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“ O’I'I‘AWA, Caxapas, April 29, 1931.

The nght Honourable R. B. BE\I\E’IT C . MP
) Prlme meeter of Canada, Ottawa

. Sm,-—-I ha\e the honour to =ubmxt herewith the Report of the Commis- .
sion on Tradmg in Gram Futures The Report is pursuant to Order in Council
of Aprxl 10, 1931, a copy. of Whlch is attached hereto.

1 am, Sir,
Your obedient servant,

J. C. STAMP,
Chairman.”?
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P.C. 853

CEerTIFIED to be a true copy of & Minute of a Meeting of the Committee of the
Privy Council, approved by His Excellency the Governor General on
the 10th April, 1931.

' I T

The Committee of the Privy Council on the recommendation of the Right

Honourable Richard Bedford Bennett, the Prime Minister, advise that
. Bir Josiah Stamp, G.B.E. S o

The Honourable J. T. Brown, Chief Justice, Court of King's Bench, -
Saskatchewan, and: - - o T AP ‘ o

William Sanford Evans, Esquire, Winnipeg, Manitoba, be. appointed, under
the provisions of Part I of the Inquiries Act, a Commission to inquire into and,
report upon what effect, if any, the dealing in grain futures has upon the price
received by the producer.: . :

The Committee further advise that under the provisions of Section 11, Part
I1I, of the said Act, the above named Commissioners be authorized to engage the
services of such accountants, engineers, technical advisers, or other experts,
clerks, reporters and assistants as they may deem necessary or advisable, and
also the services of counsel to aid and assist them in the inquiry.

(Sgd.) G. G. KEZAR,
Asst. Clerk of the Privy Council.
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INTRODUCTION

(1) APPOI\T\XFNT or THE Co‘umssxmv

The Commlcsmn on Trading in Grain Futures was appointed by an
Order-in-Counecil of the Canadian Government dated April IOth 1931. The
personnel of the Comrmssxon consisted of :—

" Sir Josmn Staye, GBE, (Chaxrman)

The Honourable J. T. Bnowv Chief Justxce Court of ngs Bench,
Saskatchewan.

C WiLLiAM SaxForp Evans, Eﬁq " Wmmpeg, Mamtoba

Mr. Travers Sweatman, K.C., Winnipeg, and Mr, L. B. Pearson, First
Secretary, Department of External Affairs, Ottawa, acted as Counsel and
Secretary, respectively, to the Commission.

The terms of reference of the Commission were as follows:—

- “To inquiré into and report upon what effect, if any, the dealing in
grain futures has upon the price received by the producer.”

(2) Rrecorp oF PROCEEDINGS

The itinerary of the Commission was necessarily a somewhat concen-
trated one, beginning at Winnipeg on Monday, April 13th and ending in
Chicago on April 25th, the three succeeding days being epent in the prepa-
ration of the report.

Hearmgs commenced at Wi innipeg on April 13th and continued at that
place during the next three days. The Commission then moved West taking
evidence at Regina on April 17th and at Calgary on April 18th. Returning
to Winnipeg there were further hearings there on April 21st and 22nd.

It was our custom to hold two sessions each day, one in the morning
beginning at 10 and one in the afternoon beginning at 2.30. On our final
day in Winnipeg, however, we found it necessary to meet in the evening as
well. In all, sixteen sessions were held in Canada, and fifty-two witnesses
were heard. The exact list of such witnesses is attached to this report as
Appendix I.

. ~.'The commission did not confine its work to Canada, visiting Minne-
apolis on April 23rd and Chicago, April 24th and 25th. Our procedure in
these places was naturally somewhat different than in Canada. We held
there no formal sessions but rather had informal conversations with persons
whom we thought might help us in the solution of our problem. In Minne-
apolis we met such persons collectively in a conference at the University
which was arranged for us through the kindness of the Minneapolis Civie
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and Commerce Association and the Department of Economics of the Uni-
versity of Minnesota. In Chieago, on the other hand, we interviewed certain
Persons individually or in;pairs.

We were naturally anxious-to receive evidence from every section of
cpinion that was interested in this question and feel that the list of witnesses
rreviously referred to shows that we were not unsuccessful in this respect.

We heard twenty-one witnesses who were interested in the grain busi-
ress in all its commercial aspects; either as Officers of the Winnipeg Grain
Fxchange, or the Clearing House, operators of country elevators, exporters,
millers, grain merchants, commission. brokers - or speculators,

The producer’s side of the question was also, we think, given adequate
expression. Every effort, was made, through the press, the radio, and by
invitation at the various meetings, to get the farmer before us, “As evidence
of the results obtained in this respect, it may be stated’ that we heard
eighteen individual farmers and four representatives of farmers’ organiza-
tions. A

. What might be called the more theoretical side of the question was also
not overlooked. There appeared before us in this connection three Professors
of Economics, all of whom had done special work on the subject of our
enquiry, as well as two Agricultural Statisticians, AR

- We had also the advantage of having as a witness at ‘Winnipeg the
Administrator of the United States Grain Futures Act, while the financial
aspects of the question were put before us by two representative bankers.

Our conference in Minneapolis was attended by Professors of Econo-
mics, members of the Faculty of the School of Agriculture of the University,
millers, grain merchants and elevator operators. - '

" In Chicago we conferred with Officers of the Board of Trade, various
business men who utilize that Exchange, speculators, a Professor of Econo-
mics and the local representative of the Grain Futures Act Administration.

It was our constant desire to keep the enquiry on a purely economic
Lasis and not to allow other considerations to obscure that fundamental
issue. "As it was an economic and not a judicial investigation, the proceed-
ings were informal in nature and evidence was not taken on oath.

It would probably not be an exaggeration to say that the work of the
Commission aroused considerable interest throughout western Canada,
This interest was shown by the very.large attendance at all of our écssions,
the halls where we met being nearly always filled to overflowing, and by the
great amount of correspondence which we received on the subject of our
enquiry. : R
We paid visits, during our itinerary, both to the Winnipeg Grain
Exchange and the Exchange Clearing Association. CRAE R



PART I

INTRODUCTORY EXAMINATIO‘I OF THE QUESTIO‘I

(1) PREuMINAm CO\'SIDFRATIO\' OF THE RE\IIT or TERMS OF REFEREI\CE

(a) “Ejfects” Before embarkmg upon a detalled examma,twn of our
evidence and proccedmgs and the formulation of views thereon, it is, per-

. liaps, as well to classify the separate comxderatlons involved by the terms

of our reference, which are less exmple and unequlvocal than-they might
at first sight appear. . . r

.. The term “Effect. upon Prlce covers a number of erarate posmb!e
1deas The _first, and 'most natural is.a General Average Price per crop
year comxdered over a reasonable penod of years. We have, therefore,
to direct our minds to ascertam whether a system of futures trading gives
the farmer a better average price for his grain than would otherwise exist
or whether that system depresses it.

But the consideration of the average pnce is only the beginning, and
by no means the larger part, of the consideration of “effects”; for the same
average can be made up of a widely different series of results:——For ex-
ample, an average price of $1.00 can be given by a continuous series,
fluctuating between the extreme limits of $1.10 and 90 cents or between
$1.50 and 50 cents respectively. In the one case the mean variation
measured about the average is five times as great as in the other. More-
over, the average may be a mere arithmetical result of these fluctuations
and never actually exist as a common or normal condition itself. These
differences in the violence of fluctuation may have 'a material economic
effect upon the prosperity of the farmer, and the range of fluctuation has,
therefore, been a very important subject for our attention.

It has been put forward, for example, that if the range of ﬁuctuatlon
is reduced by futures trading it might even be worth while for the farmer
to have a lower general average than otherwise, for the one advantage
might more than compensate for the other disadvantage.

But the question of fluctuations does not end with their violence or
with their range; consideration also has to be given to their frequency,
and two series of prices with the same average may be subject to the same
range and yet one be liable to fluctuations within that range at much more
frequent intervals. The less frequent the fluctuations to which the farmers’
price may be subject, the more advantageous it may prove to be for him,
other things being cqual. It may be necessary to weigh one factor against
another, and the disadvantages of a greater range against the advantages
of less frequency. Again it is theoretically possible for this system to
lessen major fluctuations but to buing about a succession of very small
and rapid oscillations,

9
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We have, therefore, been compelled to resolve the single idea of “E ffect”
into these three classes and their respective combinations. ’

A brief table setting out in a theoretical or abstract way how these
combinations may operate is given in appendiz II.
(b) Different ideas’ of “Dealing ‘in Grain Fugupes: ¥ <00 1+

The idea conveyed by the words “Dealing in Grain Futures” had to
be considered, of course, under the actual conditions in which we find it
in operation today, and since this is a Canadian enquiry we have felt it
our duty to deal with it primarily in relation to the system in vogue by
which most of the Canadian grain is affected, viz, that practiced at Win- -
nipeg, with the particular method and traditions applicable to that mar-
ket. But there are some people prepared to concede ‘certain results to a
system of futures contracts in the abstract,’ who 'qualify their admission
in practice because of certain limitations or defects they see in the system
a3 it actually functions, and it may be necessary for us, therefore, in draw-
ing this report, to distinguish between the results that apply to an “ideal”
system of trading in futures free from limitations or abuses and an actual
system which contains alleged defects and limitations, = = = - o

- Apart from qualifications in the system as it is at present organized

and conducted, we have to consider any concomitant effects on the general
public. ' : o - : .

In brief, therefore, we have had to consider—

(1) An ideal system of futures with its effects. L .
(2) The extent to which actual defects in jts constitution affect (1).
(3) The system as conducted, with defects lying outside it in the
habits of the body politic. ' ‘ ' . "

(c) Price received by the i:roducer.

" In considering the price received by the producer we have to deal
with two different conceptions: . - . . :

(1) The simple issue involved by the sale of his grain. ,

(2) The net income of the producer after taking into account his own
dealings in futures not necessitated in any way by his own sales of grain,
but brought about by his desire to join in other ways in the opportunity
for speculation provided by futures in wheat. For example: advantages
gained by the farmer through the existence of the futures system as affect-
ing his own grain might be completely nullified by the temptations held
out to him to speculate and the consequent possible reduction of his net
income; or conversely, any disadvantages suffered in the sales of cash

wheat might be made good by gain‘s in the futures market.

(d) Abnormal conditions o - -

We have had to consider the whole question in its application to nor-
mal and abnormal times respectively. It is obvious that a system which
may work satisfactorily and smoothly at times when the general world
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economics are relatively stable may be quite unsuited to withstand an
economic cyclone and a world-wide depression in trade through a collapse
in the general price level. The whole background of the evidence has been
so definitely. affected by recent exceptional events, or by the depression

“of 1920-21, that it is with much difficulty that we have been able to

resolve that evidence into the features which are valid only in relation to
the ideas and prospects of ordinary years, and the parts which reflect the
disappointment, the excesses, and . the practical results of recent unpre-
cedented world events. . : .

We have, in the main, coneldered that it was our duty to deal with the
question in a reasonably normal <ettmg ‘and not necessarily to regard as
defective any procedure which proves well. adapted for general purposes
but which ma)hbe held to have broken down under special stress.

~(2) MgrHoDS OF F\Qmm'

The lines of enqmry ‘of varving degrees of scientific vahdxty or con-
clusiv eness which have been conceivably open to us, may be set out as
follows ‘

(a) To ‘see ob]ectnely what has been actuall) the state of affairs
reepectn'ely before and after the introduction of a system of futures trad-
ing, both in the level of prices and the fluctuations about that price, and,
subject to some logical reason to the contrary and the absence of any other
new factor, to attribute any difference between the two periods as beint
due to the system of futures trading.

" . (b) To consider the state of affairs existing, not at two times at the
same place, but in two places at the same time, one of these places having
a system of futures trading and the other not, and to assign the difference

" between them to this factor. v

~(¢) A third objective test would appear to be the consideration of the
relative degree and prevalence of fluctuations in the price of other primary
products in which trade in futures is not available.

(d) A fourth approach is the detailed consideration of particular
price fluctuations at specific times under the present system of futures and
a determination of their cause and effect. For example: If we examinc
particular changes in the range of prices at a particular date and find them

" to be due wholly, or for the most part, to a particular activity or type of

speculation which was only possible under a system of futures trading, a
lesson of some positive value may conceivably be derived as to the effect
of such trading, upon prices.

These four methods we may group as the Statistical Approach.

(e) The fifth method is the method of deductive economic analysis
from first principles and by reference to the general body of economic
theory. Here the considered analysis is subject to two checks or tests—
it must be harmonious with that general body of economic theory and fit
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into it without violence, and second, it must adopt only those methods of
analysis which are of proved value in fields outside itself. RERE

() The sixth method involves the close déscription, consideration and

" analysis of the" procedure involved in’ the system of futures ‘trading in

practice, an imaginative substitution of what would be necessitated under
alternative systems or‘under the entire absence of any such system.’* This
is pursued by close examination' and criticism of the procedure given ‘us
by witnesses and testing at each point the procedure which .might have tc
be adopted if this actual one were not, open to them. - : -~ ..o

(9) The seventh method is that of obtaining a general consensus of

' individual impressions—a kind of psychological induction—particularly of

those witnesses who are not sufficiently articulate or sufﬁéiently experienced
and definite-minded to put their feelings into exact 'terms with ™ precise
reasons. This is based, of course, upon the well-known principle that
where impressions and suspicions cannot be made sharp and definite by
the production of actual evidence it does not follow that they are ‘value-
less. Whether a psychological impression is any less likely to be'a delusion
because it is held by a very large number of people is a matter which can
only be determined by the nature of the case. But a summary of the
impressions or bona fide views of men not given to the statement of scien-
tific and legal proof tends also to a summary or consensus of their impres-
sions as to what could be done under alternative systems, and how ‘they
think they would benefit. Moreoever, no system affecting human con-
duct can be considered in a purely mechanical light; it may function well
or ill according to the psychology in which it acts. o

(k) Finally, there is available a systematic exafnination of the alleged
deficiencies, excesses and abuses of the present system of trading in futures
in order to determine how far a correction of these defects by admini-
strative or other means would leave the pure and abstract principles free
to operate without disadvantageous results. In other words, if the present
system is bad for the producer, is it susceptible of correction in order that
its good influences may predominate?



- C " PARTIL , ,
STATISTICAL AND ECO\O\IIC A\ALYSIa

(1) THE STATISTICAL METHOD

o As rmght be expected by any who are acquamted mth the past history
of the subjeect, evidence with any degree of scientific validity under the
methods of inquiry enumerated under (a), (b), and (c) is scanty.

'So far as Winnipeg is concerned, although the system of trading in
futures was inaugurated on its present basis in 1904, a very considerable
proportion of Canadian grain was subject to the hedging system in the
Chicago market prior to that date. There is no clean and precise division
of time at which it can be said that their system of futures became the
“ only differential, for.volume of trading, and many changed world condi-
tions, enter into such a comparison and confuse the issue so that any dif-
ference found in the two perxoda could not with certainty be attnbuted
to the system. . .. . - .

. Nor is this method of “ before and after easﬂy apphcable to
other places besides Winnipeg. The evidence about Berlin from 1890 to
1900 is rather inconclusive.

.- Professor Boyle, one of our mtnesses, who has w rltten much that has
a “¢laim to scientific method upon this subject, hias quoted some figures
from Perlman (Die Bewegung de Weigerpreise und Ursachen) relating to
these, troubled years—years to the history of which fuller reference is
made in Part IV—and from these it appears to us that the ten-year period
1899-1909 had a much larger co-efficient of.variation than the ten years
1889-99 measured in a similar way.

- We are unable by examination of the luatory of ‘the Chlca«ro futures
to establish any conclusion upon these lines. Professor Boyle has indeed
told us that he had, discerned that since the introduction of futures,
ﬂuctuat:ons have been much less.

. “If we compare price fluctuations,” sa)s Dr. Bovle, “under future
tr'\dmg with those before the days of future trading we see at once a vast
difference. Fluctuations of ten cents a bushel in one day are about &s
common now as ﬂuctuatlons of fifty cents a bushel in one day then. Of

cource part of this greater price stability is due to our better communi-
" cation and traneportatlon but part of it is due to future trading. On

this point practlcallv all marketing economists are agreed.” .

;. Dr. Boyle has since submitted to us some of the general evidence on
which he relies, in_particular his pamphlet published in 1922, “ Chicago
Wheat Prices for Eighty-one Years; Daily, Monthly, and Yearly Fluctua-
tions, and their Cauees The \\orL was undertaken,. according to the
summary of chapter I,“in order to trace what effect, if an), future trad-
ing has on prices.” The text goes on later:— Ce e
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“Price Fluctuations.—The, general. effect of future trading on
price fluctuations is to ‘ put on brake.’ Instead of prices falling violently,
the fall is cushioned; it comes gradually in a series of small steps. Or
conversely, instead of _prices rising rapidly, the rise is stepped up gradu-
ally. The total effect is that the market range—the spread between high
and low prices—is reduced. Thus under future trading the daily, weekly,
monthly, and yearly ranges in price are smaller than these ranges would
be without future trading. - [A careful study of the graphs will clearly show
the truth of this statement.]: - = .

“ Does Short Selling Depress Prices?—An opinion’ held by many is,
that the selling of a large volume of wheat for future delivery by -the
speculator (i.e. wheat contracts when he does not have the real wheat)
has the effect of depressing prices. Short selling, as this process is ‘called,
is indulged in by the speculator who thinks prices are too’high and are
_now ready to fall. - The short seller, in order to’ make any profit at all
from a change in price, must of course buy back the contracts at a lower
price. That is, he becomes a buyer to the same extent that he has been a .
seller. Evidently therefore, his total effect on the market is not to depress
prices.” It takes some deeper causes than ¢ short selling’ to depress prices
for any length of time or to any perceptible extent.” - C o ‘

Graphs prepared by Dr. Boyle show clearly that, ¢ For the period 1871-
1913 (or 1921) wheat prices in" Chicago were more stable—had smaller
fluctuations—than in the period 1841-70.” To avoid the war period and also
to get a completely “ pre-futures” stretch of years, he also takes 1811-60.
The later period of forty-three years shows average fluctuations of about
one-half those of the earlier period. “ This evidence shows that future trad-
ing lessens price fluctuations—* puts on the brake ’ against bulges and breaks
in price.” The method is to take the average monthly prices each month .
over the whole period and to measure the total spread which comes out
as 17 cents against 9 cents for the later period. This spread is merely the
range from the highest to lowest, but this perhaps understates the differ-
ence since the absolute ‘average differs considerably. By reworking on
his figures we compute the co-efficient of variation’ for the earlier period
to be 5:5 per cent round the earlier monthly average and 2 per cent for
the later. It is probable from the charts that, taking the latter half of
the second period, the difference would be even greater, for the charts of
daily fluctuations show a narrower belt in the later years of the forty-three
vear period. S .

We took general evidence from two men of long experience in Winni-
peg extending over many years before 1904 and after, and we obtained
their impressions in general terms. One of them said that after the intro-
duction of the futures market the farmer got an absolutely better price
because the buyer previously always required a'margin of 10 cents to 15
cents a bushel which never gave an “ unreasonable profit,” whereas after-
wards he never expected to make more than a cent and a half. The other
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witness, as an “ old-timer,” agreed with the above and was also emphatxc
that a better price to the farmers resulted from hedging."

. The second theoretical method which consists in comparing the facts
at places where futures do not exist and where they do, may be susceptnble
of more exhaustive treatment than we have been able to give it in the time
at our disposal. It would generally involve examination on the spot, and
there are many other factors that would be present to interfere with the
singleness and vahdxty of the comparison for this purpose. Very general
statements have been made i in this connection in relation to Australia, but
we have not. had an opportumty of examining the evidence. In view of the
many other differentials that may exist we doubt Whether the method
standmg by 1tse1f has any scientific certitude. .

The third method—the realistic consideration’ of the . fluctuations in
commodltles similar to ‘wheat for which no futures are available—has not
been pursued in detail by us. Again, it would involve a very detailed,
technical examination in each case before any difference in the range of
fluctuation—or what we might call the co-eﬁicxent of variation—is shown
to be due to this particular case.

One witness declared that the futures market enables wheat to be
handled at a cost lower than any other agricultural commodity and con-
trasts hay for which the commission charged for selling is much higher.

~_ “Every man that handles hay from the producer to the consumer
epeculateﬂ largely and takes great chances as there is no way in which
he can hedge his trades. For this reason the fluctuations of his market are
large and often a few days will show a variation of values from 25 per
cent to 50 per cent.” (19th Annual Report of the President of the National
Hay Association at Kansas City, 1912). In evidence it appeared that the
limits of the market in hay due to the expense of transport relative to
value, are dlsablmg from a statistical point of view.

Evidence was given to us in Chicago on the futures market in lard, but

again it did not lend itself to statistical treatment.

We have had occasion in the course of cross-examination to employ
from time to time the fourth method, inasmuch as our attention has been
frequently directed by witnesses to the partxcular fluctuations at particular
moments, subject to the statements Wlth varying degrees of conviction by
the witnesses that these fluctuations must have been due to the systemn of
trading i in futures or the alleged excesses arising therefrom. Com'e:sely, our
attention has been directed to the relative absence of fluctuations in cir-
cumstances where the change in the conditions of supply or demand might
have been expected to have produced important changes.

Some of these fluctuations have occurred at times of tremendous world
stress with a break in the general price level of which wheat prices were
only one symptom “Thus, 'specific cases of “ unfair " price ‘change which
stimulated suspicion against futures were on examination found to relate
to war conditions when the Exchange was about to close or had just'been
_‘opened, or to the sudden downrush of world prices in 1920-21 or 1929-30.
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.+.. We have felt unable to isolate the change as due to futures trading, but
whatever valid residue of advantage may be said:to have: resulted from
this. method of ad-hoc examination- of particular fluctuations, we: have
utilized consciously or - subconsclously in- arrlvrng at our concluelons as
stated hereafter. . R :

- {2) THE Fcoxomsr s Vrr:w

The general body of accredited economic doctrine on this subject is
remarkably compoalte and uniform.- It was put before us'in its’ main lmea
with accuracy ‘and distinction, in the evidence given by Professor A. B.
Clark Professor of Political Economy in the Umver51ty of Mamtoba He
is in the direct tradition of the classical economists from his early trammg
under Shield Nicholson of Edinburgh, and thus, while representatlve, has
also, by his:long residence in: ‘Winnipeg, had partlcular opportumtles for
studymg this actual problem in its economic eettmg ‘In this section we
shall use his statement and that of other economists, in a preaentatlon ‘of
our own, designed to bring out the relationships which are of mo~t 1mport-'
ance in the particular subject covered b) our remlt

L

(a) Definitions - - . Gl P

The economic deﬁmtxons of futures and hedgmg gwen m evldence are
as follows:— S e

© “Trading in futures nnphes epeculatlon in the technical economic

serise, meaning estimating the price at a future date of a commodlty liable
to price fluctuations, and acting on that’ e~t1mate Now the speculative
market in produce, of which the future contract is the characterlstxc feature,
is a modern’ development arising from the operation of the causes ‘which
have substituted for the local market, with its known conditions of demand A
and supply, the world market with its ex erchangmg condmons and conee-
quent risk of price ﬁuctuatxonﬂ " e

“TIt is the need of takmg care of. this element of price-risk. that has
made the marketing of such commodltxes as cotton and gram a business
quite distinet from tllexr productlon By a process of . dmelon of labour,
it has given r1=e to a new industrial clas ; the =peculators or '~peclah=ts
in risks who are now orgamzed in the produce markets. | Tlus risk- -bearing
class provides a continuous’ market ever ready to buy, or 'to sell.  These
speculators thus meet the “ants of producer and con=umcr “of farmer, eleva-
tor company, merchant or mxller, who may want to pass on to- other
shoulders, by “ hedgmg " sales or.purchases, the nck of loss arising. from'
future fluctuation in the price of the commodlty in which they deal.”
.. Fluctuations must exist at all times .under modcm condltxons,« but
tlrey are eepemally 1mportant when the commodrty in question is subject,
a3 at present, to an c:pecxal extent to natural hazards affecting it in demand
and supply, and also to the large unavoxdable causes lying behind changes
in the general ]C\ el of prices throughout the jworld restmg upon. a gold -
standard. | ooy Lo ey e et T
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% Hedging 'is a.device by which the holder of wheat, say, seeks to
protect himself against the risk of loss from an actual sale or purchase,
through fluctuations in price, by balancing against it an equivalent purchase
or sale for future delivery.” . - oo o :
(l')).Specializing' o e . . .

