the greater part of the trading is probably done for some
other purpose. The small traders, cozzzpriwﬁl the general publie,
as has been ]{)mviou.v&y mentioned, are principally buyers apparently
not so much for protective purposes but rather as a means of speculat-
ing mriee changes in grain futures on less capital than would be
required were the trades in futures fully margined. From a social
viewpoint this is not desirable as the very limited funds of the smali
trader could probabiy be used to better advantage elsewhere,

It was also shown that privileges on the average are good oni
1 day in 6 or 7, and when good the profits are frequently so smag
that much of the time they wo 5, if exercised for the nonmember
customer’s account, result in & loss to the customer after commissions
and taxes are deducted, and consequently the general praciice among
commission houses is to take su o3 into their own smecount.
This suggests that the smail nonmember traders are in the main merely
& source of profit for commission houses and large speculators and in
addition provide a means wherseby such large speculators are aided
in building up and disposing of large lines under covar.

Small ers, on the whole, apparently being losers in their
privilege trading, leads one to the conclusion that it is folly for them
10 engage in trading in privileges unless purchased purely for protect-
ng open commitments,



76 OIRCULAR 323, U. 8. DEPABTMENT OF AGRICULTURE

It should, however, be said that those who purchase privileges as a
speculation limit therr risk to the cost of the bid or offer, whereas
ose who speculate in futures sassume greater risks.

GAMBLING ELEMENT ASSOCIATED WITH IT

The old system of privilege trading by the payment of ‘“differ-
ences”, although undesirabls, was nevertheless more generous to
the small trader in that the commission charges were less than at
present. The old practice of seitlement by payment of differences
caused, in part, pnvﬂdizﬁ_e trading te be considered as gambling on
price changes. The difference represented the spread %etween the
gric:e of the privilege and the future at the close of the market on the

ay the privilege was exercised.

én, as now, the greater part of privilege trading was not asso-

ciated with the shifting of an existing unavoidable risk on the part of
the producers or merchandisers of grain or grain produets and this
contributed to its being conside 88 & e of gambling. The
present system of settlement, requiring that futures must be put or
called whenever a privilege is exercised, still has some of the gambli
element conn with 1t. Even with present requirements, whic
make trading in privileges more expensive than formerly, there still
is much ing on the part of those who sre willing to “take a
chance' on very limited capital in the hope of making a profit on

rice changes.
P Alfred Marshsll, professor of economics at Oxford College, Cam-
bridge, England, in referring to privileges states (6, foolnote p. 237):

A contract in relation to a future often takes the form of an “*Option " by which
the payment of a certain gum secures the right {0 demand eertain things (or to
gell them) within a given period a¢ a specified price: these two optionz may be
combined, an option to buy a¢ a stated price being coupled with one toseli at a
gtated higher price. There are a few cases in which dealings in options are part
of legitimate trade. But there appears to be more force in the arguments for
prohibiting them by law than for prohibiticg a simpie buying or seliing of fatures;
for they are relatively more serviceable to the gambler and the manipulator
than {o the siraighiforward dealer.

PRIVILEGES CAUSE ARTIFICIAL FRICE MOVEMENTS
Trading in privileges results in additional trading in futures arising
out of the practice of protecting privileges sold or trading against
those purchased. This type of trading, which has been described n a
previous section, affects prices of futures. Such trading, not induced
primarily by changes in fundamental conditions such as changes in
present or prospective supplies of, or demand for, cash grain, but
rincipally with a view to making one’s privilege transactions profita-
gle, brings about price movements which are somewhat artificial
in character. It addsan element with which other speculators bave to
recken when deciding on whether to buy or to sell futures.
ing in futures brought about by trading against privileges
purch or protecting those sold has, as was previously stated, a
stabilizing inﬁI:zr:noe on prices and also contributes io making the
market mors liquid, which, however, compensate but partislly for the
artificial influence of such trading on futures prices.
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INCREASES CONGESTION AT CLOSE OF FUTURES MARKET

When a buyer of privileges wishes to take a profit in the privilegs
exercised and not change his position in the market, he makes a
urchase to offset the future Eltg; and a sale to offset the future called.
g‘he seller of privileges in making offset trades does the reverse. The
making of the offsetting transactions at times accentuates the com-
ostion at the close of the market caused by scalpers’ “evening up”
or the day and the execution of customers’ orders to buy or sell
“at the close.”.

The making of offsetting trades by buyers of privile%i; tends to
widen the closing price range of the individual futures. This tendency
to widen the range, however, is in part counteracted by new trades
made for the accounts of other customers, by scalpers, or by such
offsetting trades as are made by the sellers of privileges. However,
the sellers of privileges, being principally the professional traders
who are interested in %uﬁdmg up or disposing of large lines of futures,
are apt not to make offsetting trades but to change their ﬁtosibioa
in the market should the futures be put or called by the holders of
the privileges.

