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T H E FUTURE OF FUTURES TRADING 

IN OUR CHANGING AGRICULTURE 

Allen B. Paul and William T. Wesson* 

Introduction 

T\ he present assignment is "to 
set forth the probable structure of agriculture and agribusi
ness firms and, as a consequence, their needs for the func
tions traditionally provided by futures markets." This di
rective is clear enough. But in order to fulfill it, we must 
make two kinds of choices. First, what structural changes 
should be considered? Developments that have been men
tioned include vertical integration and contract farming; 
horizontal integration, product integration, diversification 
and specialization among processing and distributing firms; 
public policies directed at economic growth, stability and 
farm incomes; and the nature of technological change in 
agriculture and in other economic sectors. Assuredly, one 
must consider all these, and more, for a comprehensive analy-

* Presented before the Chicago Board of Trade Seminar, Sept. 11, 1959. The 
views expressed in this paper are those of the authors and they do not neces
sarily reflect the views of the United States Department of Agriculture or any 
of its other personnel. The authors benefited from a critical reading of the 
manuscript by John M. Brewster, Paul H. Cootner, and Harold B. Rowe. 

[203] 

©1960 Mimir Publishers, Inc.



FUTURES TRADING SEMINAR 

sis. But this is not a manageable task. Instead, we choose to 
evaluate only the conditions that are most relevant for in
terpreting the future of futures trading. 

The second choice is this: shall "the functions traditionally 
provided by futures markets" be taken to mean what tradi
tional thought says they mean? The classical explanation of 
futures trading centers on price risks, the desire to shift these 
risks, and the potentials for doing so through futures trad
ing. It would lead us to appraise the future prospects for 
price uncertainty, the changing incentives for shifting risk, 
and interest of different individuals in risk assumption. 
These are interesting questions, but they are not the ones 
we choose to examine.4' 

Professor Emery provided the classic exposition in 1896 
in his book entitled Speculation on the Stock and Produce 
Exchanges of the United States. Twenty years later he wrote 
that "the proposition that organized futures trading (in those 
articles which naturally permit of it) increases the efficiency 
of marketing is a proposition more easily proved than almost 
any other practical proposition in the whole field of econom
ics. It can be shown historically, statistically, theoretically, 
and practically."48 More than 40 years have elapsed since 

7 Our formulation of futures trading recognizes that risk and uncertainty under -
ly decisions to buy or sell commodity futures. However, we assign no unique 
role to futures trading in this respect. Rather, it is assumed that futures are 
bought and sold, the same as other assets, in expectation that positive yields 
will be realized. In this formulation, the meaning of risk to the individual 
can be understood only by examining the effect of transactions in futures on its 
total asset-liability position rather than by examining the futures transaction 
in isolation. For elaboration of the present concept see, 

Markowitz, Harry, "Portfolio Selection", Journal of Finance, Vol. VII, No. 1, 
March, 1952. 

Makower, H. and Marschak, J., "Assets, Prices, and Monetary Theory", 
Economica, N. S., Vol. 5, p. 261 (August 1938). 

Working, Holbrook, "Hedging Reconsidered", Journal of Farm Economics, 
Vol XXXV, November, 1953, No. 4. 

8 Henry C Emery, "The Economic Bearing of Futures Trading in Agricultural 
Commodities," Proceedings of the Second Pan American Scientific Congress. 
Vol. 3, 1916, p . 22. 
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Emery made this observation. One wonders, if he is correct, 
why the proof must be made so often? It could be that the 
method of analysis still leaves something to be desired and 
that the issues need to be conceived in a more vital way. 

After some years of study at the Brookings Institution, we 
have come to believe in the merit of an alternative explana
tion of futures trading which shall be used here.48 The idea 
is that futures trading is one of the many financial institu
tions of a well-developed exchange economy. It facilitates 
investment of capital in growing, transport, processing, stor
ing and distributing commodities. But it is not a financial 
institution in the sense in which money is received from one 
person and loaned to another, like the intermediation of 
lending by banks and insurance companies. Rather, the 
role of organized futures trading is to facilitate equity invest
ment in commodities. 

In this role, futures trading is no different from any other 
dealings in firm contracts for forward delivery, which prac
tice is widespread. Any forward commitment, however en
tered, results in a genuine investment of capital in commodi
ties even though no funds were to pass directly from the for
ward buyer into the commodity business. The flow of funds, 
in consequence of such equity investments, is indirect under 
the more highly organized arrangements. The results of 
forward trading are the tendencies to increase the division 
of enterprise, the specialization in production and the co
ordination of production with demands. Whether futures 
trading will rise or fall alongside other means for organizing 
economic activity depends on how the emerging conditions 

49 The Brookings study (unpublished) made under the leadership of Harold 
B. Rowe, re-examines the economics of futures trading in agricultural com
modities. Financial support for this project was made jointly by the Merrill 
Foundation for the Advancement of Financial Knowledge and by the United 
States Department of Agriculture. 
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of the market affect each. 
The organization of our paper is largely dictated by the 

choices we have made. In the first section the financial na
ture of futures trading will be elaborated. Yet, we do recog
nize that even here we cannot do justice to the central ideas 
and have some misgivings. The second section outlines rele
vant tendencies in market organization, i.e. those concerning 
the nature of the operating units, specialization of produc
tion, capital needs and sources, and enterprise division. The 
third section examines these tendencies in terms of the future 
of futures trading. This entails a projection of futures trad
ing activity tested against certain structural developments, 
namely, multi-product lines, contract farming, vertical inte
gration, and technology and related matters. In a final sec
tion, some closing observations are made. 