. Professor Marshall has in the same way insisted on the importance of
this system, in that it enables the farmer, miller, shipper, etc., to concen-
trate on his proper business. Instead of hundreds of worried amateurs
doing the work of “ prospect-judging ”, each as ah incident in his business,
1t is treated as a special business, with able men as experts performing
the services for all, under the definite spur to efficiency. which a direct
profit and loss connection with the degree of success attained must afford.
Professor Marshall describes * prospect-judging ” as a ‘'special thing. : (In-
dustry and Trade, p. 252.) . ST . _

The mechanism of dealing in futures, with its utilization for “ hedg-

ing” purposes, enables men to shift speculative risks of price almost
entirely to a special class, and this special class takes speculative profits
as their compensation for performing this economic ser\:ice. '

{¢) Capital Limits in Risk Bearing =~ = v
Some economists point to the undesirability of persons of small capital

being in ‘»the risk-bearing business, Vn'ot‘merely for themselves, but because
of their influence on the stability of general business. Professor Pigou

jd(-velopévtlie importance of short settlements for weak dealers taking too

many risks, in relation to the general stability of business conditions as
a whole.  (Industrial Fluctuations, p. 81.) ' ' '

(d) The Continuous Market and Speculation

The majority of cconomists emphasize the importance of a *con-
tinuous .market ” and this itself entails futures. It was put characteris-
tically to us in evidence: “ This economic service of the risk-bearing
class—the maintenance of a continuous: market for hedging purposes—is
made possible only by dealing in futures. The market in futures, commonly
though erroneously regarded as exclusively a speculative market, really
provides in the hedge an effective means, and one extensively used, of
avoiding speculation. So common has the practice of hedging become that
the elevator company, the wheat merchant, or the miller who does not
protect himself as far as possible against the risk of an adverse movement
in price, by hedging, is with reason regardedas extraordinarily reckless.
« Paradoxical as it may sound, the man who avoids the speculative market
is the greatest speculator of them all.” (I. C. Emery, Economic Journal,
1899.) : : S Co !

Profcssor Seligman refers to the “ paradox of hedging” Professor

‘Marshall teaches that for futures to be useful wide markets are necessary.
-(Industry and Trade.) ' Practically all economists agree that the con-
.tinuous market given by futures involves speculation by the specialists
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who do not themselves buy or sell gram or perform any. other service
upon it. oo :
"But the futurec market does not con~1~t merely of people who are
hedging and just enough speculation to balance them.. Many dealings in
futures are not for hedging purposes, and the common criticism of futures
trading fastens upon these transactions. Speculation in the strict sense
of the term is common in the futures market. Dealers, in' other words,
“sell short” or “ buy long ” simply with a view to proﬁtmg from antici-
pated price mov ements and not because they themselves are moving wheat
itself, or enabling those who move it to insure against fluctuation. = There
are many intelligent people who recognize the economic utility of hedging
and yet advocate government interference to prohlblt entlrely, or penalxze
by taxation, this pure speculation.”

But it is generally agreed by economists that the existence of an
active purely speculative market in futures is an essential prerequlsxte of

suecessful hed{,.ng “You cannot hamper the one thhout hampermg the

other.” '

There is no po xbxhty of prov1d1ng a good hedging market by think-
ing only of, and providing only for, hedging operations. In any purchase
and sale of futures, both parties to the contract may be hedgmg, or both
speculating in the strict sense, or one may be hedging his grain and the

other speculating in the fluctuations. of price.  “Now, even if it were
possible to determine in each case the motive of the dealer—surely a very
difficult feat, and clearly an impossible one in the case of orders from out-
side’ markets—even if we could determine motive and prohibit or penalize
pure speculation, we should simply have so restricted the market, by
driving out the risk-bearing specialists, as to render the arrangement of a
successful hedge a very difficult and rare achievement. Think, in this
connection of the plight of the elevator operators forced to hunt for hedg-
ing purchasers to take up their enormous hedging sales after harvest, At

- other seasons, the buyers of hedges might be in a ma;onty, and thus find

themselves in a similar plight.”

The purely speculative operator has a recogmzed economic part to
play by meeting such situations and by equating demand and supply. The
continuous market enabling the farmer, the -actual grain merchant, the
elevator company, the miller, each in turn to get rid of the risk arising
from fluctuations in prices is prov ided by the speculator so that to “ pro-
hibit or. penalize speculation in grain futures would mean to destroy or
wi caken the continuous mqu\ct for hedgmg

(e) The Speculator and the l’roducrr o

The cconomist has no very great regard for the old or popular dis-
tinetion between “ productive ” and * unproductive ” labour with its semi-
cthical implication. The speculator, in so far as he is a special student of
risks and gets an income which depends upon the accuracy of his judg-
ment, is 2¢ much a “producer” in a inoral and economic sense as the
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farmer. An actual phy=1cal product is not made an economic good merely
because someone has done a lot of manual work upon it. Before it has
“value” it must be put where it is wanted, when it is wanted, and the
nearer it is to the point of demand in place (Transport and Dlstnbutlon)
and to the point of ‘demand in time (Finance in carrying and storing.
Risk bearing which makes ﬂtonng and carrlage po<51ble) the greater the
“value” created. Anyone who takes part in this process, even if he sits
in the oﬁice and never sees the product is a creator of value. He does
not batten upon the other producers if the reward he takes for his ser-
vices is not in excess of this added value created by him. In evidence he
sometimes began to- be made to look as a person performing functions
that were not very proper, a kind of “social outcast,” but the speculator,
who is unfortunately too often confused with the gambler, and almost

_ mvanably s0 described by the critics of the futures ‘market, may be and

often’is a man of lngh professional at,talnments

L qpeeulatxon in’ price movements is an attempt to proﬁt, from one’s
supposed superlor power of forecasling prices. He who buys in _anticipa-
tion of a rise in price, or sells in anticipation of a fall, is really acting in
the belief that his own estimate of the future is more reliable than that
of the other party to the contract.” He takes the risk of that just as every
business man takes other risks in stocking goods which the public may
suddenly decide not to want, or to buy ‘elsewhere, or in making things
which others may make and sell for less money. “The ordinary process of
business is to take chances, other than those of price fluctuation. He does
not- deal in the unknown, for “risks assumed in pure speculation are
already existing risks which must be borne by someone” and he learns
to measure as precisely as possible by sight what is not yet accurately
measureable by touch. The speculator who buys wheat in the reasoned
expectation of éellmg later at'a proﬁt voluntarily undertakes an already
existing risk of an adverse price movement, and what one speculator gains
another loses or misses. ** But the gain of one does not cause the other’s
loss. : Indeed, the success of the first tends to lessen the loss of the second,
for the more accurately the speculator forecasts the trend of the market,
the more will his action tend to lessen price fluctuations.” To make a
demand on a falling market is to lessen to some extent the loss to the
seller, and to part freely in a rising market is to lessen the rise in price
and thus to benefit the buyer.” ° ‘ ‘
‘. The expert and knowledgeable speculator performs a socially useful
scrvice, fully legitimate in its economic basis, He adds to the economic
utility of the commodity dealt in.  Having, by careful study of the situa-
tion,' formed a reasonable estimate of the probable future trend in the
price of the commodxty,' he buys or sells according to his expectation of
the rise or fall in price. Take the case of the “ bull ” or speculator for the
rise, Buying when the thing is abundant and cheap (i.c. of little marginal

- \;tlhty) he holds fo sell when it is scarce and dear (or of high marginal

utility). -To repeat: he adds time utility to the thing. Similarly buying
273202
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in one market to sell in another in the same day, he gnes place utzhty
to the thmg. : : .

(f) Stability of Price.

It is deﬁmtely the teaching of economists that the main service ren—
dered by :peculatlon of this order is the steadying of prices, and more stress
is laid upon this than upon the actual lowering of average price. Thus,
Profe:aor Marshall, referring to the accusation that speculators keep down
the price of wheat just after harvest when farmers have payments to make,
and raise it later on, quoted with approval "the finding of the Industrial
Commission (Report VI, p. 223) after a full hearing. “ Prices prevailing
at'the time when producérs dispose of the greater part of their produce
are greater in comparison to the Test of the year than they were before the
advent of modern speculation. Farmers’ organizations complain that specu-
lation in futures lowers prices, and millers that they have the opposite
effect.” He refers to the inconclusiveness of statistics on the point, but i3
quite definite that the amplitude of fluctuations is leseened

Professor Seligman says, that speculation tends to equalxze demand
and supply and by concentrating in the present the influence of the future,
it intensifies the normal factors and minimizes the market fluctuations.
Speculation, hence, exerts a direct influence on price ( Economic Principles).

In evidence, this economic view was expressed:—‘ Not only does pure
speculation provide a continuous market, it tends on the whole to steady
prices, instead of aggravating price fluctuations as is commonly supposed.
It helps to distribute the supply more evenly throughout the year, lessen-
ing the extent of the fall at one time and the rise at another.. The selling
of futures, far from depressing the price after harvest, really tends to spre‘td
the supply over a long period, and thus to check the tremendous fall in
price which would inevitably take place in the autumn.” '

The fluctuations to which economists refer in these analyses are not the
long-period secular trends of price shared by all commodities over decades,

PR

for it is not suggested that the system obviates or affects these. Nor are

they the small day-to-day and hour-to-hour oscillations of market price
in a vigorous competitive market. They refer to the month-to-month
fluctuations in particular, and the year-to-year:fluctuations in general.

It was brought to our attention by Professor Boyle that in a case before
the United States Supreme Court in 1922, twenty-two economists declared
their belief by affidavit, and eleven more were cited in evidence as teach-
ing, that with infrequent and minor exceptions, futures trading has a
marked tendency to stabilize prices.. The authorities included Professors
of economics in the chief American Universities, with five from other
countries. Dr. Boyles view was that cconomists generally would stand
one hundred to one in favour of the view haf futures trading stabilizes
prices.

The anal) sis of the case for stability is well tcstcd b} thc actuql rela-
tion of spot and future prices. Cash prices are often said and seem to
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follow futures prices, and thus the farmers think they are plécéd at the
merey of the speculators to their detriment. There is always a very close
conneetion between the two prlces as may be seen from the price paid to
the farmer by the operator of 'a country elevator which is largely governed
by ‘the pnce he knows he can secure by- ‘the sale of his future. “But the
futures price is not the ultimate cause of the movement in spot price, but
rather the herald or advance “arnmg of such mov ement antxclpatmg and
lecsenmg its extent ”o
<-The relatlon of old supply to the e‘cpected harvest is an 1mportant fac-
‘tor in determining the relation of the spot price to the future, i.e. whether it
is more or less than the “ cost of carrying ” over the period. If, for example,
‘old wheat is scarce and a good barvest expected, the spot price may, for
a time, be higher than the futures price. - “But as harvest approaches
the low price of futures will cause a sympathetic fall in the price of eash
wheat if that is abundant, thus stimulating consumption in advance, and
80 lessemng the over abundance and fall in price after harvest.”
*In a like manner, an unfavourable prospéct for harvest during the sum-

“mer makes speculators tend mostly to buy futures, and, with competition
forces at work, futures prices go up. The chances of makmg proﬁt through
buy ing and holdmg cash wheat are greater, and so its price will go up. The
‘rise in prlce will have a slight effect on consumption, and.prevent the actual

rise of price after harvest from being as much as it might have been. Specu-
lation thus ¢ takes the sharp corners off price fluctuations, or smooths out
the price curve.” But the futures price can hardly be said to determine
the cash price, or the cash price the futures, for both are in the long run
determined’ by each other; and the price is Jomtlv the result of the actual
conditions of demand and supply of existing wheat, and the demand and
«upply of wheat on its way. This double judgment of the economic equa-
tion, and the relation of one equation to the other, is the task of the true
speculator 1f he does it well, he renders a true économic =er'ﬂce, and he
gets as his reward a profit by intelligent antlcxpatxon

' Futures contracts change hands often very many times before the ﬁnal
settlement of wheat delivery takes place “The more active the market
the more perfect is likely to be its achievement in steadying prlces, for the
more frequent the bids and offers the keener is the competition and the
‘closer becomes the adjustment of pnce to the actual relahon of demand
for and the supply of the commodlty

(g) Eﬁect on avcrage pnce T e S

Many economists go on to show, however, that not only are flucty-
ations reduced in amphtude (and lees deﬁmte]y, in frequency) but’ also
that the average price received by the farmer is better \\hcre futures pre-
vail, “Destroy the futures market and the elevator operator will hedge
his risk by paying a lower price to the farmer,” is the common expression.

* Given no change in the final' consumers’ price; whence arises the sav-
mg in cost which- enables a higher price to be afforded at the first stage of
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ownership by the purchaser to the farmer? It may arise in one or all of

,three ways:i— .

First, the service of nsL-bearmg should be performed by experts at
a lower cost to themselves than can. possibly.be assumed by numerous
inexpert and casual dealers in risk bearing. The economic reward required
for a period by anyone before he will bear a risk, is greater if his risk is
more likely to mature during that period. The greater his spread of risks
and the greater his judgment and knowledge by specialization, the. less
likely is a net loss to mature within the period and therefore the large
scale expert will take a series of risks for less aggregate reward than Would

_attract an aggregate of small single risk takers. .

Second, the several processes of buying grain, from Ythe farmer to the
importer or miller, are made possible, to a great extent, by credit advanced

by the banks and the .ultimate title to the grain passes to the bank as

the security for the loan. They may sell it at any time, if there is a
continuous market; which can alone be given by the speculative market.

Without a futures market, competition amongst purchasers for the grain
would be much restricted—for only the few larger firms with considerable
capital resources and good credit could take part. * Thus,Anot only does

the futures market relieve the farmer from the risk of price ﬁuctuatlon,_
it also permits of more and keener competmon for hxs grain, and so
again insures him a better price.”

. Third, insofar as the supply of risk takmg from the cpcculators in
general may include not only the supply from those who provide an actu-
arial risk but also those who take chances on non-actuarial lines, the addi-
tional supply of risk-taking tends to be provided, if not below net cost,
at any rate below cost plus the normal remuneration for service, Wherever

the lottery element enters in, the characteristics of the real lottery. may

be found to a greater or less degree A lottery can be quite successful in
selling all its tickets, where the aggregate prize money is far less than the
aggregate entrance money, the entrants having each a non-actuanal pre-

.ference or faney for his own luck.. Where judgment purports to enter

also he often has an unwarrantable faxth in his own Judgment and thinks
more of his successes than of his failures. =
Professor Clark says. “It should here be ob%en ed that the proﬁts of

speculation, in the wheat market as in other fields, are on the average far

lower than is commonly supposed.” Adam Smlth referred to “The over-
weening conceit which the greater part of men have of their own abilitice,”
and “their absurd presumption in their own good fortune,” and these human

weaknesses lead in general to a great overvaluation of the chance of gain

in risky ventures, . “The few who succeed, too, remain and are conspicuous, -

but the many who fail disappear and are forgotten. It is the losses of the
failures that help to bmld up the fortunes of the successful oooro L

(h) Gamblers P U
This last consxderatron leads us back mto the questxon of ﬁuctuatlons,
or rather, perhaps; into “oscillations.” . The gambling element, in provid-
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ing some risk-taking at less than cost, contributes something to the effect
'on price in increasing the sum paid to the farmer, and thus it may partly
or wholly offset its provocative effect ‘upon oscxllatmns ‘and their detri-
mental consequences. - The economist says that =peculat10n is not, as it
is often described, a form of gambling, but gambling is a form of specu-
lation—that form in which the risks speculated in are artificially created.
It has no economic virtue. ' The gambler creates an unnecessary risk and
does not deal merely with those that exist nor does he deliberately and
by great experience measure ‘them. He has no expert knowledge enabling
him -to forecast the probable movement-in price, but proceeds blindly,
taking a “fiyer” or “flutter,” on the principle of the throw of the dice.
“Going with the crowd he is more hkely to aggravate than to moderate
price fluctuation. His gain, if any, is ‘the uncompensated loss of another,
and the gambling transaction is the cause of that loss. In most cases the
gambler is-a ¢ bull’ speculating for the rise and he is almost invariably a
buyer in a rising market, thus aggravating the rise.’ If he is a ‘ bear,” he
- is generally selling in a falling market thus aggravating the fall.” He
thus performs a social disservice—is in fact a social parasite who seeks to
reap where he has not sown. ! In cross examination he was likened to the
“poor moth” who could: not'keep away from the flames and therefore
burnt his wings. He brings discredit upon the whole economic service
and is not really welcome at the Exchange. Any man’ who makes goods
beyond a possible market by using no good judgment, equally misuses
capital and labour and lowers the price also for the good manufacturers.
- Economists agree generally that the potential “bullish” sentiment of a
crowd of occasional gamblers tends to promote the existence of a class who
batten upon them, egg them:on by titillating their. peculiar psychology
with “tips,” suggestions, organized initial movements of price, The exist-
ence of these people tends, in turn, to increase the number of gamblers.
But they do not admit that bona-ﬁde expert speculation can do much to
affect the main broad fluctuations. In evidence we learnt “ To suggest that
~ the price rises or falls because the large speculator is buying or selling seems
to put the cart before the horse; it would be more correct, in general, to say
that the large speculator is an active bull? because he foresees a rise in
price, and an active ‘bear’ because he foresees a fall. Thus he simply anti-
cipates and epreads:, a8 movement over a longer penod thereby le&eenmg lts
mtensxty )

It is commonly urged that deahng in futures by hedges depresses the
price after harvest, but this overlooks the fact that successful speculators
look for very small profits on each transaction, and that to reap that profit
the seller of futures must also sooner or later buy. "Thus a very slight fall
turns the “bear” into a bull. Professor Clark said: “It is scarcely correct

-to speak, as'is currently done, of speculators as a whole buying at one time
and selling at another, to the detnment of the producer. Every sale involves
a purchase, and the dealmg is largely within their own body. ‘It is easy
enough to pomt to a group of bears on a highly speculative market like that
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of Chicago, who are “ short ” many millions of bushels at a time, but it -
must not be forgotten that there are other groups who are “ long.”

It seems to be a general view of economists that temporary manipula-
tions of the market by “bears” or “bulls” on a very small scale are possible,
but far less common on the grain market than formerly in its earlier his-
tory, while their effect on the general price movement is small. . They
“resemble merely wavelets on the tide.”. The statistical evidence, so far
as it goes, certainly supports this view. - By the rules of the Exchange all
manipulation is discouraged and punished when possible, for the gambler’s
personality confuses and ecomplicates the task of the speculator who has not
only to know all about wheat demand and supply but also the likely
behaviour and activity of the gambler. He has thus, in addition, to study
minds, an even more incalculable element, .- e :

. Great stability of price and a smaller range of fluctuation.in price is
to the benefit of the producer, even if it does not affect the long-run aver-

-age. If over a period of ten years the average price is one dollar fluctuating

from $1.50 to 50 cents, and a system of insurance like hedging then re-
duces the fluctuations between $1.30 and 70 cents, stabilizing effect on the
profits is. even greater. Suppose the cost per bushel is about 80 cents.
There is in the first instance a net profit of 20 cents on the average of years
throughout, fluctuation for particular years being between 70 cents net
and minus 30 cents. These fluctuations are then reduced to 50 cents net
and minus 10 cents net. By the application of the economic principle of
“diminishing utility” and “marginal satisfaction,” the aggregate satisfaction
is greater where the fluctuations are less, by a very important difference.