SUMMARY

Trading in. privileges on the Chicago Board of Trade has been
carried on &t intermittent periods since the ea.rig sixties, From
time to time the exchange tried to prohibit its members from trading
in privileges, but such efforts did not meet with success as the members
resorted to the Open Board of Trade, another market in Chicago, and
to the exchange at Milwaukee, where trading in privileges was per-
mitted. The disciplining of members who persisted in the practice
was not feasible, as there were so many engeged in privilege trading
that to have disciplined all whe violated the rules would have meant
the disruption of the board. The Ilinois Iaw of 1874 which prohibited
trading m privileges was not stricily enforced, and in 1913 it was
amended, apparently to exempt privilege transactions not settled by
the payment of ‘‘differences.” It was the payment of differences
that was considered a gambling feature of privilege trading. With
the change in the Illinois Jaw trading in privileges was again permitted
on the exchange. In 1921 the directors of the Chicago Board of
Trade recommended to the president of the board that trading io
gn}*iieges be prohibited by amendment of the rules, as the directors

elieved that the advantages of such trading were cutweighed by its
disadvantages. With the passage of the Future Trading Act in 1921
privilege trading wes, in effect, prohibited by Federal statute until
the United States Suprems Court in & decision rendered on January
- 11, 1926, declared that the provision impesing a prohibitive tax on
gri\jigeges was an unconstitutional exercise of the taxing power. . This
ocision was unmeéiatelg followed by the resumption of privilege
trading on the exchange. .

Although no record is kept of the volume of trading in privileges
on the Chicago Board of Trade, indications are, based om dats
acquired by the Grain Futures Administration for 2 months in 1928,
that such trading is equivalent to about 15 percent of the trading in
grain futures. The trading in privileges is principally for the account
m;gniul!l. 1933, trading In priviieges was suzpended by order of the board of directors uath further
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of speculators. The general public are for the moss part buyers, and
the large speculators are principally sellers. Privileges are not used
to any preat extent by merchandisers of grain or grain products.

About 75 percent of the time privileges sell at a distance of 1 to 2
cents from the closing price of the future. The menths during which
deliveries are made usually show the widest range. The supply and
demand for privileges, the length of time the privilege has to run and
the past trend and present state of the market are the factors deter-
mining the distance that privileges sell from the close.

Although the privilege market indicates whether trade sentiment
is primarnly bullish or bearish by the distance that privileges sell
from the close, as & forecaster of the next day’s price trend, it was
correct only 63 percent of the time. Twenty-nine of the large specula-
tors, however, who were sellers of privileges were as a group right, on
the average, 73 percent of the time in forecasting the next day’s price
trend. Their heavy trading, which at various times has moved prices
in the direction of their trading, as revealed in published reports of
the Grain Futures Administration (2, 3, 8, 9}, accounts, in part, for
their large percentage of correct forecasts.

Privileges good for 1 day are exercisable on the Chicago Board of
Trade about once in every 4 or 5 days. For the average individusl,
however, who cannot always secure his privilefes at the most adven-

us price, they are good not more frequently than 1 day in 6 or 7.
ore than 50 percent of the time that privileges are pood the gross
profitis three-eighths of a cent or less per bushel .The 5-year weighted
average spread was around five-eighths eent per bushel for both bids
and offers. The large number of instances that the spread is three-
eightha cent or less and the small percentage of time that privileges
are exercisable account in part for the fact that privilege trading on
the part of the general public, for purposes other than protection, is
unprofitable. In the case of the larger specuiator in privileges,
rivilege trading has on the average been profitable only to the seller.
enever the spread is one-fourth of a cent or Jess, the general practice
is for the commission house to take the trade of the nonmember cus-
tomer into its own account as the gross profit would be converted into
a loss to the customer after paying commissions and taxes.

Privilege trading is considered useful by many members of the grain
trade ix that it affords protection sgainst price changes, makes possible
the financing of speculative transactions on a small capital, is a source
of profit to some individuals, provides for the large speculstor s means
of getting in and out of the market under cover, and has a stabilizing
influence on prices of futures.

Its unfavorable aspects are the following: The small amount of
capital required to trade in privileges encourages speculation by
traders of limited financial resources. 'The practice of trading against
privileges bought and protecting those sold causes artificial price
movements. u%‘he making of ofisetting trades at the close of the
futures market by the buyers of privileges who are tsking profits, and
by sellers who are taking losses, adds to the congestion at the close
occasioned by scalpers’ “evening up” for the day and the execution
of orders to buy or sell “at the close.”
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