In our judgment, no economic analysis can do justice to the problem of
the influence of speculation and gambling . respectively upon price which
does not distinguish carefully and constantly between: - :

(a) long period hjehds of world commodity price—-—}
" (b) periodic fluctuations bet\\'een' crop years, and from month to month
' in the crop year— Pt et o
(c) short hour to hour, and day-to day os‘cillq!tions round about the

general fluctuation curve,

- This distinction, together with the effect of marked and uncontrol-
liable changes .in the trend in. creating abnormal as distinet from more
normal or gradual movements, is of great importance in resolving the
puzzle of many of the conflicting facts brought forward by competent wit-
nesses and of views bona. fide held by.them. T :
(i). Efiect of Elasticity of Demand. =~ L o
Some special points have emerged of a theoretical economic character
during. the. course of our enquiry. which have not been to our knowledge
very fully examined by. economists generally, and which do.not.form any.
part of widely, received ecconomic teaching on the subject of hedging or

'
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speculation.. One relates to the incidence or resting place of a differential
introduced into the chain of economic-services and costs between the “pro-
ducer and the final consumer,. The doctrine that such a differential will
rest upon the producer, either as an added advantage, or, if it be an extra
expense, an added disadvantage, depends inter alia-upon the fixity of the
final: price—that is to say, the elasticity of demand! in the consuming
markets. The determination of this factor is a very complex issue. Some
previous evidence went to show that, in the neighbbourhood of a fairly
settled average price, demand would rise by about the percentage of the

" fall in price. - This “ unit of elasticity” was found by Warren and Pear-

son' (Interrelationship of Supply and Price, 1927) on the following lines:
when the world crop was'10 per cent below normal; wholesale grain prices
were 9 per cent above normal in Berlin, 11 per cent above in Liverpool,
14 per cent above in Kansas City, and 16 per cent above in Minneapolis.
When the world crop was 10 per cent above normal the prices were below
normal. 7, 9, 11 and 13 per cent respectively. In the effect of supply on
total value of the crop, the 100 normal total of Liverpool was also 100 total
for a crop 10 per cent below and above normal. Berlin lay between 98
and 102. There is reason to believe that this considerably exaggerates
present elasticity, and that a fall in price of 10 per cent would not increase
the quantity consumed by anything like 10 per cent. The present results
may well depend on the quantity bought, and the increase in stocks car-
ried over are an important factor, masking the results of actual consump-
tion, - R et ' ‘ '

The willingness to carry over depends on the existence of futures, so
that the eclasticity itself would be different without futures. In the second
place on a larger price difference probably the elasticity is much greater
than on a small, for really low price stimulates the use for feed, and a really
high price brings in the good substitutes vigorously, In the third place, it
is unlikely that the elasticity is the same on both sides of the normal. :
(i) Incidence of a Differential Cost. - o

“The matter is of importance when we consider the possibility of pass-
ing a cost to the consumer. A relatively small ('ine, such 'as wiping out the
economy of insurance by the system of futures the world over, might very
well be put mainly into the consumer's price without much diminution of
demand. But it is a very different situation with a partial abolition of
futures as, for example, in a supply of the magnitude of the Canadian. .
For there is not much possibility »of pushing .up the world price when
the affected supply is only a fraction of the whole. In these circumstances,
a very small shift between the relative supplies might result in a micro-
scopical enhancement of the consumer’s price, and the bulk of the differ-
RS T demand falls off by about the same percentage as the price rises, or vice
versa, the clasticity is neither great nor small. ffe small changes in price make great

differences in the quantity demanded, demand is elastic, If large changes in price mak
little differences in the quantity taken, demand is inelastic, .
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ential cost would be worked back on to the producer in the affected area.
In the converse case of an advantage belonging to one area, if its supply
is a small part of the whole, the world price may slightly weaken and the
demand increase to a like extent, but the case will not be markedly differ-
ent from that of a fixed price. - This will leave the advantage belonging to -
a limited market resting, not on the consumer, but somewhere in the chain
of producers.. . By, the competitive process it is most likely to get back
to the first stdge, namely, the producer himself. " In other words, if the
futures market were to be given up for Canada and that were to make
the process of risk-taking more costly, the extra cost could not be thrown
effectively into the consumers’ price but would most certainly rest upon
the producer who would get a lower price for: his product... This would
have the effect of retarding and disturbing some farmers’ operations and
diminishing the Canadian supply as a proportion of the whole. .. - . | -

- * However, if our conclusion, as worked backwards from the consumers’
price end, is that the differential will tend to rest upon the producer, we
have to consider the effect of a change in the price he receives upon the
elasticity of his supply. If the farmer is discouraged to a marked extent,
farming will diminish.and supply will diminish. - The evidence .goes to
show that farm lands under, cultivation, and their output,. will .increase
more rapidly in response to a rise in price than they will diminish in
response to a fall.  The effect, therefore, of introducing the differential
which lowers the farmers’ price is probably that in view of the different
elasticity on the side of diminution it will force the farmer for many years
to accept a diminished standard of living.- Moreover; many of the farmers
are pioncers without any capital beyond what is already employed. They
have no power of substitution, no mobility, and circumstances may force
them for a long time into a lower standard of living without any reactions
at all upon supply. It has been estimated that the reaction of:actual
supply is not greater than ten per cent potential supply. ' It is, perhaps,
unnecessary for us to examine the case of a world elimination of futures;
to go through intermediate stages, and to decide upon the relative ‘elas-
ticity of demand at the consumers’ end for the whole world, and elasticity
- of supply-at the producers’ end all over the world. . Some minor considera-

tions of this subject would also.involve the apphc-\tlon of the: l‘\\\ of
diminishing returns in agmulture L : . :

(k) Remuneratzon of Speculatzon

'In another part ‘of this' Report. “e quote from ev xdence of a broker,
that cpeculators as a whole put more money into the grain market than
they take out. This witness likens the money in cxrcuhtlon to a revolvi ing
insurance fund to cover existing risks—one speculator onc day hzmng a
larger share of the fund than another, and so on.’,The main ideais con-
tained in a passage quoted from one of the documents put in as an exhibit.
(“ Features of the Open Gram \Iarket " Gram Trade \’ews " 1921 by
V. Sanford Evans)
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“ Nothing is directly contributed to the speculative fund either by
producers or consumers. The effect of hedging is that merchants pay in to
the fund, if the price goes up, the profits they would have made if they
had not hedged, and they draw out of the fund, if the price goes down,
the amount they would have lost if they-had not hedged. The speeulative
fund is an insurance fund for merchants, and for the rest it circulates
back and’forth’'among speculators, paying brokerage ‘at every turn. If
any one man owncd all the fund, he would never allow it to be employed
as it is in the futures market. It is an exciting game for the speculator
and calls for the careful study of all developments in production, con-
sumption and finance, but it does not essentially differ from games of

‘chance in the respect that money merely changes hands.”

1t would seem that the economic reward paid for speculation stands
in rather an unique cconomic classification. .In the ordinary way, the
reward for a service is drawn steadily from the total volume of current
production, and is the agent’s remuneration for what he has contributed
to the production or for his protection of it. In this case, however, a large
amount of existing capital, without being diverted from its objective uses
is brought under potential risk, and ‘to a large extent, the rewards and
losses of speculation are. met by the exchange of vouchers of ownership in
this accumulated fund. ‘Men become richer and poorer in a capital sense,
and it is on this basis or understanding that much of the insurance of
hedging is provided. -Insofar, however, as men live upon the results of
their speculation and consume it, the fund must either be drawn from
current consumption or else there must be re-used again, as income, what
had previously been stored up from income as capital by the other specula-
tors who have now lost it. There is a set-off against this, however, to the
extent that successful speculators drawing rewards from the incomes of

- others—which would have been spent as income—turn it into a capital

by saving instead of spending.

" Witha majority of industries, large current production is drawn upon
by ‘current consumption for the rewards-of production. But this is prob-
ably much more limited in speculation for futures than in other occupations,
though it is impossible to quantify the conceptions 'So far as brokerage fees
‘or the incomes of brokers are concerned, no doubt the incidence follows
almost entirely the ordinary course and'it comes out of the added total

~ value which higher margin of utility of the product, when put at the place it

is'most wanted, provides. In the case, however, of the brokerage fee of an

‘exceptionally active gambling market, which has no functional relation to

the volume of wheat produced, it probably rests upon the cost of capital,
like a stamp duty upon the exchange of bonds, or commissions on the -
Stock Exchange, and touches only very remotely the price of the product

through the total cost of invested capital for an industry. * -
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PART III

THE EVIDEI\CE SU‘\IMARIZED

(1) THE ORGANIZATION OF THE stnm FOR DEALI\G WITH - FUTURES |

TRADING—THE WxNNIPEG GRAIN EXCHANGE

No attempt has been fnade to glve an exhaustive etatement on this

It is to be found eJ<eWhere, and we are only concerned to preeent

those facts which came before m m ev1dence as bemg particularly germane
to our mquxry
(a) What the Exchange Is.

The Winnipeg Grain Lxchange is a voluntary association - and 1s not
mcorporated Its ob]ecta accordmg to its con:txtutxon are: : C

Section 2—

To compxle, record and pubhsh statisties and acqulre and dx~ ti-
bute information respecting the grain, produce and provision

. trades, and promote the establishment and maintenance of uni-
- formity in the business, customs and regulations among the per-

sons engaged in the said trades; to inaugurate just and equitable
principles in trade, and generally to secure to its members the
benefit. of legitimate cooperation in. the furtherance of their bu<1-
ness and pursuits, e :

To organize, establish and mamtam an assocxatxon, not for pecun-
iary profit or gain, but for the purpose of promoting objects and
measures for the advancement of trade and commerce respecting
the grain, produce and provision trades for the general benefit
of the Dominion of Canada, as herein provided; to acquire, lease

or provide and regulate a suitable room and place for a Grain

and Produce Exchange and offices in the City of Winnipeg, and
encourage the centralization of the grain, produce and provision

,trades at the Cxty ‘of Winnipeg, Manitoba; to facilitate the buy-
_ing and <ellmg of the -produets in such. trades, to promote and

protect all interests concerned i in the purchase, sale and handling
of the grain, produce and provmon trades;.to inspire confidence

“and stability in the methods and “orkmgs and integrity of its
* members; to provide facxhtles for the ~prompt and economic
~ despatch of business; to. avoid and amicably adjuet, settle
.. and determine controversies and misunderstandings between per-

sons engaged in the said trades, or which may be submxtted to
arbitration as hereinafter provided: To all of which ends the said
association is hercby empowered by vote of its association, to

28
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make all proper and:needful by-laws, rules:and regulations for
its govermrient, and administration of the affairs generally of the
said association, provided always such by-laws are not contrary
to law, and further, to amend and repeal such by-laws, rules and
regulations.’ S : e

- In order to avoid any confusion of thought it should be clearly borne
in mind that the exchange itself does not buy or sell grain but only records
transactions and makes available to the public the prices at which actual
sales have taken place. . The exchange itself performs no commercial func-
tions and pays no dividends. The fact that the trading room and the offices
of a great many of the large grain companies and grain dealers are in the
same building, which is called the Grain Exchange Building, probably
accentuates this confusion of thought and gives rise to the popular idea
that there is a central organization of all grain interests which defines and
directs the policy and operations of country elevators, millers, commission
men and brokers. . This is not the case. Each branch may have its own
association in the same way and to the same extent as merchants in other
lines of business have their own association, e.g., The Retail Merchants
. Association, The Fire Insurance Underwriters Association, ete. In a similar
way various members of the Grain Exchange have formed the Lake Ship-
pers Association simply to facilitate the. physical movement of grain
through the terminals. Sirilarly the country elevator. owners have formed
the association known as the Nortll\i'est Grain Dealers Association.

(b) Membership.

Any male person of legal age may be admitted to Membership in the
Association by the Council by a vote of not less than three-fourths of those
present. The constitution provides that such applicant shall execute a
written application upon & prescribed form and an agreement covenanting
to be bound by the constitution, by-laws, rules and - regulations of tle
association and all amendments thereto and the usages and customs of the
Exchange. . Such applicant shall also present a certificate of unimpaired
or unforfeited membership duly transferred or pay a membership fee of
$50,000. The market valuc of these Memberships varies from time to time,
the last sale according to the evidence was for $12,500, but no sales have
been made at any sum approaching the sum of $50,000 above mentioned,
so that the practical effect of prescribing a sum so much higher than the
maximum market value is to restrict the Membership to the present num-
ber. , : g

At the present time, the Membership, while composed largely of indi-

-viduals and firms engaged in grain. handling or trading, resident in
Winnipeg and elsewhere in Canada, includes many representative . con-
cerns in important grain marketing centres such as Minneapolis, Chicago,
Kansas City, Duluth, New York, Philadelphia, San Francisco, Portland,
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Liverpool,'London,_'Paris' and Tokio.  There are at present 463 members,
and while several may be engaged in more than one phase of grain business,
the main business done may beyclas»siﬁed as follows:— B

Elevator Managers.. .. .. .. .. .. .. .. .. .. . 110
Cash Grain Commission Merchants.. .. .. .. 13
* Millers and Maltsters.. .. .. .. ..o oL 180
© Cash Grain Brokers.. .. ..-.. .. Joiu. us . 0 .230
"Futures Brokers.. .. .. L. Lo . w0 790
- Brokerage Offices.. .. .. .. v, .. .. ....... .61
Exporters and Shippers.. .. .. .. .. ..o .. 108 - .

Insurance and Vessel Agents.. .. .. .. .. .. .. -.13
CRailways.. sooLoul il Ve e s L 2
Bankers.. .. i .iuy i i it e e e ne e B
COfficials.. W0 Ll L L s e 4

.o Nomeactive.. ol Ll e e e e el 27
463 .

| —

The evidence in connection with the changes which from time to time
take place in the personnel of the membership of the Exchange disclosed
the fact that there has been lately admitted to the Exchange a number
of members from the United States. The question was raised whether
these gentlemen were joining the Winnipeg Exchange for the purpose of
transferring speculative operations from the American markets, where the
government had, to some extent at least, restricted their operations by
the imposition of the Grain Futures Act, to the Winnipeg market where
operations are unfettered by Government interference. .There was, how-
ever, no evidence adduced before us to support this suggestion. In some
cases at least, these new members had already been trading through the
Winnipeg Exchange, and membership entitled them to receive. the benefit
oi the preferential rates on commission accorded between members in their
dealings on the Exchange when acting on behalf of one another. The idea
that it might be to escape regulation was inspired merely by inference from
the fact that the list contained the name of a well-known speculator, It
transpired, during the conversations which we held in Chicago with the
individual in question, - that his motives in joining the Winnipeg Grain
Exchange were solely for the purpose of entitling him to the lower rates
referred to. RN ‘ S :

(c) Control

The Exchange is managed by a Council consisting of a President, two-
Vice-presidents, and twelve other members of the Exchange elected by its
members at the annual meeting. There are nlso'a number of committecs
which for convenience administer the various powers delegated to them
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by the Council but which it is unnecessary to detail in this report. * The
council at all times exercises control over its members and may, on proof
of any breach of the rules or regulations of the association or of non-ethieal
practice in the conduct of commercial trancactlons censure, fine, suspend or
expel the offending member. .

(d) Functzons of the C'learmg IIouse '

’\Iembers operatmg in the futures market also have a erarate organi-
' z:-tlon entitled the Winnipeg Grain and Produce Exchange Clearing Asso-
ciatlon (commonly. called the Clearing House), for the purpoce of clearmg
ccntracts for future delivery. :

. The prxmary function of the Clearmg Houce is to olear futures trades
It performs transactions in grain futures which the bank clearing house
performs for the banks. In the latter case the clearings involve the owner-
ship of money, the value of which is fixed, and the balance payable from
- day to day to each member bank. In the former case the operation of
- the Clearing House is ‘complicated by the fact that the clearings involve
the transfer of ownership in grain futures of definite grades but of fluctu-
atlng value Upon the acceptance by the Clearing House of transactions
in grain for future delivery. the identity of the original buyer or seller is
lost and from that time on the Clearmg Association assumes the position
of bu) er to the seller and seller to the buyer in so far as its members are
concerned. ' Settlement is made by each member for the day’s transac-
tions by writing a single cheque based upon the closing price of the market
for that day, either in favour of the Clearmg Association by the member,
or by the Clearing House Association in fav our of the member in accord-
ance with' his net po~1txon on the market and the closing price of the
market '

. Its advantages ma3 be =ummarlzed bneﬂv as follows:—

: (a) The convenience it grves in facilitating the handlmg of the im-
. mense volume of transactions by the Grain Exchange.
(b) In relieving the members from the task of depositing margins
o between themselves in the cumbersome forms formerly used.
. (c) In gu'\mnteem" the fulfilment of every contract,

The Association cuarantees the fulfilment of all trades which are
acccpted by it and actual delivery is properly made of the grain required -
for the fulfilment of all contracts on their delivery date, Thus, through
the Clearing Association there is secured to the grain trade at \\ innipeg

(l) Close scrutiny of 1t= pcrconnel who are members of its Associa-
- tion, -~ © -

(2) An efficient, cconomical, and safe method of keepmg al] futures
contracts cleared to the market daily. -

" (3) ‘A guarantee of safe-holding and proper deh\ery in all trans-
‘actions in futures trades. :
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(e) Spreading and Scalping -

"+ Spreading in the Grain and Produce markets corresponds to arbitrage
in the security markets.” When one market is out of line with' another,
operators will sell on the one which they think is too high and buy :dﬁ the
other which is considered too low, trusting that when their relative prices
become normal the result will be a profit. These operators tend to keep
the prices on markets separated at great distances from each other in line -
with one another and their activities supplement the trade of .“ hedgers ”
in the maintenance of a world price level. For example one witness said
that at the time of giving his evidence one house in Chicago was advising
its clients to “buy” Liverpool and “sell” Winnipeg against it. They
thought Liverpool was too cheap and Winnipeg too dear.: Similarly 'there
is spreading between different’futures months in the same market where
operators are prepared to enter into a contract to take delivery in some
future month of wheat at current prices because they believe.that by that
time grain will have a higher value, or because they believe that, at some
point before delivery date is reached, they will be able to dispose of their -
contract at a profit. Others are prepared to contract to deliver in a future
month because of their confidence that in the meantime they will be able-

‘to buy cash grain at a lower price with which to make the delivery, or

that they can transfer their contract at a profit. Furthermore, elevator
operators owning grain in their own elevators use this method to guaran-
tee their carrying charges from one delivery month to another. )

Scalping on the other hand consists in trying to obtain a small profit
such as an eighth or a sixteenth from the minute to minute fluctuations
which occur on the exchange during the course of a trading session. The
scalper usually carries no transactions over into the next day. His opera-
tions constitute a great multitude of transactions which in the aggregate
amount to a very great volume of trading. Evidence was adduced to show
that both spreading and scalping operations greatly assisted the market
in making it more liquid so that those requiring hedges were able to obtain
them on a more satisfactory basis. -

It also tended to show that the spreaders and scalpers might be the
direct acceptors of hedging bids or offers and therefore might be direct

" parties to hedging operations.

(f) The Privilege Market .

Privileges commonly called “puts” and “calls” were formerly not
recognized by the Exchange. They were bought and sold by the members
of the Exchange before, during or after market hours, but the Exchange
accepted no responsibility in respect to their performance. . In recent
months, however, the Exchange has organized a regular market for pur-
chase and sale of privileges. They are now dealt in for only half an hour
after the close of the regular market and members are expressly forbidden
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. and these are officially made public as the closing prices. - '

‘" 1t is interesting to note that
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to deal in them at any other time. The word  privilege ” aptly describes
‘these transactions. : They are purely options whereby the purchaser of the
privilege has the right to exercise the option to purchase or sell, as the case
‘may be, a given quantity of grain futures at a specified price. The price
charged for this privilege is $1 per thousand bushels, normally good only

‘during the succeeding ‘'market day. For example, supposing the market

for the May option closed 61 cents and a member. bought “ calls ”.in the
privilege market at 63 cents. If the following day the market went to 65
cents then this member has the option to take delivery of the wheat at 63
cents, thus insuring himself ‘against loss.” If on the other hand the market
did not reach the call price of 63 cents or “'go through ” the call price as
it is termed, the privilege simply lapsés by effluxion of time, and the seller
‘benefits byithe price paid for the option, viz., $1. per thousand bushels." '
1. 'The function of “ privileges ” is to act as a sort of insurance against
price fluctuations overnight, to bridge the gap and ease off the difference
from one day’s trading to another. ‘‘According to one witness they. have no
long run influence on price. Objections to the system, however, appeared
to arise from two sources. Some of those who were opposed to the futures
market were even more opposed to “ privileges ” as ‘an especially obnoxious
aspect of that market.: On the other hand, there was opposition to the
system on the ground that as futures limit fluctuations, privileges tend to
limit them still more and, as one speculator himself remarked, “some
people like & wild market.” 7 - oo S

; if these objections had equal weight; they
would eancel each other out. ” “~% © 7 e s

tee B N

(9) Cash. Closing Prices.: Ly T
That there is an-intimate relation between futures pi'i.'ces"j and cash
prices, was brought home to us by the evidence. 'Buying and selling of
cash grain goes on continuously side by side with futures trading, and the
basis on which cash trades are concluded 'is - generally . an agreed spread

fbelow{ or above the futures quotations at the time of closing the transaction.

At the close of the market for the day, cash prices are recorded and posted

-+ -With regard to the method of recording the closing prices of the d#)},‘
the Chairman of the Cash Closing Price Committee gave evidence before
us., It is the duty of this Committee to record these’ closing prices for all

-grades of grain.’ The evidence disclosed that it was the highest actual sale

or the highest bid received within approximately. the last twenty minutes

-of the trading day that was thus recorded. . Where there had been no actual

sale, the highest bid.was obtained from cash brokers who are in touch with
shippers, millers, and terminal interests. ; These bids are based ‘on the

.closing futures price of the nearby-option and could not fall below the

price of that option by more than carrying and handling charges to delivery
date. The evidence before us shows that on many occasions competitive
273203




34

bids’ create premiums ' over' and ‘above ‘this" deduction’ for carrying and
handling charges. The evidence was to the effect that the Chairman had
two assistants in making a record of these closing prices; that in the case
of grades other than contract grades, it-quite frequently happened that
there had been no sales at all that day or within the last twenty ‘minutes
of the closing market session, and then it was the highest bid which could
be obtained that was recorded on' the ‘official closing card. It was repre-
sented that members making these bids’could . be’compelled ‘to accept
delivery if any grain was offered. - The cash closing prices are used by the
Northwest Grain: Dealers ‘Association ‘as’ the *basis of “prices which' are
broadcasted by radio each day to all branches of 'the trade at country
points to be paid to producers by the country. elevator. buyers on the fol-
lowing day or until the next broadcast which may be the following morning.
‘The evidence disclosed that meetings of the Committee as a Committee
were seldom held, and that the procedure of securing bids by. the Chairman
of the Committee was not very definite or formal-and might be,open to
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" 2.THE PrACTICE OF DIFFERENT SECTIONS OF THE GRAIN TRADE AFFECTED
Sif wtdiieciy. BY THE SYSTEM OF FUTURES TRADING - ¢ o+ @ -, .

(@) Country Elevator Operator. = """ =" "1 et S

The commission received evidence on behalf of .six .of the largest

operators of country elevators in Western Canada. This evidence showed

; that it was the invariable practice of the country. elevators:to hedge all -

t purchases of grain from the farmers. '

This hedging was done for two main reasons— 1 ., '« ..o ..,

(1) As an insurance against fluctuations in price. - R

(2) To facilitate the financing of their operations. .. This second reason
s dealt with subsequently under section. (d). . ' :

S

The owners of country elevators disclaimed: any desire to speculate,
B -being interested only in'the making of a profit: from the storing and
1 handling of grain.. All stated that hedging was their invariable practice
o and the method seemed to be the same in each case.: As the elevators report -
“each day their purchases of grain the firms then sell futures against the
.. amount purchased. - Sometimes these futures are sold the same day, some-
i times the following day. . Occasionally, in abnormal times, or in seasons of
L the year when the grain is moving heavily, hedges may be put on during
the day, before the reports of purchases arrived.  But the general idea is
to hedge as quickly as possible and to keep even with purchases. - Some
witnesses claimed, indeed, that it was a purely automatic process. ' .-
The very great proportion of these hedges, 90 to 95 per cent of them
. . are “ bought back ” or closed out by purchase of an equal amount. Hence,
[ as the companies buy, they sell, and as they sell, they buy.” In only a few
s o cases is delivery made. . 0 0 oo 0 L T Lo
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. It is apparently the practice of the country elevators to hedge in ‘dif-
ferent future markets,, October, November, December, May, and July but
always with rare _exceptions, in Wmmpeg .As the Wlnmpeg price is based

on Fort William, - the sale of wheat has to be for the grain in storage at that

place. . ' Therefore the month the dealer buys his future would be the month
he thinks will match his. transactlon . It is often necessary to “ switch ”
hedges, that. is to transfer the hedges from one. futures month to another

-'by buying back the. hedge in one month and selhng in some other _This

may be occasmned by the fact that the grain is held for a longer or a shorter
period . than is. ﬁrst antlcxpated or. by the fact that ,advantage must be
taken’ of temporary dxﬁerences in’ relatlve prices as between months to
Work out the carrying charges mcurrcd in holding grain in elevators
. There would appear to be, on the’ evxdence submitted, two exceptxons to
thxs automatlc hedging process, .. (1) Occasmnally the firms are tempted
to hold the grain and speculate, or, as it has been . put, “ the automatic
machine begins to think: for itself.”.: (2) In rare cases with low-grade
grain, it has been considered to be less of a speculatlon to merchandlse than
tohedge <f g ,f?:'=' H . . VI BRI
...... ..There can be no questlon of the value attached by the country elevator
operators to the futures market and hedging. - Their evidence was unanimous
on this point. - An example of this value was given by one witness in con-
pection with the 1929 crop. His company during that year bought wheat at
all stages of the market, from $1.70 all the way down: Some of it was sold
at $1.10 and even lower. However, because of their invariable practice of
hedging, his firm did not suffer any losses in this drop because the risk had
been transferred to the futures market, and, because of such’transfer, the
producer, it was argued, benefited as well. - Hedging, by reducing the risk
to the country elevator owner, enabled him to work on a lower margin, and
this, in turn was reﬁected in the hlgher pnce which could be paxd the farmer
for his grain. ;. | R : :
‘Dr.: Boyle gave:a deﬁmte matance to support thls contentlon - In
the years 1917 and 1918 I was employed by the federal government of the
United States to make a etudy of the grain trade.: In the course of this

(mvestxgatlon I discovered that in our Northern States country elevator

managers were ﬁnanced by terminal market commission merchants, and
these commission’ merchants ‘required the country elevator manager :to
hedge. In the Middle States, such as Kansas and Iowa, I found the coun-
try elevators were largely financed locally and were not required to hedge
and many’ did not hedge.' In these Middle States I found that the country
elevators, due to this non-hedging policy, had larger =peculatxve losses and
large speculative gaing, and they also did business on a larger m.argm——
that is they paid the farmers less.” : :

* But this is "only one case and it ‘might well be that there are examples
‘of the above kind whxch would show precleely the oppoexte result :
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((c) EIPorter
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(b) Miller.:

* On- this questlon We heard the Pre51dent of the Canadlan Natlonal
Millers’ Association and also discussed the subject further with prominent
millers ‘in the United States, one of ‘whom operates mills in Canada at
Saskatoon and Peterborough All were in agreement, that it was absolutely
essential for millers to hedge their purchases of grain. ' It was pointed out
that millers in Canada situated east of the Great Lakes require to obtain
their supplies at minimum transportatlon cost. In consequence, they bring
across very heavy quantities of wheat in the fall to the Georgian Bay ports.
Quite a few of the millers indeed brmg over sufficient wheat to carry them
until the opening of navigation. This wheat is bought with no forward sales
of flour, but in the anticipation and hope of such sales.  The_millers could
not possxbly assume the risk of a market decline on such large quantxtles
of wheat, and: they therefore protect themselves by hedging.' Orders for
flour are very uneven and spasmodic, but as sales are effected, the hedges
are lifted. - One witness cited the advantages of hedging for a mlllmg com-
pany producmg package goods. - He pointed out that it was impossible to
change the price of package goods readily, but by means of hedging thej'
were able to advise the buyer of the price the product could be retailed, for
months ahead. - They were thus able to regulate their sale of package goods
by purchases for future delivery. By becoming independent, therefore, of
all other consideration the millers are able to stock wheat with two special
conveniences, first, to suit the exigencies of transport, second to satxsfy the

There is a definite relahon between hedgmg and the export busmess
When the exporter has accumulated sufficient quantities of grain he has
to arrange in advance for shipping facnhtxes, on the Great Lakes and on the
ocean. All this time he keeps his grain hedged, until eventually he is able
to sell the cash wheat which has been forwarded. - He may also use the
hedging market in a different way.. He may offer at night by cable to his
overseas agent, a certain quantity of grain, - If he receives an acceptance of
his offer, he buys enough futures to cover his sale, unless he had anticipated
it by buying the futures the day before. The exporter thus protects himself
on grain which be may even have sold before its actual receipt.-

All' the witnesses who were in the exporting business : stressed the
importance of the futures market for the above purposes; in giving them
the opportunity to eliminate risks and hence to do business on a large scale.
Indeed they contended that its abolition would be for them disastrous.. The
head of one of the largest export firms expre ssed himself in this connection
as follows:—

“ Speaking from the point of view, of an exporter, thh sometlmes
millions of bushels of gram sold abroad, I can say that we would not dare
consider selling this grain on a fraction of a cent profit, for delivery some-
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times ‘months'ahead, if machinery were not set up such as to absolutely
‘assure us of getting the grain that we had purchased. That is, we could
not bind ourselves to deliver grain in Europe months hence for a small
profit per bushel if there was a possibility of grain advancing greatly ‘in
price and the people from whom we had bought for any reason whatso-
ever refusing to make delivery., The machinery ;of our Futures Market
provides for this contingency.”.- . .. . i oL e

(@) Banker. . .. Lo
i The evidence brought out that there was also a very distinet relation
between the practice of hedging and. the financing of the crop.™ Every
witness who referred to this matter agreed that one of the chief values of
the hedging system was that it provided a basis for Bank credit.’- Without
that basis the financing of the marketing of grain would be considerably

~more difficult. The country elevator operators who gave evidence stated

that th'ey“‘hédged, among other reasons, because the banks who financed
their operations were willing to advance 85 to 90 per cent on hedged
wheat" whereas it would be very unlikely that they would go beyond
60 per'@éht on unhedged wheat, and even this would depend also on the
level of ‘price and’ the size of the commitments. In other words hedging
enables the country elevator to obtain large loans, as a result of which a

‘company might carry on a considerable volume of business with only a

relatively small capital, Without hedging, on the other hand, a very great
amount of capital would be required and ' this, : in : turn, would make it
almost impossible for the small business to survive.: Hence, the grain trade
would be confined .to a tcomparatively small number of very powerful
companies and the salutary effect of competition would be minimized. - -
The two bank managers who appeared before the Commission con-
firmed, by their evidence, the above conclusions. They stated that it was
the practice of their institutions to require their- customers in:the line
elevators to hedge their grain in which case they asked for only 10 per cent
to 15 per cent margin. ~They did not ask the Wheat Pool to hedge during
the past’'season because they. had considered- that the initial price - of
60 cents, which the Pool fixed when wheat was at $1 ) Was conservative, -
- It does'not follow from the above, however, that if the futures system

- were_abolished- and hedging thereby made impossible, the banks  would

be forced out of the financing of grain altogether.. It merely means that
in such a situation, where the risk attaching to loans would be so much
greater, the security would have to be proportionately higher, and- the
margin . greater.’ A financially. responsible ‘man could- still - borrow, the
bankers agreed, up to 50 or 60 per cent. But, for that purpose, as it has
graphically been stated, he “ would have only his wheat and his own blue

Ceyes. i h s

i1 Hence, the hboliﬁon of the futdres market would seriouély affect the
financing of  grain marketing,: and would result in a marked curtailment
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of banking credit to grain dealers, thus throwing the trade into the hands

of a few large people and reducing the competitive element. : '\ -, y::
() Farmer..; ... i, oo v i
= Witnesses were practically unanimous that a large number of farmers
must sell-their wheat early in the fall to meet liabilities already incurred.
Others who are not compelled by this reason, do so because holding wheat
is regarded by them as equivalent to speculating for a rise, or because
they are convinced that the early price is the best price. - Individual esti-
mates of the average amount of wheat held by the farmer varied widely,
but a statement was filed based on the result of returns of twenty elevator
companies showing purchases and receipts monthly during the CTop years
of 1929-30 (see Appendix IX (a)). ' We may here cite the following figures

from this statement:— . .. :. - .. - U LU SR
R Y ZA Pt S E U U T IR AR S Percentage
R R IOt S PO .0f ‘Deliveries .

Sl P et oo . . Purchased ..

!'w ' ) o U , %’5’ . btj bycompaniesv
Byiéhd of ‘A'hgusjt.., P celee eiie. - 45:85° . .
e 0% September.. .. P AR 1111t B
i %« November,. . : S A '75.78.
ST CAprl, L Pt e 80:94
"It will be observed that by the end of Novémber over three-quarters
of the total delivered to these companies by the farmers had been sold and
had'passed into the hands:of the trade. One witness said ‘that approxi-
mately - forty-five per:cent ‘of .the farmers hold - their  grain a3 long as
possible, ‘but ‘most farmers are obliged to sell. * The average farmer can-
not hold his grain because he has not the money.” - In' instances where
evidence was presented that farmers were holding grain beyond the fall
months, thé explanation was offered that the farmer had sufficient capital
" to enable'him to adopt this course. . I ioerive el s

-+ -+ The opinion’ was expressed that, even if the farmer had sufficient
financial strength to market his grain at what seemed to be the best time
of year, and if his crop came in early, he’ could secure the best price by
selling it at once.. Where, however, threshing was’ completed:later in the
season, there appeared to be a general desire to kold, if possible, based on
the belief that a better. price would be obtained. ' One farmer stated he
sold ‘one-half in the fall and the balance in the spring with a.view to
averaging his price.... "t o T o LT ]
*'© Whether the general trend be towards an:increased holding back by
the farmer of his crop to eell at a later date or towards a more rapid rate
of delivery, appears to depend on certain forces which are.in conflict with
each other. On the one hand it was pointed out that the improved mechani-
cal conditions of harvesting—trucks, tracturs'and combines—along ‘with
the farmer’s necessity to sell his erop as'soon as possible would mean that

P T
[ ]
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the bulk of the crop'would be placed in the hands of the trade early.: On
the other hand:the opinion was expressed by the -manager of a:company
elevator that farmers:tend to hold: more, grain now than formerly He
‘based his'view upon the idea that the farmers now poss&sed more capxtal
and a better knowledge of futures....!i ... ~+li o

i;, 1A few farmers said they made a practlce of selhng thelr actual Wheat
and of buying a future. - In this way they relieved:themselves of storage
charges, and were able to sell their future when they believed the price
right. One farmer who employéd this method said he felt he studied the
market more carefully than the majority of farmers, A\

- There seemed to be a very considerable body of orplmon that as a
result of the recent price collapse farmers had lost’ very large amounts in
pure speculatlon by buymg ‘and holdxng wheat in the expectatxon of a nse.
This was brought to'the attention of the Commission most vividly'at tne
sittings held at Calgary by the Vice-President of ‘the United Farmers of
Alberta. ;' He said: “ The ‘price of wheat, particularly when a good crop is
in sight, is the . most engrossing lthought to . tens of ‘thousands of our
people.. It is, therefore, not to be wondered: at that they: should be
intrigued with the idéa’ of making money on the Grain Exchange. : Fight-
ing from year to iyear agamst insect pests, drought hail, frost, and in -
some cases too much rain: and snow, many farmers have come to regard
wheat growing as in the nature of a gamble Seeing men making profits
and in some instances becoming rich-in- wheatspeculation- many are
induced .to cease attempting to,dlscrxmlnate between what they cconsider
to be, two forms of gambhng

Some 1mpress1ve est.xmates were ma.de as- to the losses of t,he people
of Alberta and Saskatchewan. by speculating in wheat futures’ dunng the
twelve months preceding June, 1930, but we could . not satlsfy ourselves
that the actual sums mentxoned had any, basis of authority. . -, ,

On' the ‘other hand . another thness oontended that the number of
Western farmers who speculate in, gram futures is wery much’ less than
is generally supposed He' sa.xd that a survey of the books of his company
showed that of all the farmers who marLeted their grain through lns com-
panys lme of three hundred and tlnrty elevators, less than one per cent
used thexr money to speculate i in futures.” His evidence is not necossanly
at variance w1th the estimates of farmers cpeculatlon lossw given us, but
the mference to reconcile both would be ‘that individual farmers .who did
50 speculate suffered falrlv substantlal losses during the penod in questlon
As one witness said “The farmer is nearly always a bull” and so he un-
doubtedly was severely hxt by the sharp oeclme in prxces 2‘ o
(f) The POOl REES B TP Y IO ,.A Yios '..‘ : 'l ,'.“' a‘.l—l
'l‘he Prcsxdent of the Central Selhng Agency of the Pool sald that the
: Pool had -not_availed. themselves of the - practices of: hedging as .it was
usually understood but that they had at times acquired large , volumes of




futures in connection with their sales of cash grain; that the Pool, as was
customary in the trade, took back these hedges but did not always immedi-
ately dispose of them. The effect was that while the Pool had disposed
of a certain quantity of cash grain, they contined to obligate themselves
to accept a similar quantity under these futures contracts.'-He also gave
evidence to the effect that the Pool had bought long hnes of future Wheat
for the purpose of stabxhzmg the market Cl et / S

(3) CnRrAw Asrr:c'rs OF THE Wonxmc or THE Sls-rmr

A )§3§ l’v.t!

(a) Hedging and Insurance S

That hedglng b) way of gram ‘futures is undoubtedly a form of msur-
ance, was recognized on all sides. Even though the protectlon 1t aﬁ'ords
is not always complete it is undoubtedly cheap and effective. ..

Insurance or nsk-bearmg may be divided mto three klnds

~-(1). Where there is an actuarial or arlthmetxcal set-oﬁ like hfe insur-
-ance with.a definite calculatlon of . the. percentage requrred to
- meet a particular. risk, e s o)

(2) The lottery type where there is no. actuarlal relatmg of the total
loss or the total gain to the total premium paid.: RN

(3) Another kind half way between the above two where the rewards
. are partly due to calculations, partly: to" luck, where . only the
. man: “ho calculates Wrongly ultrmately pays.a premlum s

Hedgmv insurance may be put in the ‘third ‘class though ‘some who
appeared before us preferred to place it among the lotteries.’: That is why ‘
they " did not approve of it." They admitted it might be: effective but
argued that it was not sound or satlsfactory, in that xt rested on a basm
of speculation, of gambhng o o

More than once- the’ suggestion was made to mtnesses that possxbly
an element of certainty might be introduced into'the field of ‘insurance
against price fluctuation’ by basxng the’ rlsk upon actuarial probabxhtles
rather than upon speculatne manoeuvers “"The qu%tlon was’ put as' to
v«hether there could not be a great international i msurance company, whxch
in_return for the payment of a small individual premxum, would coyer
all. risks. Could such a scheme, started at the rlght txme, ,that ls, m
a penod of re]atwe pnce "steadiness, not attain, w ith a' sufﬁclent accumu-
lation of premxums a sound posltlon? Would it be more’ 1mpractxcable
than explosxon xnsurance where likewise, the risks cannot be spread in
any one year but only over a long penod of tlme? e Rk

We found 'little encouragement’ for ‘or ‘even’ mterest in any “such
scheme. In two cases where it was found that some consideration had
been given the idea the verdict was that it was not feasxble that it would
reqmre too hrgh a premium, The rate; for instance, in the United States

. at present is five per cent merely to insure wheat against the honesty
of a country.dealer, .- How much . higher would 1t have to: be to-insure
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wheat 'against price ﬁuctuatlons? As one w1tness sald “The‘ scheine
seems rather a dream.” : ! ! ‘ '

-The opponents of hedging insurance preferred to fall ‘back ona system
where the producer bore his own risk, either individually, or, ‘ and this
was more popular, co-operatively. Dr. Aldnzo Taylor, Director of the Food
Research Institute of Leland Stanford University, California, gave evidence
to the effect that on the Pacific Coast where there is very little hedging of
grain, the millers; exporters and holders of wheat bore their own risks of
- fiuctuation. - Great uncertainty, therefore, prevailed;’ profits ‘and . losses
were -‘equally ‘high/” Without theinsurance provided 'by hedging- they
requxred an unusual amount of active capital and a discriminating banker.
Of course, they might have pooled :their risks for a number of years tak-
ing a premium in good years and paying out any losses in bad.’ Indeed,
‘Dr. Taylor stated that they had considered such a scheme ‘and .found it
'actuarial]y feasible but had rejected it because it disturbed the competi-
ive elements of the different - orgamzatlons engaged in the trade. -

How such a system would compare with the indirect or direct cost by
which the risk is transferred through hedging to-a group .of speculators
_cannot of course, be determined, but 'we do know that in such a case they
carry all the. nsks amongst themeelves and no unsuccessful speculator
pays thelr net prexmum e A L PR T AR IR ST B
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(b) The Spread of Pnccs—Wmmpeg Futures compared wzth Cash Pnces
- and with World Pnces o

A]though grain may be’ bought in various pos1t10ns for cach the term
"cash prxce” is usually restricted to mean the price obtainable for grain
in store in & terminal elevator ‘at'Fort William or Port Arthur. This price
varies from the level of -the futures price at different times of the year
depending upon a variety of circumstances. : For instance, after the ‘close
of navigation on.the Great Lakes, a buyer of wheat in store at’ Fort Wil-
liam ' will ordmanly have to hold his:purchase-there until the opemng ‘of
nav1gatlon in the <prmg. This entails’ charges for storage and insurance!
‘The x-a.te for these services is l/30th of 'a‘cent per day. There is also the
interest ‘upon the money- invested in the: gram purchased "Under these
circumstances the spread between the cash’ price of ‘wheat in store at Fort
Wllham and the May future is normally wide enough to take'care of the
cost of carrying it until it can be shipped.: The epot price, however, cannot
fall below - the futures if carrvmg charges are taken into con51deratxon,
except possibly to the extent of 1/8th of a cent,’ = - = " drt o«
On other oceasions during the shlppmg season, wheat in store at the
head of the Lakes may command a premium over the level of the current
or nearby future. ' This premium may be ‘due to congestion'in"the “east,
at.the ocean-ports,:or.it may be congestion at the Bay ports. - At other
times, a'premium may arise from a shortage of .some particular grade to
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fill the space provided. for: that shipment at Port Arthur or Fort William:
When any of these situations occurs, premiums of ‘three;or four, cents: a
bushel over the futures price. may be pald but much higher premmms have
been pald on exceptional occasions..! [+ iv:, s orra g g
i..» That all,leading grain: markets were - mter—dependent and- co-related
was the opinion expressed to:the Commission by all witnesses- dealing with
this question.-: Trends might develop:in' any; single market; but. through .
transfers of trading. to:the more favourable market -and-* spreadmg,” or
arbitrage, a steadying influence was. applied by the rest of the world and
prices - were brought again - into . line..’ So far as:the Wmmpeg market is
concerned, it was stated that prices mlght on occasion rise above the world
level due to local causes or local opinion, but that they. could not fall and
had not been known to fall at any time, by more than a slight fraction;
below a pantv with the Liverpool prices. ; As a striking example of Winni-
peg prices rising above those at Liverpool, the conditions in-the summer
and autumn. of. 1929 were cited. . The charts submitted, (vide: Appendxx
III): .which; show: separatdy Liverpool ; prices and , Winnipeg - prices in
relation to world. crops, . indicate ; a': close general: relationship: between
these markets. A further chart of: leerpool and Winnipeg daily prices
for.the months of August, September, October and November 'in 1928,
when the volume of wheat being delivered in Canada exceeded that dur-
ing any other similar period, shows a very direct relationship between the-
two markets i in t}rxq penod in accordance w1th ‘the vxews expressed (v1de
Appendix IV).

This co-relationship between the prmclpal grain markets, whxch on

" the evidence, exists as'a practxcal fact, and which the facilities of trading

and the nature of the various hedging and speculative transactions should
tend to maintain at all times, becomes;a factor of fundamental unport-
ance in the whole problem of grain. marketmg It is the resultant, of
world - conditions of supply. and world opinion of - values that tends.io
appear as the price level in all markets. A heavy load on ‘any one market
tends to be distributed over all markets and shortage in one market tends
to be made good from other markets.” <., _; | oy - gt
. Qccasions on which rising pnces in' one market due to local condl-
txons, are checked or a decline is brought about, because of conditions in
other markets, naturally attract the attention: of producers in.the- district
affected and may seem arbitrary and open to suspicion, whereas the com-
pensating occasxons, when local prices-are sustained.or increased because
of conditions in other markets, pass unrecognized, Effects in;both direc-
tions. must occur in a co-related system of. markets and  this must be
realized. . Diooino el LDl
ey T b e e o b s e e v Yo ey
( c). The Nature and Effect of the Increased Spcculation ina Bull M arket
"“Witnesses were questioned closely as to what really happens when ‘a
great number of newcomers entér an active bull market, and as to wko
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~ were the bears that could balance such a rapidly and sometimes obstinately
rising account.’; It was clear that, to begin with, witnesses closely engaged
in the trade found some difficulty in .accounting for,the selling on a largely
increased scale. Tt was, agreed that the public came in in'large numbers,
" and were almost invariably bulls.: Those in the brokerage business locally
seemed on these occasions to have -a ‘majority, of long accounts, .and at
first: sight it appears that the bulls were local and that the bears must be
worldwide. . But it gradually:emerged that the chief :methods of balancing
the account were as follows:—:, ., Vi o e g i e e
7+ 0f ‘the grain ‘actually in the clevators at any particular time, a’large
amount therein (see Sec. 2 (e) above) belongs to the farmer and is Ibeing
held on his account unhedged. ' This comes out rapidly during the market
advance and'is’ sold, the ‘purchaser who buys it at the same time selling
a future. “During a bull market, therefore, there was actually a very large
increase in the’ quantity of grain hedged.”” So far as finance'is eoncerned,
the movement would' result in an increase’in’the farmers’ bank balances

e 1 . ¥

and & decrease in those of the elevators. ' But the banks'are enabled to
lend more to the. elevators out of the new deposits of the farmers. - Some
of the' evidence went to show'that, Ithopgh the-farmer rarely ‘speculates
;’a’éz'a‘ bear, he is learning the 'advg.ntagé of selling his’ grain ‘quickly, and -
therefore, the scope for his grain ‘coming into the hedged market to balanc

the bull activity is getting smaller,7 .00 Tv i 11 2t O &

\21 The second line of activity is that many who have bought at lower
prices become profit takers.! This, of > course, does not increase the total

Te ogrd o cyptRLLE

volume of hedging, but it serves to meet the entirely new public demand
from outside if 'exdsti.ng‘h(')ldérs'gf'hédgés are retiring from the market.

"~ “-In the third place, the professional spreaders at once take advantage
of the' differences’ caused’ by the rise in the local market, and’ the bull
appetite in one locality is silently fed by the agency of the spreaders from
all’quarters where, by ‘hypothesis, the price_is lower. ' It is obvious that
a very considerable demand in'one locality can be made without a very per-
ceptible change from outside sources.’ Next, unsold stocks of 'Argentine cr

Australian wheat, or stocks onthe ocesn which have hitherto not been
“hedged, may be sold on the stimulated price, and the consequent,_hedging

come into the Winnipeg market. " There are, of course, transfers of actual
hgd,ging from other hedging markets to ‘'this one. A ‘ :
‘" Finally, the professional speculator who is not afraid of a bear posi-

tion when the bull side is ‘made up of a crowd of small gamblers, will serve
to make up the difference. . As one of the witnesses said, the world wheat
markets_are so interrelated that there cannot be speculation of a ‘striking
kind in futures in'a’ particular market’ i{it,hth having rapid reactions on
cash ‘and ‘unhedged wheat in all markets, for the futures market reflects
better the actual world condition than any other method.” o
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* " One of the grain commission merchants, and a spreader and speculator,
felt that the bulk of the bear market were the speculator, the new hedger,
the sellers on advance, the farmers selling to country elevators, the farmer
who sells his wheat lying at Fort William, the merchant in leerpool Who
thinks Canadian wheat is too dear, and the importer abroad.

'The manager of the: clearmg ‘house said that there were numberless
people who were prepared to sell wheat. “I can quite imagine that a man
in Liverpool having a hundred thousand bushels of wheat bought for milling
purposes who cannot get a price for the flour equivalent to the price of the -
‘wheat, would turn round and sell the wheat. . I am told thxs has often been
done.”. ' : :

We dlrected our attentlon to ascertammg, 1f possxble, “hetber strkag
bull movements ‘were instigated; and encouraged by speculators amongst
the small, occasional gamblers and whether the general public were whipped
up as far as possible, and then taken: advantage of by the mstlgators who
could turn around more quickly and take their profits. The most precise
work ‘done in this connection was that published by Dr. Duvel on the
Chicago May futures of .1926.. It is perhaps unnecessary. to describe his -
results here, except to say that by separating the speculators according to
the size ‘of ‘their trading and making a group of eight large speculators,
with a;second group for smaller, speculators, it was felt that there was
evidence to show that the market was directed by the larger group. ; ;.

.. 1 . %“Contrasting the curve,” says Dr. .Duvel, .“of the eight large

: cpeculators with that of the 15 clearing firms, it will be seen that the

.. market. position of the small traders moves in general in the opposite
. direction to that of the large traders. It is clear that on days on which

. large traders sell, someone must buy; and since hedgers change -

: . their posmon only gradually, and scalpcrs even up’ at the close

- _of the day, and spreaders are concerned only with relatne price

-+ . changes, it- follows:that the group that must buy are the smaller

o speculators The sxgmﬁcant observation to be made from.Figure

.. 9 is the OpPOSlte relatxon which  the, two net position curves bear

. to the price curve. - The net position curve of the 8 traders changes

. almost always in direct relation to the price changes; that of the

" .15 firms in inverse relation to the price.. The direct relationship

between the price and the net position of the 8 largest traders

. .. has already been considered.. When statistically compared they
. were found to, be directly correlated* to the extent .of --0-69,

- with a probable error of +40:03, When ‘the 15 ﬁrms representmg

, the small speculative traders are correlated with .the price, they

‘are found to correlate mversely to the extent of a 074, ‘with

‘a probable error of -40:02. Both of these correlations were made

~ for the period October 22 1925 to and mcludxng April 26, 1926

*Perfect dlrect correlation is indicated by -4-1:0, and indirect by —1-0, no rela-
tionship at all by 0; anything higher than -5 tends to be important.




45-

.~ the period"during which- the' total open. commitments in ;May.

. wheat exceeded the open commitments in any of the other futures.”

.- “The larger: the net trading. or net position - of - individual
;_speculators -the more certain it becomes::that the . trading - will

< .; directly influence prices. : In contrast, futures prices generally move
- ~in’ the- opposite direction to the: ‘ operations’, of the small and

.- medium-sized ¢ general public’ trader.”. nr .

- % The information already . presented mdlcates that the manner
in whlch sales or purchases are made rather than mere quantity,
vitally affects the course of prices. Table 2 shows that there is a
vast difference between selling 5,000,000 bushels:of wheat futures
...~ during the course of one day and the same operation spread over
.- . several days. Figure 8 shows the vital d1£ference between a pur-

:~.. chase or sale of 5000000 bushels made by several hundred small
| -~ ,:traders sending in - orders 1nterm1ttently to be executed ‘at the
<+ 1 market, and the purchase or sale of an equal ‘amount. by one or
L two 1nd1v1duals closely directing the manner in Whlch thelr orders
'+ are executed and noting their effect: upon the pnce -

In considering whether- these results are ‘typical, we have nothmg -
to show ‘whether they  have been repeated at later periods; or, ‘whether
similar conditions 'exist.on ‘the :Winnipeg 'Grain Exchange. .It appears
in’evidence that the Tradér.(1) and (2) in' Dr. Duvel’s tables had a
powerful influence upon the results and that if:they were removed from
the calculations the correlation would be far less striking.. There is;no
evrdence to show'that auy traders analogous to (1) and (2) in Chxcago
exist in Wmmpeg However, some criticism of a technical character was
directed to these results to indicate that no undue weight should be
placed upon thom "Dr. Alonzo’ _Taylor: has" indicated ' that the  general
public “came into ‘the market in such’ numbers as to take -full: control
away from the so-called big traders, and that the small. group did:not
control or manipulate the prices. “ When the two later reports are par-
ticularly analyzed they show the big traders ‘are operating on both sides
of the market about equally, and hence. the bear influence of, one off-
sets the bull influence of the other.. The big trader disturbs, but does not
control market prices.” He says.Dr. Duvel’s result shows that:“their
mﬁuence on prices was very small and very. temporary. . - Their influence
as contrary :to world conditions would soon'be overridden by the other
factors; otherwise those five traders could get all the money: in' the world
by’ always being right;:but’ thosebig 'traders:do not accumulate such
great fortunes; in fact occasxonlly one of them goes broke, and ‘quits the
market.” .. 1! T R

Some doubt also Whether observatxons based merely on. closmg posr-
tions, ‘even taken " daxly, eally reflected - what was.' happening .in the
market ¢ Because a man was good in the ev enmg 1t drd not . follow he
had been good all day.” ' - . .0 T o ~ S
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‘at the price, whereas a single directing mind
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'1YWhen every reservation has, however,' been: made,* the impression
left on our mind by Dr. Duvel’s work tends to confirm the common view
that the skilled speculator, who can act quickly with large resources can,
for a'short period, get'the better of small gamblers who rely on tips and

_mass suggestion, and do not and cannot turn' around' quickly.: ' The very

fact that many give their orders to their brokers to act upon a given price
or better, means, in most cases, that their order is executed automatically
can secure a shade of differ-

- i FEE IS BTN M

ence to his advantage.'' = - ' e :
(d) Does Short Selling Depress Price?. - 0 ovai - oun il be A
" On this question the answers of representatives of the grain trade was
that short selling does not unnaturally depress prices. - To permit specula-
tive buying and at the same time prohibit or restrict speculative selling
would unduly upset the balance of -the market and eventually destroy it
entirely. '  Short selling cannot provide a fictitious supply Of grain., If its
immediate ‘effect is to depress prices its ultimate effect must be in the
opposite direction, for the short seller automatically ‘becomes a:compul-
sory buyer.” No one of the trade witnesses could recall an occasion on
which an’attempt was made unduly:to depress prices on the Winnipeg
market. 'So far as general statistical material was before the Commission,
it ‘appeared that both ‘during the ten. years before the war and the. ten
years following the opening of the futures market after the war, the mean
price line in each year rose or fell in general conformity with the relative
increase or decrease in total world supply of wheat and the changes in the
value of money. No outstanding distortion of price levels by years, either
up or down, was revealed. In respect to oscillations of price the only
reaterial - before: the Commission was, the studies of Dr. Duvel, of the
Grain Futures Administration in the United States, to which reference has
been made already.. .« L. A T SO S LS
(e) The Sale of “Wind?” Bushels—Speculation and Hedging . . e
* That a substantial amount of speculative interest is necessary to create
an adequate and ready market for hedges, particularly during the periods
when hedging sales exceed hedging purchases, was asserted by . all trade
witnesses and was not seriously questioned by.any witness. - As to the
minimum amount of speculative interest essential for this purpose, definite
opinions  had not been formed. It was the general view that ‘a very
Jarge amount” of in and out speculative trading must be present to create
full hedging facilities.- Several witnesses expressed the view that the greater
the amount, and therefore the greater total volume of trading, the steadier
and the more useful the market became. - - . ' .
* On the other hand, the imposing statistics connected with,the total
volume of trading in futures compared with the total actual quantity.of
grain, frequently gives rise to criticism, and it becomes necessary.to sce
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how far the two are essentially:related, and to clarify the sta.tlstlcal posi-
t:on before a proper view.of the figures can be obtained. " St
o As’ dlstmgulshed from' the * Cash” grain market, Wthh deals in
physwal grain of specified grades: for’ immediate" delivery and payment,
uhless otherwise ‘speciallyagreed, the . futures”. or “ contract” market
deals.in contracts for the dehvery of grain-in’ certain named months in
the" future.’ -Although it is commonly said that grain is bought and sold
in the futures market it will assist ‘clear thinking. on: this problem to
recognize that it is the making and transferring of contracts that actually
takes place.. -
~;The final relatlonshxp of these contracts to the supply of grain When
the delivery month arrives is the important matter, rather than the number
of txmes contracts are ‘made or transferred in the meantime. :

“.Contracts to sell may be made in the futures market by ‘those who
possess physical grain ‘and propose to hold it until the dehvery month and.
then deliver it on the contract, or by those having actual grain who desire
the temporary protectxon of a contract until they find a purchaser for the
cash grain.. On the other’ hand, contracts to buy may be made by those
‘merchants and millers who desxre to take delivery of grainin the future
month named in the contract, or by those who desire the protectlon of a
contract until they are able to secure grain of the quality and'in the
position they desire, ' It is transactions. of the above classes, primarily
entered into to minimize the risk of fluctuations in price, which are termed
“ hedging ” transactions.: All- other  classes -of  contracts in the futures
‘market may be roughly grouped as speculatxve, masmuch as they involve

: the deliberate assumption of a risk. - SR

¢ The number of futures transactxons in a day in markets like Cblcago ‘
and Winnipeg is large The aggregate volume of tradmg in a day, or'a
month, or a- _year, is’ commonly compared * directly : ‘with the volume ' of
physical grain in position to be hedged and the number of times by which
the former exceeds the latter is said to be the number of times the actual
supply of wheat has been sold or bought:: The apparent excess of trad-
'ing, or, as witnesses described it, the sales ‘of “ wind ” bushels, is supposed
by some to exert a depressing influence on price levels. There is evidently
much popular misconception on this matter, first as to the number of
transactions that may be necessary to carry through to the final consumer
the hedging of any particular lot of grain, and secondly, as to the nature
and effects of the various forms of speculative transactions. s

. 'The simplest of all hedging transactions, covering grain which passes
’dlrectly from a first purchaser to a final consumer, involves two complete
trades in the futures market. -So simple a transaction is rare. Grain -
normally changes ownership many. times on its way to the consumer, each
‘ change being accompanied by a transfer of hedging contracts, which appears .
as a purchase and sale in the futures market and adds to the volume of
trading. . Then according to the length of.time grain is held before final
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disposal for consumption,:a hedge may be “ switched ” from one futures
month to another, each change appearing as a new purchase and sale.
% Spreading ” from one futures month to another, and at times from one
market to another, to take advantage of temporary differences in relative
prices in order to-secure a full carrying charge on grain’ that must be
held for a considerable period, also swells the volume of trading. ."Again,
even when the hedger is a member of the Exchange, a broker may be
employed to purchase or sell, and later transfer. the contract to his prin-
cxpal and in the records of the Clearing House the number of transactlons
is doubled in such cases. AT
~,An eﬁ'ort was made by the Commission to obtain opinions from experl-
enced witnesses-as to the normal number of: futures transactions involved
in hedging a given quantity of wheat, or what might be called the normal
multiple of grain which could appear in the figures representing the volume
of .transactions-in the futures:market without unnecessary speculation

'bemg present No very poutxve answers were obtained. The lowest com-

petent estimate was that kedged wheat mlght be hedged an average of four
or five times and perhaps more, and that there might be eight transactions
without any speculation at all. In class room discussion in the University
of Minnesota, we were informed, a multiple of twelve to fiftcen times the -
quantity of wheat was accepted. Other witnesses could account for from
sixteen to twenty hedging transactions on one lot of wheat. No one was
prepared to say, however, how much higher the multiple might become than
those mentioned above before they would conclude that there was excessue
speculation in the market. - -

Orders coming to the market in any day from tho:e \\ho dc:xrc to put
out selling and buying hedges may not exactly synchronize in time or be
equal in amounts.  The same is true of all other classes of orders and of
orders as a'whole.. But the  Scalpers ” stand ready to bridge the intervals
of time and temporarily carry the odd amounts by buying or selling when-
ever even slight differences in price tend to occur.  These scalping trades
account for a substantial proportion of the volume of trading reported each
day, and serve to keep the market always hquxd and to graduatc the o=cxl-
lations. . .: .

. There are, ﬁna]ly, ch “ spreaders ” whose opcrntlons hn\c al~o bccn
prevxously referred to.’ :

The volume of futures tradmg is compos cd of the aggr(*gate of the
transactions of all these operators. It is obvious that activity in the mak-
ing and transferring of contracts under these conditions is a different thing
from the offering, or the bidding for, equal quantities of actual grain in the
cash markets. This applies when the aggregate trading of a single day
iz considered-and is still more apparent when, the daily totals are added
together to make monthly or yearly totals. - Intense activity and large
volume in any one day may result in leaving the net outstanding contracts
practically unchanged at the end of the day, or only slightly increased or
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diminished. :Daily volume is as much due to “ evening up,” or withdrawing
from contracts, as to entering into new contracts. Monthly or yearly totals,
while of statistical interest, cannot therefore have the sxgmﬁcance popularly
attached to them. .. - .o o

+. . Figures were shown us by the Wmmpeg Clearmg Assocxatlon settrng
forth by days, from May 1, 1929, to March 31,1931:° -

" (1) the volume of open trades in wheat at the close of each day,
- (2)" the volume of trading within each day, :
* i (3) the ‘price of the ruling future at the close of the day, :
"’ (4) the quantity of actual Wheat in country elevators, in transit west
" of Fort William, and in Canadlan termmals, at the close of each
¢ " week during this period. - ' : :

. -
. 1

The average volume of daily transactlons throughout thls perlod of 581
days was 23,488,464 bushels. The changes wrought by this activity in the
net contracts from day to day were generally small.” The greatest single
change was effected on October 28, 1929, when, with daily transactions of
38,743,000 bushels, the net open line was reduced by 4,283,000 bushels. In
most cases the change in the open line was only from a few thousand to a
few hundreds of thousands of bushels.: .

.., The open lme dur1n<r the perlod averaged 53360 914 bushels, and the
‘average daily transactlons represented therefore a daily turnover of 44.01
per cent of the net open line. | Comparmg the open line with the actual grain
"in Canada in positions to be hedged ‘which does not include grain on farms,'
it is'shown that at no the was the open line equal to the visible supply as
“above defined. On the average the open lme on the day each week on which
_returns of stocks are comm.ed was 34.09. per cent of this visible supply.

‘The highest percentage was 75.8 per. cent on August 23, 1929 when stocLs
,m Canada were comparatively low,

' Care must be exercised in drawmg conclusions from thrs relatxonslnp
,between open lines and visible grain., On'the surface it might appear that
.on the average not more than’ one-third of the Canadian wheat in the visible
“supply . had been hedged and that hedges accounted . for the total open
faccounts In’ the, records  of the Cleanng House the’ statement of open
_,accounts represents the net posxtxons of the dxﬁerent memhers, but commis-
 sion: ‘houses on thelr own books might be carrying long ‘accounts for some
3rchents and short accounts for others “hlle only the balance appeared in the

Clearing House returns. Grain in country elevators ‘and terminals still

owned by farmers vsould for the most part be unhedged, and this would
"be true ‘also of at least a substantial proportlon of § gram in the hande of the
‘Pool That it did not make a practxce of hedgmg grarn ' delivered to it was

admxttcd in evidence by the Pool but it was also admitted that it took
over hcdges when' it sold cash gram, 80 that the Pool, while it held these
hedges, ‘would have’an open line properly attributable to hedgmg Recog-

nizing that important modifications of figures might result if all these .
73204
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factors were taken into the calculation, it is still notable that there has been ‘
so large a background of actual grain to the volume of futures contracts.’
No detailed examination of possible relationships between open hnes,

"daily volume of trades and price changes could be undertaken, but the

month of the highest average of daily trades was the month of highest
prices, July, 1929, although the peak of the open lines was reached in the
following October. In the months of lowest prices, activity was low and
open lmes below average. A similar coincidence of high activity and high
prices and low activity and low prices appears on a general examination

‘of the returns of the Grain Futures Administration in the. United States.
‘What is cause and what is effect in this apparent- relationship could be

determined only after very careful study and ,would probably require a
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We feel that we ought to refer specifically’ to an ob]ectlon made by

‘many farmers to the futures ‘market, that it prmndes ‘scope for the’ gamb—
‘ling instinct, and that many farmers and the general pubhc enter the mar-
ket with resultxng ﬁnanclal loss and demoralmng consequences <

The ewdence shows that many farmers and many of the general pubhc

fthroughout the west do at ‘times gamble in wheat futures. They go into
"the market almost mvanably as bulls on ‘a rising market, and go out almost A

",mvanably as losers. 'The farmer gambles in wheat rather than in some-

thing else because his dally occupatlon largely ‘centres around’the ‘pro-

"duction and marketmg of wheat, and it is quite possible that’ if there were

- ;no futures tradxng in wheat, his gambling instinct would’ remain’ dormant

“and ibe financial losses he suffers from time to tlme in that field v.ould

not be sustamed ‘As one witness said—“ The farmer is not so apt to

’ gamble in ‘oil as in'wheat. He thmks he knows more about wheat for some

reason or other.” On the other hand, another told the Commlssxon that he

: consxdered the two ‘worst speculators in the world were the grain merchant

and the farmer.” He pomted out that the actual work incurred in handling

e gram ‘led t6 both being too greatly 1mpressed with events with which they

“were' in direct’ contact and both ‘therefore tended to lack'the imagination
“and perspectlve necessary to successful’ speculatlon A gcneral conclusion
“that' may be drawn' from' the evxdence is that the average farmer xs 111
eqmpped to enter the speculatrve ﬁeld o SRR

ere other gamblers the. farmer does not secm to learn from cxpen-
‘ence. . He i is anxious. to make some easy moncy, and too often contmues
.the experxment only to find that he is usually beaten at the game. In that
respect he is not a speculator in the true sense, because he usually enters
_the .market thhout 80y, sufficxent or adcquate knowledge of the world

factors that govern pnces He is a gamblcr. G

e ceaeg ) [
. R . et
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‘The figures’ of ‘loss estimated by " witnesses do not .show the losses
suffered by the farmers as a class as distinguished from the general public,
and we believe it would be a'gross exaggeratron to suggest that in normal _
years ‘and as a general rule, the farmers who gamble in grain futures are
nearly S0 numerous as 1n 1929 or suffer anythmg approachrng the losses
that charactenzed that year L

If it appears that the futures market is in the mterest of the producers
as a’whole in the price that they recelve for their grain, 1t can scarcely
be condemned because a hmxted number are foolish _enough to gamble in
futures ‘rather than confine their energxes to the growing of grain, a ‘safer
and more familiar field.” We can, in the light of evidence, without hesitation
advise and even urge upon. farmers, as.well as on the general public, that
gambllng in grain futures is for them, as a rule, a very, dangerous and

. demoralxzmg operatlon If, however, they are determined to enter that field

and take the risks involved, ‘there does not seem to us to be any way of
stopping ‘them, without’ domg away w1th futures tradmg altogether, and
thus destroying its usefulness as ameans of vitally assrstmg in the market-

" ing of the producers gram, and securmg for hlm a price which otherwxse r

he would not hkely recelve

(4) SUMMARY OF Evmr\cn u’ov THE ’\IAIN QU}STIO‘I oF THE ReMIT -

Although the witnesses \were, “of course, generally presentmg dlﬁ‘erent

'and partial aspects of the whole’ problem describing their relationship to

the futures system, we were at’ some pains to address to them, erther at the
Legmmng of their evidence, or ‘by way of summarizing it, the main’ ques-
tion: —-What do’ you personally think is the effect of the futures system
upon the' price received by the’ producer? Occasionally it was necessary
to put it negatn ely and’ say:- What do you think would be the difference
if there were no sy stem of futures?—and sometimes to reﬁne on the dis-

_J tinction between the’ average price and fluctuations in price. From' such

an extremely variéd cross section of all the xnterests aﬁ'ected it is lnteres-
tmg to summame bneﬂy the answcrs to thls questron R

R (a) Tm-: er:wmm'r OF THE F.umr:a R

.11,’, g v

-Over ascore- of ! farmers, ‘or those with- farmmg experrence, ga\e
cvrdence for themselves, or of farmers’ views within their-own knowledge.
They were about evenly divided. in their opinions on the main question,
for.and against the present system. . In some cases the idea in the back-
ground was that the whole principle of futures was economrcally unsound,

in others, that the present system through which the “principle is worked

out was defectne while several were opposed to futures because they had
in'mind that.some alternative methods would yield them better: results.
One very typical witness said that the system built up a wrong psychelogy

. 273204}
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in the minds of the farniers and by tending to increase production increased
the fluctuations; so that the farmers could not get their * proper:price.”
Another avorded the main question and went straight to the demoraliza-
tion of gambling, its influence on the public and on;the farmer, and he
thought there should be some, other system-without these ethical disad-
vantages which would help the farmer to hold. his wheat; He thought
that a rival system of regulation would give him the best prlce, an unregu-
lated market the next best, and the futures system the worst. Further
objection ‘was made to an orgamzed group “ having power to depress or
increase prxces,” but ‘e hesitated to conﬁrm the logical consequence of his
vxews that an open market would gne deer ﬁuctuatrons and poorer
recexpts o ‘

" In this connection a farmer of long standmg, and thh much expen-
ence in pubhc life, spoke as follows ‘

:CQ “ Indmduals within the Grain. Exchange have the power to depress'
and raise prlces and that is bad for the producer, is that your pomt?"—‘-—A
“ Yes, that is bad for the producer.”

Q. “Well, how do they do it? How do they raise or depress pnces?" .

“A. “By umtmg their power and either buymg or selhng la.rge quanti-
ties.” ' L o o

Q. “Do they in fact unite and act together in that way?”

" A. “That is my belief....I have arrived at that conclusion that they

have the power to depress and increase prices.”

. Another farmer of wide experience in farming and in pubhc life said:

f‘l do not look upon it as an ideal form of marketing for this reason. Mar-
keting in those circumstances is a speculative institution, and where you
have speculation on a market with large operators, those operators will at
times manipulate your market. -1 have no doubt in my mind about that,
and when the market is deflated and is manipulated by large operators,
the price goes down and down....My opinion. is that it (the Grain Ex-
change) should-become a public body properly incorporated and subject
to public authority; that there should be not only supervision but con-
tinuous supervision. .I do not mean by that silly meddling with business
matters. I should regard that as a calamity. I do not think there is any
need for regulations. The very fact of it being known that they were under
continuous supervision would be the best of all regulations in itself.”

+ * Occasionally a farmer. witness would attack ‘the system on grounds
more nearly approachmg the purely economxc —_ : IS

e ¢ further _claim,” said one,’ /i that the speculatne systcm is eco-
nomxcally unsound To the extent that Canada’s wheat crop is hedged
so]d on futures to mnllers, exporters and speculators, the finances of the
country are tied up in margins, and as we depend upon the pubhc to supply
funds and find purchasers for the futures market they are unable to do so.
To this extent the’ futures market is unable to functlon, which is reflected
immediately in the price the farmer ultimately receives for his grain.” =
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. Another took it from ‘the angle of contribution to production, and him-
self- put the question::* Does the. Grain Exchange produce any.wealth?”
To him, anything paid to this institution must come out of the real incomes
of the X producers,” within his meaning of the word. 'One witness put, in

order of advantage to.the farmer, first some alternative system, then the
futures system, and last, and worst, a complete lack of regulation or method.

. Several . pressed . the ; view that futures increased : fluctuations, “ boosting

them higher and depressing them more. ” It was sometimes enough that an
exchange existed which worked for its own advantage, and the non sequitur

- that the farmer must necessarily suffer was the burden of their evidence.

Only one or two brought forward as their main reasons for feeling that
“ prices could not be right ” the fact that “ the crop should not be sold two
or three times over. . . . only owners of. wheat should sell wheat ” or “no
money should be advanced on articles not sold.” . >

Abuse of a system, otherwise useful, by speculators, the desn‘e to limit
futures to the growers of wheat, or the desxre to improve on the system by
control methods, were not uncommon comments. Attempts to be specific

about partlcular price advances that did not get back to the grower were .

very few and, when given, seemed to have come at completely abnormal
times and to be susceptible of special explanation. -

Indeed the number of specific instances of the abuse of pnces arising out
of the futures market brought forward by farmer witnesses, as distinguished
from theoretical . arguments presented ,was  limited to two or three.
A farmer at Calgary cited, as an example of abuse, the following incident:
“In the winter of 1925 I was hauling wheat with sleighs and 4 horses to the
elevator, and in the morning I hauled a load, I think about 160 bushels,
as near as I can remember. That was belore the radios were in general
use. The rnormngs load was unloaded on the price of the day before.
Then I came in right after dinner, about two hours later, hauling the same
kind of wheat and the same number of bushels in the load from the same
bin, and my load was worth about $22 less than the load in the morning.
I did not know what it was but somet,lnng was the matter beyond the
power of any producer.”

- This decline in value reprcecnted a fall of about 13 cents per bushel
It appeared that on the occasion in question, the price originally stood

_ about $2 per bushel and, after the break mentioned, gradually declined to

§1.35 or $1.40. This partxcula.r change in price levels was also mentloned
by other witnesses as an example of the effect of futures tradmg
Another specific instance of what was held to be an abuse was brought
to the attention of the Commission by two producers, one at Calgary and
the other at chma Circulated market opinions on a particular date had
expressed the view that wheat would sell at $2.25 per bushel, barley at
$1.25, and oats at 95 cents, and had advised farmers to take un advance
upon their shipments and to hold their grain'for a favourable market.
Such opinions, said one of these witnesses, are “not a direct inducement but
by inference they are building up a psychology that prices will go higher.®
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In gexieral, farmer witnesses attacking the futures market, relied upon
general theories of their_injuriousness rather than upon specific instances
where it could 'be shown that an individual had suffered loss. .- . - peon

. A number of these individual farmers defended the system in their

- answers to the main question. - One farmer was indefinite as to whether -

fluctuations were more or less, but felt that the system ¢ never did him any
karm.” ' Another, who is also a speculator, in a very elaborate and well
reasoned document, showing acquaintance with much ' economic’ literature,
from Gregory King onward, defended the market as equalizing prices, and
said that he dealt regularly in futures himself. He classified in a system-’

atic statement, the advantages of the system as follows; first, it provides

_an omnipresent or ubiquitous market; second, a high capacity market; third,

a representative market; fourth, é.'_quick'market; fifth, an orderly market;
sixth, it makes possible a low margin of handling costs; seventh, it opens
the industry to small capitalists; and eighth, it furnishes economic methods
of carrying commodities.: 1 vr. i LT s waiiin

.: "+ Another considered that, though subject to occasional ' manipulations,
which tempted the farmer to use the market with the cash he had obtained
from his wheat, the market was beneficial to him: “I see no objection to'it;
1 know no other system that I should prefer to it.”. " - R
" One; s little more positive, “believes it is a fine thing and should be
very sorry-to see it go out, thought it' has got its faults.”  He had met
many people who had got into trouble through it: “People go into this
thing and make fool bargains and then ‘want to get out of it.” I would like
to stop this; but to the people who use it properly it helps.” On the same -
point, another farmer declared ' that speculation was human nature, and -
“if you cut it out here it will go elsewhere, We should not get over the
gambling trouble and swe should lose all of the advantages of this’'system
in vain.”’ Another claimed that the system formed an element of safety
for the farmer, otherwise buyers would “cut the prices very low indeed.”
Still another claimed that he had used the futures market to great advant-
age, and that it had also given the farmer a better price. y
_ When we come to those who spoke as representing farmers on a large
scale—the presidents of farmers’ associations—the representative view .
expressed was_ overwhelmingly against trading in futures,  One spokes-
man claimed to représent as many as 50,000 members and another said
ihat out of his 81,000 farmers the vast majority would support him. There
were four of these representative witnesses, and we found it difficult to
determine precisely the extent to which their members had given indi-
vidual assent to the views expressed, and with what degree of active
feeling, or how far the views had been formulated by their leaders and
allowed to go by the passive acquiescence of the majority. One thing was
clear, however, that the views expressed on.behalf of the farmers were
much more positive and definite than those that were given in evidence

be




85,

by farmers when speaking for themselves. .. As the upshot of :our enquiry.
~ we were perfectly prepared, however, to accept their statements as a bona
fide effort to represent the views of the majority of their members. -
., On this question of the representative character, of the evidence, one
witness, formerly a member of the Council of Agriculture and an official of
the United Grain Growers, said that the opinions expressed by the repre-
sentatives of the farmers seemed  hardly fair and that ‘these witnesses
did not really represent the separate active opinions of so many farmers as
_ was suggested; most of the farmers did not have, as a burning conviction,
" the views put forward on’ theit behalf.” It might be added that his own
experience as a farmer and official of a farmers’ grain company was that
the futures market was'a distinct benefit to them as a class. | .\
“""The main objection to the futures system of those, representing -
farmers’ organization was; first, the temptation to the farmers to speculate
and lose their money; second, the selling of wheat ‘many times over. which
must necessarily. be detrimental to their best interests. ..
. 'The Vice-President of the United Farmers of Alberta, testified  as
follows: . “If the Western Canadian Agricultural _Community, dependent
€0 greatly as it is upon the prosperfity of the grain-growing farmers, is to
be enabled to meet, export conditions intelligently and successfully, the
right’'of ‘the Grain’ Exchange and its ‘concomitant system 'of trading in
futures as a marketing agency 'of Canadian wheat must be demonstrated.
Its_ operations’ must be brought' to the light of day, ‘and such measures
must then' be taken ‘as the facts shall show to be ‘necessary. , At present
we cannot get the facts.. .. The United Farmers of ‘Alberta have advo-
cated and urged for many years, at district and annual ‘provincial _con-

N B

ventions, the investigation of the Grain Exchange 'and 'qfv‘spéqulé.tiori in
wheat futures. . . The business of wheat marketing has been enveloped in a
veil ‘'of mystery ‘behind'which thousands of intelligent ‘farmers' have ‘tried
'in vain'to obtain a view of the facts.”.. . The farmers have concluded that
the feverish interest of speculators in futures accounts to a great degree for
the eagerness with which crop reports “are'compiled and:read, and"have
many times over the years watched a good crop maturing in ‘t,herﬁeld;and
read news items in the press about bumper yields. and, at the same, time,
of declining prices. Rightly or wrongly they. have deduced that, the price
decline which has robbed them of financial returns anticipated on the basis
of previous price quotations, Was brought' about not so much by.a con-
traction of demand on the part of buyers due to the possibility of a world
surplus with* resulting’low prices, as by the operation of the speculative
element in the futures market. . %" 'We do not pretend to be' able to give
answer to the question before this’ Commission. +The effect of futures
trading on the price paid to the producer. we-believe to'be detrimental’
But we have no positive proof. There can be no proof so long as the
operations' of the :Exchange remain enshrouded in mystery.” = And finally
he summed up in effect as follows: We do not know, we cannot find out,
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and we » would like to have some system mtroduced thch Would glve us
an assurance, - R R I TR

~ The Commission believes that the views “above recorded ¢an ‘be sald
falrly to reprosent the feehngs of a large number of the farmers of the
prame provmces ‘ .

‘Much was made by the above Wltness ‘of the demorahzatlon through
gambling amongst the’ farmers. He was not concerned with questxons as
to whether millers could do w1thout the’ system where the’ capxtal would
be forth-commg for the industry; as to’ contmuxty of supply, or msurance .
against falling markets. These he descrlbed as “academic questrons " To
him’ the chief fact was what wheat, the ma;or item of productxon in the
life of two and one half million people in W estern Canada, has become .
involved in'a complex system in which gambhng is a promment feature
to such an’ extent that producers, considered either singly or in " great
organized groups, cannot carry on their function intelligently. His people
believed the effects of futures on the price paid the producer were detri-
mental, but they could not answer the question before the Commxssmn for
they had no posxtlve proof (1) owing to mystery (2) owing to gambhng,,
nor could they show that unhedged commodltxes had smaller ﬂuctuatlons. )

In the minds of many farmers one of the outstandmg ob]ectlons to the
Exchange is this “secrecy” or “mystery” concerning its operations, They
have witnessed price fluctuations, at times of a very marked character, tak-
ing place; sometimes on the same day, and frequently during that penod m
the fall of the year when he is compelled to market his grain. They some-
how feel that these fluctuations cannot always be explained on.the basis
of supply and demand, and suspect they are brought about by mampu‘
lation on the part of the speculator

.....

, Several farmers gave their personal views on thxs matter, and in other
mstances the heads of large farmer organizations gave what they regarded
as the views of the membership of such orgamzatlons One farmer, &
leader i m his community, gave the following evxdence — .

‘ "Q “YWhat secrecy is there about it? (The Exchange)” A. “The
operatxons in so far as the physxcal operation is concerned, are open, but to‘
the best of my knowledgc it is utterly impossible to find in this country a
complcte record of transactions in grain, Across the line you can, ..... I
would like to know the actual amounts that went through the Exchange
as compared with the actual productions. . . ... I would know whethcr
the abuses which are alleged are correct or not.”

V Q “ Are there some abuses which are allegcd?"——A “ Yes, that the
market can be manipulated. I have no proof of that, it is sxmply a gencral
statement a general idea.” - o . "

. Q. “ And that is an opmxon qmte frcquently hcld by farmcrs?"—- -
“Tt is quite a common opinion.” . .. .
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. 'The President of the Central Selling Agency of the Pool said that in
the Saskatchewan Pool, of which he was also.President, there were some
84,000 farmers the vast majority. of ‘whom would support him in declaring:
“The organized farmers for many years, and as strongly today as at any
time ’in:'the past .feel that :the present system of futures trading :does .
not work out in their best interests. - They feel the price they:receive for
their wheat' from day to day is largely influenced by the attitude of mind
of the uninformed =peculatmg public, and that such a method of determin-
ing or influencing the price level is too insecure and unstable a,foundation
upon - which to build any industry.. They feel that the.effect of uncon-
trolled speculation results in much wider fluctuations in the market price
than would otherwise be the case. A much more steady. price level than
now obtains would be of inestimable - value to | the ; producers....the
majority of western farmers are’equally of the opinion,that the eﬁect
of futures trading on the price they receive is detrimental. They have
no definite proof as they have not- the facts on which to study the whole

”
question. R SE

His evidence was rather negatlve as to whether or not a perfect
system, to which these’ various ' allegations would not apply, would be
" beneficial. *“The records are msuﬁicxent ” . He  agreed, however, ‘that
the advantages ‘obtained in the "other" hnks of - the chain of ‘grain
marketing might benefit the farmer indirectly; but his view was that the
farmer himself did not get the same share of protection. - He further agreed
that there was nothing that the Pool could do for the farmers collectively
in relation to futures that the farmer could not do for himself, if rightly
advised ‘and intelligent. * Everything that his organization did was done
in the interests of the farmer entirely, so that in so far as they them-
selves had traded in the futures market they had done it in the interests
of ' the ‘farmers. - While favouring ‘a different system of marketing, he
admitted that under the present system the options market, even as it is
now, could be and-was 'being used in the interests of the farmer, apart
altogether from the benefits denved bv hun from anythmg done by the
others in the chain. :

The head of the Umted Farmers of \askatchewan spoke as follows

“ I w1sh to express to you my opxmon that the trading in futures in the
wheat business is detrimental to the best interests of the farmer who pro-
duces the grain. I am firmly convinced that the ﬁuctuatxons in the price of
wheat ‘caused by this trading are not warranted solely on account of supply
and demand. Prices change so rapidly from one day to another, and we
know that the supply has not changed S

~In the case of another farmers’. association thxs questxon of futures
tradmg had been mentioned at a number of their meetings where it had
been systematically canvassed. There was a well defined conviction that
it did not operate to the advantage of either producer or consumer”
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They were paying remuneration for services to the grain- trade not repre-
sented by any added value to.the product. - danth e taaie o0

.~ At no point in the evidence did anyone alleo'e that smaller ﬂuctuatxons
were ‘not a benefit to the farmer, or show any. indifference.to the fact of

- fluctuations. One" witness' brought . to - our ‘attention - a :report'.in.:which

we read, “It is'a well recognized fact that fluctuations in prices are detri-
mental either to the producer or consumer ”. - (Report to the Government
of Saskatchewan by James Stewart and F. W. Riddell,:1921).:

* Much of the farmers case whlch is valid consists of (a) the demoralxz-
ing effects of gambling with- moneys that neither he’ nor the others.who
have indulged in it, can’afford to lose; and (b):the suspicion which 'in-
entably attaches to a self-appointed and self-judging corporation that there
is “secrecy,” and the p0531b111ty at least of abuses and manipulations. At
times, When expenence of loss is bitter, these become overmastering thhout
any mcrease whate\ er in the tanglble evidence ‘'on which to base thcm

LA -: - N7 i TS SRR N T CRE S B Loaer

B THB Vrmomr OF THE Tn.u)E

. vThe bankers gave endence, as representatxve of all those who are

involved in financing the grain trade, to the effect that abolition of futures -

would seriously. affect the financing of the trade, and in consequence the
grain dealers would protect themselves by reducing the price to the farmer
and the grain would be hurried to the market with, undue rapxdxty .. Their
evidence was unequivocal to, the effect that the, present futures system
benefited the farmer in his price. , ., . . . o, o .. S

. The representatxves of - the various elevator compames and- groups
made their opinion clear that the elimination of risks by hedging enabled
them to give the farmers'a better price. One witness said that each member
of the chain would otherwise expect a higher remuneration and thought the
question of effect was * academic "—the hedging really:did not affect the
price—it was settled by supply and demand, and he could not see where
the cost fell.: Generally, the .evidence of: those interests and that of the
commission agencies and exporters, was that it would be impossible :to
carry on in any of these stages without hedging. - “ An exporter would not
dare to consider selling the grain on a protection of a cent profit to be
delivered sometimes months ahead, if there were any possxbxhty of gram
advancing in price and of the’ people from whom he had bouoht ‘for any
reason whatever refusmg to make delivery in the country. he “ould not
be able to pay as high a price relative to the world price as he now pays
the producer . . . . there mustbe’ a wider spread between' the exporter
and the importer in Europe . . . . the elevator operator and shxpper
cannot work for any less proﬁt than they are gettmg now . .. they
cannot get a higher: price - from the consumer " The net eﬂ'ect is that
the producer must beneﬁt SRR R .

A . . I . Lyoe N . o .
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.. A broker declared that speculators-as a whole put more money into
the grain market than they took out, and by so doing, they enabled the
producer to secure a higher price for his grain. - As mentioned previously,
he likened the money in circulation to a revolving insurance fund to cover
existing risks—one speculator one day had a larger share of the fund than
another, and so on.! He said .that speculation ought to be encouraged in
every way possible from the standpoint of the producer.::

' A witness, a raiser of seed grain, and engaged in educatlonal reeearch
and popularlzmg all agricultural information on scientific subjects, reached
many interesting conclusions on a rather distinctive line of evidence. ~He
declared that the system’ reduced the minor fluctuations on the wider pnce
swings ‘and that people: forgot’ the gold ‘position.” A grain commission

‘merchant,” while declaring that the farmer got a:better price and long

period ﬂuctuatlons were reduced admxtted that probably the tmy oscxlla-
txons were increased. IR

- The millers said that some other form of insurance Would ha.ve to be
uevwed and it would be more costly, or else they must assume their own
insurance risk. - In either case, *the protection afforded to the producer
of wheat on the options market results in a higher price to the producer ”.
They said it would be very serious-if other. wheat growing areas had the

- advantage, but did.not lay much emphasis on a difference of fluctuations.

 The manager of the Clearmg House, at one time a farmer, remembers
bow the farmer got better ‘prices when people began to hedge in Chicago—
“the open market is the only ‘method by which you can handle grain
economically and efficiently and give best results to the producer.” He
was quite definite that when a'complete systematic market: for hedging
operations was:brought in, it was clearly better .for the trade andthe

farmer, but he could not form a- ]udgement as - to whether these better
prices had increased production. . i . : i

4 . 3

The two witnesses who Lad had exten:xve experxence of the markctmg
of wheat both before and after the futures market was established in,Win-

- nipeg distinctly stated that the price to the farmer after futures was intro-

duced had improved.. “ We had actual expenses,” said one, “ and a flat
margin of ten cents a bushel from farmer to the buyer in Europe on straight
grades, and fifteen cents on other grades, until the futures market started.
The moment the option- market started we were closed out because the
business was done on the basis of one or two cents or less a bushel profit

- and we organized into separate units and did not export : What was pre-
viously costing ten cents only cost two or three . .. .. - farmers after .the

option market certainly got a better prxce than before ” Here agam he was

: not so sure about the fluctuations. .

- The other witness said that in the old days he bought from the farme"s

‘ and sold to the Winnipeg syndicates and got two cents off the ten cents
'spread for handling through the elevators or thirteen cents in the case of
~the offgrades. He afterwards worked on a much closer margin‘and the
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producer got a better price. A grain dealer in Alberta desired to extend
the principle of hedging »ecause a hedge at Vancouver at present was not
very complete. He thought that if they could get a complete hedge the
farmer would get better terms.

It is natural that the grain buying interests who use the system to such
an advantage as a method of insurance should be predisposed in its favour
and attribute to it many virtues; but it does not necessarily mean, how-
ever, that they are wrong because they have an interest in it. Much of the
evidence against it is subconsciously influenced by a background of long
disputed rivalry between two types of marketing. It is inevitably influ-
enced also by the untoward incidents of recent striking price changes which,
however, have nothing whatever to do with futures or with the grain trade
as such, or even with farming, but are part of the great world tendencies,
due to the influences of gold and credit.

There are objections which are fully explicable if it is conceded that
the present system multiplies oftener than necessary the minute day-to-day
oscillations. But these catch the eye and those who see them are often
unaware of the larger subduing price effects of the system which, of course,
are silent and unmeasurable. These two classes of fluctuation—the world
wide and the transient and insignificant—tend to distract attention from the
mean, steady crop-year fluctuation effects to which economists and students
pay most attention.

5. PROPOSALS FOR SUPERVISION

There is no doubt whatever that a feeling is prevalent amongst many
farmers that someone is making money at their expense unfairly by inside
knowledge, manipulation and undesirable practices. Nothing was given
in evidence of a practical or satisfactory character as to what it actualiy
is that is done or how it is done, and in that respect we share the experience .
of the Turgeon Commission.

But we cannot claim to have been able to satisfy ourselves conclusively
as to the impossibility of such practices existing,. ‘

The fact that the Grain Exchange is self-governed without outside
supervision or regulation in its futures trading and that, if complaints are
made, the Exchange is the judge of its own cause, are sometimes used a8
arguments or proofs that its powers or practices can be abused. By its
by-laws and regulations, however, it is clearly alive to the desirability of
checking and abolishing every kind of undesirable practice likely to affect
the interests of its members, and, through them, of its clients. We are given
to understand that it does, in effect, without parade or publicity, uphold the
standard of business conduct and correct any undesirable practices amongst
its members. But, apparently, all this, happening behind closed doors,
has not availed to improve public psychology and sentiment.

The feeling amongst farmers to which we have referred has persisted
over a long period of years, and it has been particularly active at times
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when {here has beerr a reaction from gambling and boom markets. If
there is no substance, or small substance in actual fact, for the existence
of that feeling, it seems a pity that no way can be found to remove it.
We do not pretend that all farmers are positively antagonistic to the
present system; we believe that, as usual, the dissatisfied element are
the more conscious and articulate, and that a large number of farmers
having no great feeling in the matter are not very active in giving expres-
gion to their moderation. The element that gives rise to the impressicn
of the universality of the feeling consists of the active spirits who may
genuinely believe there is a grievance, who draw the resolutions and speak
at the meetings, and generally act in a representative capacity.

Any ameliorative action that might be taken, while perhaps not satis-
fying all sections, might at any rate affect the minds of a vast number
and reduce the area of inflammatory feeling. It is essential that in any
attempt to deal with this difficulty care should be taken to avoid minis-
tering to merely idle curiosity on the part of individuals and introducing
elements of individual publicity which would unfairly handicap this busi-
ness as compared to others. In the same way it is essential that the day-
to-day smooth conduct of the business should not suffer the bureaucratic
touch of regulation and inquisitorial restriction. It might be well to intro-
duce these when the moment for their necessity arises, but to put them
in merely as a measure of assurance against mere suspicion seems inad-
visable.

We have canvassed the idea in quite general terms of the existence of
a person of independent judgment and position who would have the
right to be behind the scenes at all times and places in the Grain Exchange.

He might be regarded as having three functions:—

(1) It would be possible for any farmer or other participator in
futures trading to bring to him his specific difficulties or complaints or sus-
picions, and the officer would be thus moved to inquire into the particular
point and the principles that it might illustrate, and without communicat-
ing any confidential matter to the person who initiated the question, he
might be able to give him the necessary assurances that the question had
been looked info and dealt with on satisfactory lines.

(2) By his general observation and inspection of the proceedings he
might direct the attention of the grain trade to possible improvements
and self-regulation. It would be open to the authorities of the Exchange
either to accept his suggestions or to convince him that they were unneces-
Sary.

(3) But in the event of the officer remaining of the opinion that some
corrective measure should be adopted and the council of the Grain
Exchange maintaining a contrary view, the officer should be at liberty to
make reports from time to time to the Government, who could make such
enquiry into the matter as they thought desirable with a view to regula-
tion or restriction or other measures.
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Though this is not strictly within our remit, yet the point at which it is
aimed does affect futures trading, and, through it, the price received by
the producer, for the psychology in which the whole scheme is set is not
without its influence upon the proper working of the market.

We have in mind the analogy of the Government’s right of enquiry
into banking throughout the Dominion, and something which will enable
the farmers to feel that no undesirable practices could go on entirely
unchecked. Such a responsible person, not beholden in any way to the
trade as a whole, but having it under adequate review, would, we have
reason to believe, not be harmful to the trade itself or repugnant to the
feelings of those who conduct it, and yet, at the same time, would do much
to allay the long prevalent suspicion amongst farmers.

It is outside our scope to compare the value of this method of
“ reassurance ” with one that emerges from some of the evidence, viz.,
granting to the various co-operative bodies belonging to the producer who
are now members of the Exchange, adequate representation on the council
of the Exchange and the various committees to which the council delegates
its power for the purpose of the active administration of its functions,




PART IV

CONCLUSION

(1) Tae HisToRiCAL SETTING OF THE PROBLEM.

In attempting to bring together the many impressions and influences
resulting from this rapid, concentrated but comprehensive survey of the
problem as we see it in Canada in the year 1931, we feel that we ought also
to view the matter in the sctting of a larger experience. In looking back
over the past history of this subject it is salutary and perhaps a little dis-
concerting to find how the problem is revolving upon itself.

In the record of public opinion of the practical use of futures there is
little that is new. A careful perusal of the literature of the last forty years
shows the old contentions and rebuttals constantly reappearing with con-
stant regularity. History repeats itself, and geography too, not a little, and
‘twenty-seven years after the organization of a futures market in Winnipeg
we find practically no arguments that were not prominent many years
before it, except those introduced, with political elements, by the existence
of new bodies such as the Farm Board and the Wheat Pool.

In 1893, after a careful survey of the effect of futures for the previous
twenty years in the United States and the previous five years in Liverpool,
it was stated in Great Britain that there was universal opposition by farmers
who contended that although delivery was contemplated in all contracts, in
ninety-five per cent of them did it not take place, and the difference in price
‘only was paid over or accumulated for settlement day. These farmers said
“that during nine-tenths of the time there were more dealers interested in
depressing prices, and as overwhelming evidence of this, for the five years
‘preceding 1888 only 9-8 per cent of the whole crop was sold forward, and as
the total sales of futures equalled nine times the whole crop the sales of
futures must be ninety times the amount of actual grain sold under futures.
“{(Bear: The Agricultural Problem, Economic Journal, 1893). The defenders
said that as the system increased the number of persons willing to buy the
crop, it must benefit the farmer, to which it was rejoined that the enormous
quantity of fictitious grain created nominal gluts and reduced prices.
Against the contention that the system was necessary to carry over the
‘wheat until the following season, it was urged that only a small part was
‘actually dealt with and yet the price of the whole was affected. But the
"chief argument on the other side was that there could be difference in

‘the long run, if the depressions were equalled by the enhancements of price
“as the result of the influence of two equal sets of people. Against this it was

urged that this was fallacions—the numbers were not equal, bears were con-
“stantly in the business, hulls were occasional, and many of them became
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bears after hedging. The importers who bought extensively for delivery
abroad at a fixed price hedged to secure themselves against loss in case of
-a great fall, but as large buyers they were “ weak sellers,” and helped to
depress the market. Since all old buyers wanted a rise and all new ones
were anxious for a fall, the option system must depress the price. It was
alleged that there were tricks, false reports, and insecurity, while reckless,
impecunious men opposed others who had much to lose. So the system
had an effect in intensifying depression.

This typical outlook with the accompanying demand for a Royal
Commission came, it should be noted, just at the trough of a lopg-
continued fall in the general price level, and consequent depression in
trade in the early '90’s.

A comment a few years later when the general world recovery was
well under way (H. C. Emery, Futures in the Grain Market, Economic
Journal, 1899, also Columbia University Studies) was characteristic of the
general price change. This stated that futures were still charged with
producing both high and low prices, with increasing risks and lessening
them, and the discussion thereon was bitter. The one side said that specu-
lation directs commodities to their most advantageous uses by fixing com-
parable prices for delivery at two different times, but it was denied that
these were real forecasts. The old complaint that demand and supply
were not the determinants was held by this commentator to be meaning-
less. The balance was between a speculative supply and a speculative
demand; so far as speculation might permanently change conditions of
production or consumption it may have a permanent influence on price,
but in no other way. It was held that for a considerable time price might
follow artificial conditions and temporary manipulations. Small-scale
manipulations were frequent and often successful—they had a very small
range and duration. The agitation at that time was to forbid all con-
tracts if there was no actual delivery, but it was considered to be imprac-
ticable. All contracts were alike and no one could know whether any one
was speculative or not. In any case, big actual deliveries did not lessen the
evil effects. The comment made on the recent German attempt to do
away with speculation was scathing. ,

The history of this German episode is still worth reading. Thirty
years ago, the following appeared in a report prepared by His Majesty's
Consul General at Berlin (see CD 1756):

“The Exchange Law of 22nd June, 1896, prohibiting gambling in
options and futures of agricultural produce in Germany remains still in
force. Opinions differ widely as to the effects of the prohibition. Produce
dealers, Chambers of Commerce, and other organizations of interests solely
or chiefly commercial, denounce the prohibition as the direct cause of the
increased dependence of the German produce markets on foreign, especi-
ally American produce exchanges, in the matter of prices, of the consider-
able fluctuations of corn prices in German markets, and of the compara-




65

tively low prices :for German produce.: ,They maintain.that. these: effects
“of the prohibition do not, however, affect exclusively, or even: principally,
the produce dealer, but.they constitute:a-danger: to-German. agriculture
itself. - They: try’ to persuade their agrarian- opponents that the.re-estab-
lishment. of the trade in-options:and futures would benefit the.producer
quite as much 'as‘ the {dealer. . The agrarians,-on:their. part,” deny . that
agricultural interests have suffered from the prohibition, while they express
‘ their satisfaction at the loss of business and influence inflicted' through
the prohibition upon the, German produce exchanges more especially the -
‘Berlin Produce Exchange, which, in:times previous to the Exchange Law,
owed its great power.to the very__la.rge business in options and futures.
The advocates of the landed interest expressly devised and carried the
‘prohibition as a means of breaking the powerful. influence:the Produce
Exchange was able to-exercise upon the price of agricultural produce to
the detriment, they maintain, of the producer. That the prohibition has
‘proved a disadvantage to the producer himself, has been repeatedly and
-strongly denied by agrarian members of the Imperial Diet. - They have,
on the contrary, declared themselves completely satisfied with the effect
‘of .the prohibition. - They maintain that since gambling in _options . and -
futures had been prohxblted corn pnces in Germany ‘were - remarkably
free from the ﬂuctuatlons expenenced in forexgn markets by gamblmg n .
optxons ‘and futures, that _prices in Germany were much steadxer than i in
such marLets that prices for German corn were by no means lower than
in other countries or for foreign produce, and that. producers did not experi-
ence any difficulty in dlcposmg of their corn. Statlstlcs are freely used on
both sides to support these w1de1y d1vergent v1ews, and it Would be ha.rd
tosaywheretruthhes ST R P S

. The report went on to say that in the absence of a produce e\change,
the dealers tried to counteract * the detrimental effect of the prohibition
by substituting - for "actual- dealings in options and futures a system.of
fixed prices on delivery. - New contracts for delivery were drawn up which
carefully "avoided ‘'all terms.and: conditions: connected. with - institutions
related to the exchange, and closely adhbered to the rules of the commer-.
cial code. These new contracts made .it possible to insure against loss
from 'future delivery.to some extent, though'not to the same degree as
the dealings in futures they were to replace.' :The heaviest sufferers from
the prohibition of the options and futures business, and from the want of
an exchange, were the commission houses. ' This highly developed branch
of the Berlin grain trade, which was possessed of considerable means, held
a very prominent position in'the market. :Largely through their efforts
the Berlin Produce Exchange had attained its high place among tke world’s
produce markets. - The unsatisfactory state of business caused a number
of firms to'give up!business altogether, while all grain firms restricted
their business considerably.. In their annual report for the year 1899 the
‘Elders 'of the-Berlin: Merchants’ state - that *heavy loss ‘suffered by

27320~5 :
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dealers choked with. merchandise, difficulties experienced by -producers in
disposing ' of - their corn, and"the ' depression in’ the milling industry.were
the features of the year.” The prohibition of ' business! in: options and
futures continued to.paralyze business' by making an effective insurance
against loss extremely difficult, and at all events very expensive, because
foreign: markets, such'as New York and Chicago, had to be resorted .to.”
 1The Produce .Exchange and-dealing in options were ' shortly afterwards
reopened.) »* ol cnonlon Do alond o i ST SR

FEIETV IS TEETEL AU B ST P T
" Getting down to more ‘recent ' times, the history ‘of the controversy

about futures in ‘the United States is, of course, full of interest.” The
agitations that existed there prior to 1922 on the part of producers of grain
in connection with'the operation of the Chicago Exchange resulted in the
enactment of the Act of 1922. " The genesis of this could not perhaps be
more graphically given than in the section of the Act itself which runs a3
follows:— =+ '~ AR P A R R R IS R
United States Department ‘of Agriculture, Miscellaneous Circular No. 10,
ol 192800 Grain’ Futures Act 1922. ' Section 3 : ... .« 1/ >
"' “Transactions in’grain involving the sale thereof for future delivery
as' commonly conducted on boards of trad¢’ and known'as futures’are
affected with a national public interest; that such transactions ‘are carried
on in large volume'by the public generally and by persons engaged in the
‘business of buying and selling grain and the products thereof in interstate
commerce; ‘that the prices involved in" such transactions are ‘generally
quoted and disseminated throughout the: United States and in “foreign
countries as a basis for determining: the prices to the producer and the
consumer of grain and the products and by-products thercof and to facili-
tate the movements thereof in interstate commerce; that such transactions
are utilized by shippers, dealers, millers and others engaged in_ handling
grain and the products and by-products thereof in interstate.commerce as
a means of hedging themselves against possible loss through fluctuations in
price; that the transactions and prices of grain on such boards of trade are
susceptible to speculation, manipulation, -and. control, and'‘'sudden ‘or
unrcasonable fluctuations in the prices thercof frequently occur as’a result
of such speculation; manipulation, or control, which are detrimental to the
producer or the consumer and the persons handling grain and products and
by-products thereof in interstate commerce, and that such fluctuations in
prices are an obstruction to and a burden upon interstate commerce in grain
and the products and by-products thereof and render regulation imperative
for the protection of such!commerce and the national public: interest
therein, ..oy ot iien e e e
. This legislation was intended to bring the Exchanges under supervision
and ingpection. Some time after, the Chicago Board of Trade after con-
sultation with the Department of Agriculture, appointed a Business Con-
duct Committee, whose business responsibility was and is, to enforce the
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rules and regulations of the Exchange. They investigate and deal with any
complaints made by any member or the publie, and they are also supposed
to observe and guard -against, or deal with, any malpractice on the part of -
the members. “It is not for us to say how far in this experimental stage the
advantages of the administration of the Act have been felt in the effort -
to minimize or remove what are imagined to be the drawbacks of trading
in futures, nor is it clear that what may be vahd experlence there, has really
point elsewhere. . R
We may perhaps conclude this survey of world experlence by reference
toFrance L : S ;
The “ Syndlcat General de la Bourse de Commerce » of Parxs expresse=
xtself as follows on this subject of speculatlon, and of eﬁ'orts Whrch havc
been made to restrict it: . L . -
relbis recogmzed that futures markets mav be ‘useful to tradera because'
they furnish them with the means of unloadmg the rlsks of. the seasonal
produce in which they deal; but it is sought to forbld those Who are capable
of assummg "these risks to act as counter-partles The error is_ evidently
a serious one. ‘If the speculator does not intervene to take the risk that the
trader wishes to get rid of, who will take it? The producer, ‘who has har-'
vested in one month that which is to be consumed i in twelve, is anxious to
obtain'a legitimate remuneration for his' labour, he is not ‘willing to bear ‘
the fluctuations.to which the produce will be sub]ected daily for twelve
months; he sells it to a third party, who acquires it only because he knows
that he can find on the commodity exchange a means of guaranteeing him<
self against the risk by futures transactions which he can eﬁ’ect mth people
who themselves are willing to take the risk. -
¢ “If a link in the chain is suppressed, nothmg mll remain. No more
speculators, no more commodity exchanges, no more arbxtrage between
producers, no more hedging for traders, no more safeguards for consumers.
% The regular \\orkmg of commodxty exchanges is in direct relatlon to
the number of speculators who operate there. One must have the courage
to see and say things clearly. - Whether one likes xt or not, epeculatlon is one,
of the regulating factors of supply and demand. Speculatxon is therefore.
necessary. . ’
o Speculatlon is- even xndnspensable to the existence of commodxt\ .
exchanges. There is no other place and no more suitable means of arbitrage
and of hedging than commodity exchanges trading in futures. For them to"
be efficient, it is necessary that business be transacted without constraint
from wherever it comes; that the stability of regulations be constant;.that
the market be broad; that is to say, that enough brokers, traders and specu-
lators be admitted to it to insurt transactions on a vast scale; so that supply
and demand may find the widest expression.” ! "

L

"(2) Basic DisTiNcTIONS 1IN OUR CoNcLUsioN: -+ 1 -1
The dxstmctxon between what happens in normal times and abnormal

t:mes is, in our judgment, fundamental, A staircase from one level to
zmo-n
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another may’ have manv steps-or few, may be regular or uneven,’ ‘may be
‘steep or gentle, but that it must lead from one level to another is 1nev1table '
By this parallel,'the change in price level inevitably: brings unfair losses
or unfair profits to sections of the community in all walks of life.! It may’
be that the system of  futures lends itself to personal gain by those few
who realize what is happening, inasmuch as it is common experience ‘that’
these price trends are not comprehended by the general communxty unt11
long after they have happened Ve T

*A"second distinction of vital® 1mportance is that between the’ year
to year and month to month ﬂuctuatxons which will take place, mevxtably,
with a product like Wheat, even on a stable price trend and’day to day
market oscillations. ' The effect of futures trading upon the ﬂuctuatxons
is, in our judgment, generally beneﬁclal to the producer ‘We view the day’
to day oscillations with rather more hesxtatxon to some ettent they aref
essent1al and beneﬁcxal to some extent they are unessentxal and a hmdrance
Federal Board ‘of Trade Comxmssmn, Vol.. 7—Pages 237 to 241 where,
some attention is gwen to the minor fluctuations of extreme rapxdxty. There
‘is no doubt that the existence of an activity which is directly interested in
the constant and rapid movement of price, through commissions, and to
whom an ‘active market in thisisense is a livelihood, may tend to the
stimulation of multiplicity of changes which have no economic value; and
which may even be taken advantage of by some sections, at the expense of
others. But the ease with which this almost fluid xnarket equates itself
all over the world and enables complete continuity to be observed and
hedging to be obtamed at all trmes, xs a feature whxch cannot \\cll be
endangered ‘

"The thrrd dlstmctxon which to us is of lmportance in answermg thel )
main questlon in our remit, is whether we speak of fluctuations for the
world as a whole, or merely for one market for with the abolition and.

restrictions of futures in one place, such 1solat10n will give results of an
untoward character.

- With these. distinetions in mind; we: may perhape endeavour to
crystalhze our conclusxons bneﬂy as follows po

(3) Stmwmr OF Ooxcwsxoxs SRR

" The eﬂect of tradmg in futures upon. the pnce receiv ed by the pro-:
ducer PR L. :

(a) In Normal T;mes -
(1) There is no effect upon the long period major trends of price, which

must find their posxtxon relative to the pnce of other commodxtxes in the
long run,” ... ;-0 e S S f
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't (2) ‘The effect is certainly, and materially, to lessen major fluctuations

- in -price extending. from year to year and quarter to quarter, and by this
greater relative ' cteadmess to make the producers posxtxon more stable
and secure, i Poobinr terdlon

(3) The effect of the system thh the features 1t mvolves in practlcal
Workmg, is probably, and more.especially ‘at times of active natural or
inevitable changes of price, to increase the minor short-penod oscillations
round- about the stabler fluctuations referred to in :(2). It is probable
that a certain degree of increased daily and hourly sensitiveness and oscil-
lation-is economically essential to bring about the effect under’ (2), but
the extent of additional oscillation that i is usually present through futures
tradmg is in excess of that neceseary for this purpose. ‘¥

-*(4) *The removal of the less essential oscillatory features referred to
wder (3) may well be desirable, but any disadvantages attaching to them
are not so important in their range or effect as to offset the advantages of
(2) above, and it is not, therefore, economically desirable to risk depriving
the producer of the advantaves under (2) by abohshmg or ]eopardlzmg
the system on account of the less satisfactory features.”

(5) The increase in the oscillations under (3) due to the fubures
system, is not wholly to the disadvantage of the .farmer himself. For
some of the losses are carried by outside gamblers who lose money in such
a manner as to benefit the producers’ price, while some of the losses are
borne by the farmer himself acting outside: his functions as a producer,
and can be avoxdcd by hun lf he reframs from gambhng or even specula-
txon. A s

- (6) It is only in the ﬁeld of non-functxonal or unessentxal osclllatrons
that attempts at prevention by regulation:or restriction or. even.public
opinion can work without economic reactions. We know of no.way. in
practice of distinguishing accurately by a set rule or principle between
economically essential and non-essential oscillations, between the usefully
functional or the wantonly: non-functional. : In any.case, the exact touch
that would be requisite is special to partxcular areas and pamcular tlmes
and as such is outside our terms of reference.: :

(7) The existence of these minor short range changes or oscxllatxons
is more clearly discernible by the producers generally than the other fluctua-
tions referred to under (2), and they oceupy a poextxon of disproportionate
importance in - public' psychology. They give rise to-the suggestxon'of

-the possible existence of abuses or defects to an extenb whlch is greater
than any tangible evidence of such factors, - -~ oo 7o

¢ It may be possible to modify the extent and persxstence of the resultant
psychologlcal attitude towards the svstem by deﬁmte actxon carefully
directed to that end (vide pp. 60-62). ar "

(8) Apart from ﬁuctuatxons, the effect is, lcss certamly, “but mth a
"high degree of probability, to increase the average price received in the
-long run by the producer, to an indeterminate but appreciable extent,:
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+(9) The foregoing conclusions refer to the system of futures in‘Winni-
peg, as part of the general world system. . If we had a state of affairs in<
existence in which all non-Canadian wheat was dealt with under a futures
market while Canadian wheat was being marketed under conditions in
which all the risks of fluctuations were being taken by the several parties
holding the grain in its progress from producer to consumer, it would, in
our judgment, mean a differential disadvantage for Canadian wheat in the
world market which would definitely fall upon the produc_er in a lower
price. ‘This difference in price, due to the isolation of Canada in a general
world - system,; would be greater than the margin of advantage in price
given - to the producer by the futures system for the world as a whole,
referred to in (8). Moreover, this lower.price would also be subject to
slightly larger periodical fluctuations, although possnbly the day-to-day
short-period oscillations would be.less.

R, e _» (b) In Abnormal szes
(For Example, Penods of Inﬂatwn or Deﬂatzon due to large scale changcs
tn the general world price levels)

(10) No system of trading in futures can possibly pre\ ent \\heat prices
finding their position relative to other prices on all long period large scale

~world changes.: The futures trading system may, if left to itself, round
. off the severity of sharp turning points at the top and bottom of the long
‘period swings if those turning points occur with marked clearness in a

short space of time, but in practice it is unlikely that at those turning
points the system will be left to itself. - At the turning points (e.g., the booms

“of 1920-29), it is fairly certain that bull movements of a highly speculative

character on cash wheat will be in operation. At the lower point it is

. fairly certain that desperate efforts will be in course of being made by
“means of controls, pools, restriction schemes, ete., to obviate the inevitable
. by keeping back supplies and artificially holding prices behind the inexor-

-able general trend, with a possible ultimate collapse that will take prices
below that bottom pomt w hxch an undneturbed futurcs system \\ould have
-made possible. T s

(11) .In abnormal. txmes condxtxons cxxst for v.orkmg thxs system of

futures and, indeed, any rival systems of handling grain, on unusual lines,
“and no inferences drawn from the practical observation of the behaviour

~of prices and of markets at such times have any nccessary‘\ahdlty as
indications of the economic value of futures in normal times. - It is at such
‘times that' some -features’ of the futures system may be most.open to
.criticism, and it is at such times that the disposition to criticize will be
most excited, but it is precisely at such times that fair tests of thc normal
workmg of the futures system can least satisfactorily be made.-* ¢ .

-(12) No quantitative statement of the several effects above referred
to in general terms can safely be laid down.: They are not statistically
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determinable, and, in any case, would not be constant at all points. But
these limitations of exact statement do not, in any. way, weaken our con-
‘ clusidns that such differences due to futures:actually exist. .

7(13) The Turgeon Commission in 1925 made, inter aluz a specific
inquiry into the complaint: “ That speculation elther on the cash or futures
market injuriously affects the farmer and the community: (a) the price of
grain is thereby unduly depressed in the autumn when the farmers are

. selling the bulk of their crop; (b) lucrative profits are made by speculators,
scalpers, etc., through gambling with the farmers’ product; (¢) disastrous
losses are m'xde in speculation.”

Their conclusions within our own remit, were stated as follows:—

“(1) That a futures market permits hedging and that hedging by
div 1dxng and eliminating risks in price variations reduces the spread between
the prices paid to the farmer for his product and tho=e obtamed for xt upon
the ultimate market.”

© % (2) That hedging facilitates the extension of credit and thereby re-

duces the cost of handling grain by making it possible for grain dealers to
operate on less capital than would be the case otherwise.

_ “(3) That for the same reason hedging makes a larger degree of com-
petition possible in the graln trade, on a given amount of capital.

“(4) That hedging is of advantage to exporters' so that, even_in
instances where grain is handled under a poohng organization \\here the
initial risk is carried by the farmer himself, in order to handle successfully
the export trade, such org'lmzatlons ﬁnd it desirable to make use of the
futures market. : !

“ (5) That a competent spcculatne clement in the market ensures a
continuous and scarchmg study of all the conditions of suppl) and demand
tffecting market prices. S

“ (6) That speculative transactions tend to Lcep prices as "between the
contract grades and as between present cash prices and cash prices in the
future in proper adjustment to each other and to future conditions of <upply
snd demand.

“(7) That prices thcrcb) tend to be etablhzed and ﬂuctuahons

reduced. . .
“(8) That a spcculah\e clcmcnt is necesszary in an cxchange to ensure
. a continuous market so that when a crop is dumped upon the market in
the fall the farmer will not suffer loss by a heavy drop.through absence of
cdemand for immediate use.

“ (9) That individuals who engage in speculative transactions without
adequate knowledge or capital not only usually lose heavily but also are
a disturbing element upon the market. Their transactions become mere
gambling.”

In order to leave no dubiety as to the extent of the difference between
their findings and our own, owing to the different methods of statement,
we have made a specific examination of the evidence given up to date in

e st o 4
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order to determine how far we can confirm these views’as an alternative
statement of . our - conclusions .and appropriate to-the present situation.
Subject to the additional distinctions we make above between trends, fluctu-
ations, and oscillations, which we regard as.important; between normal
and abnormal times; and between a general world system of futures, and a
divided system, we ﬁnd that we can agree with these ﬁndmgs as an alter-
natlve but less elaborated statement of our. views. by e

".,""""" UiA, ¢ rv‘ et

Y

N 3

Gk FINALSUM\!ABY LT :‘“

All the foregomg may seem very involved and elaborate to the man
in the street who likes a plain “} es” or “no” to What seems to hxm a plain
questxon.

Unfortunately, however, 10 short statement on an economic matter is
ever strictly and absolutely true, and this very natural desire for a plaln
answer can only be met by statements which are true generally, but leave
room for times and cases where qualification is essential. .

However, in brief, our answer to the questlon submitted lS ‘that m
addition t6 the benefits reﬂected to the producer in furnishing a system of
insurance for the handlmg of his grain, and in providing an ever-ready and
convenient means for marketmg the same, futures trading, even with its
disadvantages of numerous minor price ﬁuctuatlons, is of dxstmct beneﬁt to
the producer in the price which he receives. .

R

(5) Acxxowm:ncun.\;re

" We should like to add an expres=1on of our apprecmtxon of the services
of our Counsel, Mr. Travers Sweatman, K.C., and of Dr D. A \Iachbbon
of the Board of Grain Commissioners.

‘Our work could not’ possibly have been accomplxshed in the. txme but
for the generous help of many authorities in the places we visited and
specially of the Canadian Pacific RmI“ay and the New York Central
Railroad. The work of the reporters in following us on our ]oumcy 'with
rapid transcripts of cvidence was most prarseworthy e

Finally, we owe much to the very efficient help given by our qccretary
Mr. L. B. Pearson, both dunnz our sxttmgs and subsequently in seemg our
Report through the Press ‘
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LIST OF WITNESSES
Anderson, F J ......... Bntxsb Emplre Graln Company, Wmmpeg
Baxter, Charles D....... Farmer, Fairmont, Saskatchewan. . e
Boyle, Dr. James E..... .. Department of Agricultural Economlcs, Comell
‘ University, N.Y. bt it
Brown, Frank G..... seee .Farmer, Acme, Saskatchewan T
Brown, Thor ............Farmer, Munson, Alberta.
Cairns, Andrew ........ Statistician, Central: Selling. Agency; Canadxan
: Wheat Pools. B P R TR Y

Cathcart George E......Cathcart and Company, Lxmlted Wmnlpeg

Clark, Professor A. B..... Departbment of Economics, University of Mam_—
toba

Cushing, Ira B eeseeeeqss Farmer, Rlceton, Saskatchewan FERRE I
Duvel, Dr. J. W. T....... Administrator, Umted States Grain Futures Act

. Washington, D ,

Evans, R. T........ .....Vice-President and Manager, Bntxsh America
, o . Elevator Company, Wmmpeg e
Fansher, F E....c..... ...Farmer. " '

Fisher, John B cesesennes .Canadxan Representatxve,, Scottxsh Co-Op
- Wholesale Society, Ltd. " |

Fowler, Frank 0 ........Manager, Winnipeg Grain and Produce Ex—

' change Clearing Association. .

Gillespie, Jobn ..........Gillespie Grain Company, Edmonton, Alberta

Gourlay, Wallace, G. A...Farmer, Dauphln, Mamtoba . .

Hanson, H. T............Farmer. =~ 0 =~ 7

Hayles, Charles E ««....Manager and che-Presxdent Canadxan Consoh-

o ©7 0 dated Elevator Company, \V mmpeg

Huser, Charles ... ... ... Farmer. "

Langley, Hon. George. ... Farmer and Elevator Ownér, Regina.

Law, R. 8..c..ccceeve... President and General Manager, United Grain
Growers Limited.

Marsh, Harry «eevveess . .Farmer,

Martin, E.B...c.coeco.. . Winnipeg.

McCauley, A. J..........President Saskatchewan Section, United Farm-
ers of Canada.

McNeil, F.J..cecvveve.. . Farmer.

McPhaxl A Jieeeeesssso.President Central Selling Agency, Canadian
Wheat Pools.

Miller, John ......cve...Retired Farmer.

Murray, J. R...covev.o... Manager, Alberta Pacific Grain Company.

Orchard, W.J..c..ceeeo. . Farmer.

3
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LIST OF WITNESSES—Concluded -

Parker, E. S.....covveetn
Parrish, W. L...... e

Priestley, Norman .......

Randall, F. ... 00000000,

Reld A c ...... Vol

L

Rxce—Jones, 1 O T
Richardson, James ‘AL,

Rogers, R./O........... f..
Ross, F. Wi,

Scavery, P.W........ v

Short, C. H. G...........
Smith, S. Hood:.........

Smith, Sidney P..... Vede.
Sproule, F. .............
Strange, Major H. G. L..

Taylor, Dr. Alonzo.......

Ursell, Dr Ernest A... .

Ward, W. Jevvnnninl.
Ward, Milton S..........

‘White, A. P........ e

Williams, R. J...........

_Chairfnan, Césh Closing Price Co<mmitte'e,

:Winnipeg Grain Exchange, Winnipeg.
Canada Grain Export Company, Limited, Win-
- nipeg... i i-

Vlce-Precxdent Umted Farmers of Alberta -

. . Farmer, High River, Alberta. b
Assxstant Manager, W cetem Gram Company,
Winnipeg. . ° 8
Wmmpeg '
‘. President and General ’\Ianager James Rxch-
- ardson & Sons, Ltd., Wi mmpeg : :

: Farmer, Calgary. - .- Dedl

Winnipeg. -
Farmer. : SR
Western Supermtendcnt Bank of Nova Scotia,
. Winnipeg.
Farmer.

Presxdent Canadmn National Millers’ As:ocla-
* tion, Montreal.

Insurance Agent, Winnipeg. o :

Pres:dent Rehancc Gram Comp'm), Wi mmpeg

Farmer. 0 :

. Searle Grain Compan) , Wi mmpeg

Director Food Research Institute, Leland Stan-
ford University, Palo Alto, Calif., US.A. °

Statxstxclan, Board .of Grain Commxsswners,
Fort William, Ont.”

President, Umted Farmers of Mamtoba

Farmer.

President, Wxnmpeg Grain Exchange

Manager, Wmmpcg Office, Bank of ’\Iontrcal

ot L

0
i
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e

..............




APPENDIX II

CLASSIFICATION OF THE CHIEF THEORETICALLY PO SIBLE
EFF ECTS UPON PRICES DUE TO THE INTRODUCTION OF .
A SPECIAL FEATURE—OTHER THINGS BEING .

- EQUAL B o
41' No change in average price in the long run—'," R 5! S
A .(a) Fluctuations less in. amphtude, ie., co-efﬁcient of ’diépersion
EORRA less. -
l - (b) Fluctuations greater in amphtude, i.e., co- efﬁcxent of dlcperswn
.-+ greater. :

(c) Fluctuations the sdme in amphtude, ie., ' co-efficient of d1~per-
sion the same.
B (a) Fluctuations less frequent—cy cle longer
.. (b) - Fluctuations more frequent—cycle shorter. " ;
I H(c) Fluctuations the same frequency.- .
. C. (a) Combination of A (e¢) and B (a) longer term and shorter
‘ ‘range.
S (b) Combination of A (a) and B (b), shorter term and emaller
range.
~ (c) Combination of A (b) and B (a) longer term and Ionger range
- (d) Combination of A (b) and B (b) longer term and =maller
: _ range.
. D. (a) More numerous upward fluctuations of ~smaller amplitude
‘ balanced by fewer downward fluctuations of large amplitude.
(b) Less numerous upward fluctuations of large amplitude bal-
“anced by more downward fluctuations of small amplitude.

2. ’Average price lower in the long run

A. (a) Fluctuations: Lowest points found at lower range.
: Highest points remammg the same.

(b) “ Highest and lowest points both lower—
1. equally ,
2. unequally
(c) “ Highest points hxgher but lowest pomta still
lower.

B. (a) A (a) (b) and (c) longer cycles.
. (b) shorter cycles.
3. Average price higher in the long run

A. (a) Fluctuations—Lowest pomts found at a higher range.
Highest points remaining the same.

b) w Highest and lowest points both higher:
. 1. equal
2. unequal
{c) - ¢ Lowest };:omts higher but hxgher points still
hig

B. (a) A (a) (b) and {c) mth longer cyecles.
with shorter cyeles.
“ NB-—Oscxllahons added to the combinations given above are not
' included. .
7
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PENDIX TII

" Four charts, Nos..1,'2,'3, 'and ‘4, were'submitted ‘by the Winnipeg
Grain Exchange to 'show the. relationship’ of price levels in the’ Liverpool
and Winnipeg markets to the varying quantities of wheat produced in the
world during the ten years preceding the war and the ten years following
the reopening of the markets after the war. It was pointed out that the
adjustment between quantities and prices was a little closer in the Liver-
pool than in the Winnipeg market, but’'thata very direct relationship in
both cases was indicated.. The argument suggested in connection with
these diagrams was that the organized marketing system ‘of which futures
trading is a central feature, has tended to bring about price levels that
closely follow changes in quantities; that the:two markets have tended
to move up and down together and that both ‘markets, but particularly
the Winnipeg market, have shown a more consistently-close adjustment
to quantities since the fuller development of:futures trading at Winnipeg,

i

- which was established only in'1904. : It 'was pointed out that the relation-

ship between wheat prices and general prices, the latter indicated on the
diagrams by dotted lines showing the trend of the index numbers of general
wholesale prices, should be taken into account in judging the adjustment of

» 3 .
prices to quantities. .
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CHART 1

-—

FIG.1

WORLDS WHEAT CROP IN RELATION TO PRICES.

TOTAL WORLDS PRQDUCTION OF WHEAT.

F16.2. HIGH & LOW MONTHLY PRICES & AVERAGE BY CROP YEARS OF CONTRACT GRADE WHEAT AT LIVERPOOL
FIG.3 BRITISH BOARD OF TRADE INDEX NUMBER OF GENERAL. WHOLESALE PRICES
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CHART 2
— WORLD WHLAT CROLP IN RELAT/ION TO WINVFLG FPRICLES —
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WORLLD WHERT CROPL /Y RELATION 70 LIVERPOOL PRICES
/1980 -2/ TO /9£39-30
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APPENDIX IV

Chart No. 5 was submitted by the Winnjpeg Grain Exchange to show
the intimate relationship between Winnipeg and Liverpool prices during the
period in which farmers’ deliveries of wheat in Western Canada were
heavier than in any other period of equal length. Also to support the
opinion expressed by witnesses that, because of the reciprocal effects of
futures trading, Winnipeg prices could not fall below world price levels,
except perhaps by a fraction of a cent per bushel, although they might
temporarily rise above them. It was also pointed out that during this
period the world market sustained the unusually heavy burden of the new
Canadian supply with steadiness and without decline. Attention was called
to the almost immediate response in one market to a rise or decline initiated
in the other. Where such changes in price appear on the same day in the
two markets, the initiative was in Liverpool, because of the-difference in
time, and where the change in Liverpool follows that in Winnipeg, the
initiative was in Winnipeg.

The following were the deliveries of wheat at country stations, as
reported by the Board of Grain Commissioners, in the months of August,
September, October and November, 1928:— '

WHEAT DELIVERIES AT COUNTRY STATIONS
Board of Grain Commissioners’ Returns August 1, 1928, to November 30, 1928

Country | platform Totl
—_— Elevaiptz Loadings Total to date
3,180,258|  173,788| 3,363,046[.....7.....
128508744 5,546,200 134,055,034| 137,413,080
101,132,169 4,504,436} 105,636, 605| 243,05, 685
101,302,128 5,689,217) 106,991,343] 350,046,028
Y TR 334,132,207 15,013,731 350,046,028]............




APPENDIX V

Chart No. 6 was submitted by the Winnipeg Grain Exchange to show
the relative courses of Winnipeg wheat prices and general wholesale prices
in Canada from 1913-1914 to February, 1931, the average relationship in
1913-1914 being assumed to be a par relationship. This diagram was sub-
mitted to support the opinion that the grain marketing system has been
securing for wheat, even in the disturbed period since the war, prices that
compare favourably with general price levels.
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I Avé;'age C‘arrymé Totai Cost CI;)sing e e
Cel Cash Charges of Holdmg Price : Loss or Gain from
Crop Year ° Closing 1 Nor. Holding Wheat - :
: : ‘ Price May lst. : May 1st May 1st N
‘ 1 Nor. ) S -Loss- - Gain™ "
- cts. cts. ° . ets. cts, ets., .ets. .
1904-05.. . 102} 11.2 113-58 89 24.58
190506 794 10-3 89-55 788 11-18 ,
1906-07... 741 10-1 84-23 82 2-11
1907-08.....cccennns 103 113 -1 . 11443 . 3-06 .
1908-09..........0utnt 98§ 11-0 109-88 120§ | ...... 11-00
1909-10........... 97 ’10-9 +108-28 ° 100 8-03
1910-11.ceinnnannnnns 101 1.2 112-83 94 ~17-96 - =
1911-12. cvieiennnaees 100 11-0 111-63 . 103 8-00 .
1912-13.....iiiinnins 95 ‘10-8 108:30 92 -13-55 . !
1913-14........ .. 86 ¢ 10:8 . 9875 S - 6-38 - ;
. ’ . N i HE ’ L i 94-85 - 11.00
Total Net Loss 10 oo e . U 4
Y . Ve ‘ Veeiess|eesairicaans 83-85- -t
8-39 per Bush.
108-33 - !
1461 .
e 9~25‘
15-90 | .
indee 13 00
........... 8-00
7-88 .
veeees - 6:00 ;
90 - S
: 56-35 :
Pos 21097 '~36-25; :
L [ Coa b s et
AYears...I.‘.);..;.... verennesraiofirnecisaieefiveeniiiin. 17472 S
verage 88 per 0 vt . o e
\'eﬁ....‘....’.;'f. DTS NS TR Y Cereeieas l7-47perBush. :
’ “‘ ‘\ ..... ‘: .. L’
..... .
2732064

83

| 'APPENDIX - VII :

Charts 8 and 9 were submitted by the Winnipeg Grain Exchange to
show what would have been the loss or gain in each of the crop years
1904-1905 t0.1913-1914 and again from 1920-1921 to 1929-1930, by hold-
ing wheat from the months of September, October, November or- December
and selling it on May 1 following, after allowing for the costs of carrying,
consisting of mtereet at 7 per cent and elevator charges of Yao cent per
day Lt B

. The calculatlons on which the:e charts are baeed are as follows.

- Compancon of Average Cash Prices, One Northern Wheat basis in
store Fort William-Port Arthur, with Cash Prices on May 1 and Average
Loss or. Gam b} Ho]dmg Wheat for sale till latter date.. - -

MONTH OF SEPTEMBER'
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APPENDIX VI

THIRTY-YEAR AVERAGES OF MONTHLY AVERAGE PRICES FOR CORRESPOND-
ING MONTHS, CHICAGO, 1886-87 TO 1915-16

(In cents per bushel)
Month Wheat Month Wheat

July . s 82.69 86-84
AUZUBt. ..ottt 82-44 83-35
September...............cooiinnna.... 84-21 87-23
October.........covvvuniivenunnnnnnn.. 84-83 88-73 -
November........coooveenuineennn. .. 84-60 92-11

Mber. . iriien i 85-67 86-83

Ref —Report of the Federal Trade Commission on The Grain Trade, Vol. VI, Prices of Grain
and Grain Futures, September 10, 1924. Washington, D.C., p. 86.

APPENDIX IX (a)
TOTAL RECEIPTS AND PURCHASES OF WHEAT (EXCLUSIVE OF POOL WHEAT)
TO END OF EACH MONTH AND WEIGHTED AVERAGE PRICE PAID, BASIS 1
NORTHERN IN STORE FORT WILLIAM—CROP YEAR 1929-1930 :

(Returns from 20 Elevator Companies)

Monthly
Cumulstive {Cumulative Average
Purchases | Percentage | Price Paid -
_— to to Purchased |toProducers
Date Date to |—Basis 1
Date Nor. Fort
Wm.-Pt. Ar
$ cta.
45-85 1 55/86
59-05 1 48/13
68-84 1 41/81
71-78 1 33/59
?5-34 1 38/18
Jan 3 U 67,732,473 | 51,481,250 76-01 1 20/88
T R 69,467,452 | 54,059,464 77-82 1 13/70
Mar. 3l .. e, 70,853,862 | 56,201,162 79-45 1 04/68
April 30, ..., 71,679,618 | 58,013,864 80-94 109/73
May Bl..cccoiiniiiiiiiiiii e, 73,274,103 | 60,544,507 82-63 1 07/61
Jure 30 ... 75,204,609 { 64,132,865 85-28 1 02/44
July 3L e 76,434,205 | 66,556,959 87.08 0 93/71
Yearly Average. R I T PO 134/73
Receipt. urch
Forward..........ooiiiiiiiiiiiiiiianna 76,434,205 66,556,959
. 29,820,000 24,920,000 (Details by mouths
not available)
............................. 106, 254, 205 91,476,959
Total Percentage Purchased................... 86-09
Bushels
Total Country Deliveries—Wheat (1929-30).....cuvveennrnnnrnnnn. 236,967, 251
Pool Receipts a8 per Pool RepoTt.....e.ivvvnreneneeeeeenonnnnnns. 121,912,803
Balance to be accounted for. . ........ovuiiirennnrnnnnn.. 115,054,448




APPENDIX IX (b)

TOTAL RECEIPTS AND PURCHASES OF WHEAT (EXCLUSIVE OF POOL WHEAT)
TO END OF EACH MONTH AND WEIGHTED AVERAGE PRICE PAID, BASIS 1
NORTHERN IN STORE FORT WILLIAM—CROP YEAR 1930-1931

(Returns from 18 Elevator Companies)

Monthly

Cumulative |Cumulative Average
Receipts | Purchases | Percentage | Price Paid

— to to Purchased | to Produ-
Date Date to cers—DBasis
Date 1 Nor. Fort
Wm.-Pt. Ar.

Bushels Bushels

$ cts.

14,409,8371 5,261,308 36-51 0 90/5
52,544,419] 26,600,922, 50-63 0 78/3
70,591,884 45,811,859 64-90 0 72/7
93,491,916| 67,092,703 71-76 0 64/3
101,343,078] 78,347,861 77-31 0 55/8

104, 960,850! 85,514,564 81-47 0 53/9
111,316,269 93,280,268 83-80 0 59/1
117,537,954 99,204,479 84-40 0 56/6
.................................... 0 67/9

APPENDIX X

WHEAT: MONTHLY MARKETINGS BY FARMERS, AS REPORTED BY ABOUT
3,500 MILLS AND ELEVATORS, UNITED STATES, 1917-1928

Year Percentage of year's receipta
5uly Sea~
July | Aug. | Sept.| Oct. | Nov. | Dec. | Jan. | Feb. | Mar. | April| May | June | son

1917... 7.4 12-4119-3] 180} 137} 76} 4.7) 39| 3-7] 41} 31} 2-1)100-0
1918....... 1761199180 13-8| 87| 73] 46 3-1{ 2-0) 1-6 1-9 1-5 | 100-0
1919..... 17-1{ 23-2 | 15-6 | 11-1 751 57} 421 3.0 29| 3-1 34| 3-2)100-0
1920.......1 12-1 | 14-3 | 15-9 | 10-6 | 6-9 ] 6-2 55| 53| 49| 50| 6-4| 69! 100-0
1921.. 119-1(18-2 | 16-4 [-10-6| 68| 54| 44| 4.9 39} 32| 35 3-6{ 100-0
1922....... 14-8}173)14.2]12.0} 86| 7.4} 55| 51| 43| 3-7| 34| 3-7)100-0
1923....... 13-4]17-6116-7113-7) 95| 62| 46| 4.8| 3.3| 291 3.7} 3-6( 100-0
1924....... 136} 19-8117-5] 14-5] 86] 56| 53| 42| 2.5} 16} 3-1 3-71 100-0
1925....... 14-6{18-6|18-7/109!| 86| 70| 47| 40| 30§ 3-0| 2-9] 4-0] 100-0
1926.......1 21-8 | 20-3 | 13-2} 106! 58} 50| 46! 46| 3.6| 24 3-2} 5.5]100-0
1927....... | 15-4 | 18-6 | 19-6 { 12-6 | 7-7] 56| 4-5| 4.1} 3.8 25| 25| 3:1]100-0
1928....... 17.9|18-6 [ 170 | 11-6| 70| 54 3-8 4-3| 34| 25| 2:6( 5911000

Ref.—Yearbook of Agriculture 1930, Washington 1930. 7lst Congress, 2d Session, House
Document No. 287, p. 605.




. APPENDIX XI 1

Lhuy o 4.

RECEIPTS OF GR.AIN AT CHICAGO

: : Comptledfrom the Chwago Board of Trade I

Bushels—By Calendar Years. ';; .

— Wheat Corn Oats Rye Barley Total

. Bush, | ! Bush. " |, Bush. Push. ~Bush, Bush.
‘27,759.000 73(,678,000 . 29,210,000, 3,578,000] 7,163,000] 141,388,000
34,237,000| 81,581,000 37,605,000{ . 8,59.,000{ - 8,553,000| 170,567,000

37,152,000 117,775,000| 53,760,000, 4,841,000} 186,459,000 L, 987,
42,710,000/ _ 86,021,000/ _49,066,000| . 3,793,000/ _10,688,000{ 192,278,000
38,113,000 ;9.’.,:10 000 :47,243,(!!) 2,163,000) ~ 9,032,000| 189,261,000
28,244,000 ' 83,557,000| ' 53,547,000] 5,895,000] - 9,833,000 181,076,000
69,012,000( 99,524,000 82,831,000{ 9,672,000/ 11,461,000( 272,500,000
52,489,000 105.505,(1” . 75,106,000f 5,380,000} 9,835,000 , 315,000
.| 57,850,000 193,271,000] - 87,141,000{ * 5,534,000] 9,938,000 , 734,000
-1 45,700,000 182,982,000] - 82,729, 000, 4,215,000} © 7,763,000 323,389,000
. RECEIPTS OF, GRAIN AT FORT WILLIA\I-PORT &RTHUR .
; N Comp:ledfrom Oﬁiaal I"'murn !

N " Bushels—By Crop Years _—

_ Wheat Oats Barley Flax Rye Total

‘ Bush. Bush.’ Bush. Bush, Bush. Bush.
1929-30..... vesereens 135,339,685 4,979,236 17,175,866 1,078,204| 4,802,785 163,435,806
1928-29..0.00.v......| 320,455,930 31,597,036, 45,016,131 2,346, 240 8, 122.716 407.538 033
1927-28....... veeess.| 261,313,956 22 118,7. 193,712,485 3,36.,734 11,941,239 322,448,164
1926-27..... P .. 253 994,781} 13,767,873 35.94‘2,933 ,854,8431 7,855,247 3]5.415.677
1925-26....0cc.vuu.s.| 261,778, 072 36,413,918 38,467,542| . 5,126,255 -. 5,268,588| 345,054,375
1924-23....... sseeees 156 989,185 37.46[,165 27,913,975 - 7,686,915 :‘-5.332.186 235,383,426
1923-24.....00ihends 297,424.529 58,352,751] 16,105,147 4,645,666 * 7,162,635{ 383,600,728
1022-23..nnnn......| 246,559,489] 27,379,894| 15,804,679 2,605,725 12,382,231] 304,822,018
1921-22......00v.....| 190,433,484 42,892,824 11,044, 2,384,037] 4,182,585 25[ 837,286
1920-21......... vo...| 143,434,558 46,534,779 11,811, 848 4 839 847 2,597,484 209,218, 5[6
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' APPENDIX XII o - j ‘ Cuarr 10
OPEn ITARKET 3°CAsK FRICE vs. SRSKATCHEW N [Pool 3°/NEr Payr1enT— Basis Forywitiam
[924-25 1925-26' 1926-27 927-28 (928 - 29 1929-30 | 1930-31
‘ | 3 OPEYT MARKE Pl;i’/cq.‘w | | “
| SHBK PODL NET| FAYIENT wesas | z -
480] 4a. . Ba. £80 F/.73 | L0, /80
! T 2 450 o e 0
B 2 i: . - LD : i ¥77) L.
‘ ; o : i , : : - ; ‘ : : E
ii i ! i
2] 0. ) -] 2 :
1 I
F-") a0 F-3) /7] 1 2, i
o e T MRy ‘Jv/rfm A ARG . TR, ‘ = : TE7 Priivc Jien PRl ey i ik |Fog s Car fiar| e /ot | 70w R 7307 It ok, | e e | Ger /v oy | e A M&w&.;:aﬁvkr/&mkuw&-m@-/ﬁy]ﬁmm. ﬁ:asn-lobr ' ;&M-I.- |y Wik
. gy ¢ __/3.5d L A IR ! j

3 The above chart represents 1990 market days, and during this time there are only 230 days on which a farmer could have sold his Three Northern Wheat at a less price than the Pool net pay-
TR “ ment shown on the chart. Considering the years 1927-28, 1928-29, 1929-30 and 1930-31 (to date), which represent a total of 1084 market days, there are only 22 days on which a farmer could
have sold his Three Northern Wheat at a less price than the Pool net payment.