The Nature of Futures Trading 
In our view, futures trading is one out of the many finan

cial institutions of a well-developed exchange economy. The 
meaning of a financial institution is derived from the meaning 
of a financial system. T o quote Professor Boulding: 

The principal function of the financial system is to 
separate the ownership of real capital from its control, 
that is, to enable people to administer real capital with
out owning it, and to own it without administering 
it . . . The tangle of financial relationships and financial 
assets that lie between real capital and its correspondent 
net worth (ownership) has the effect of organizing real 
capital into complexes under unitary control which do 
not correspond with the complexes of ownership. If 
there were no financial system, no system of debt, credit, 
and securities, no financial assets and liabilities, then 
every balance sheet would consist simply of real assets 
on one side and net worth on the other; every person 
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would have to administer the real assets which he owned, 
no matter how incapable he might be at such a task.60 

As suggested by Boulding, such results are achieved by an 
exchange of financial claims. Broadly speaking, these in
clude: (a) fixed money claims such as cash, notes, bonds, 
charge accounts, mortgages, and rent obligations, (b) fixed 
commodity or service claims such as bills of lading, ware
house receipts, leases, and contracts for deferred delivery, 
(c) residual claims such as partnership agreements, corporate 

shares, and the like. Those who provide the financial means 
may do so on a great variety of terms in which different de
grees of safety and yield may be agreed to. 

The social benefit of a financial system is that it enables 
resources to be used more productively. Each and every 
scarce resource is owned by someone and he who would use 
it must command it. If such command is not obtained, the 
operator is limited by the resources he himself owns. This 
indeed would mean small-scale production, limited techno
logical means, and fewer goods and services. The evolution 
of the financial system and the evolution of specialization in 
production are interdependent. Both are still evolving. 

While all this is clear, there seems to be some difficulty 
in accepting futures trading as an integral part of the financial 
system. The usual view is that futures trading merely aids 
the banker to finance the hedger. The bank is held to be the 
valid financial institution and futures trading merely facili
tates it in performing its function. 

Such doctrine is not satisfactory mainly because it rele
gates the speculator (more aptly called the speculative in
terest) to an ancillary role in the marketing system. On the 
contrary, the speculator is an important financier. By com
mitting his assets to commodity futures he strongly influences 

60 Kenneth E. Boulding, A Reconstruction of Economics, p. 276. 
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the cost of carrying. The speculator's role is no different 
whether he buys the actual commodity and stores or hires 
custom storage for it, or whether he buys contracts for de
ferred delivery of the commodity which in effect obliges him 
to pay someone else to carry the stocks. Of course, hedgers do 
make individual stock-carrying decisions. But, in the aggre
gate, these decisions mainly influence how, where, and with 
what economy stocks are carried and do not appreciably influ
ence the total amount of stocks held.51 There propositions are 
not new but they are so easily overlooked or misunderstood 
that even the most learned students of markets sometimes draw 
wrong conclusions on who bears the cost of holding and who 
influences the rate that stocks are released into consumption.62 

In support of the view that the speculator bears the cost of 
carrying stocks, we can do no better than to quote testimony 
given by Mr. Will Clayton some three decades ago.63 

Q. About how much did it cost you to keep the average 
amount of cotton you had in New York? 

A. It cost us nothing . . . because we bid in the near month 
and sell in the distant month, which is approximately 
equal to the cost of carrying the cotton so that the cost 

51 Strictly speaking, the hedger influences the amount of stocks carried forward 
indirectly by varying the amount of storage services he supplies at a given 
price of storage. However, in practice these variations are quite small com
pared with the variations in the demands for storage services. In all our 
discussions, we use the words "hedger" and "speculator" in the usual polar 
sense. This is expository technique only and it is not to be confused with 
the actual world in which the two are often not clearly distinguishable. 

63 For example, R. G. Hawtrey has said: 
"In the case of seasonal products the carrying of stocks is an onerous 
function and the merchant who performs it gets payment in the form of 
a premium of futures over spot prices. Even in the case of non-seasonal 
products such as minerals, the merchant who sells forward to a manu
facturer relieves the latter of the cost of holding stocks." 

(Italics supplied) "Theory of the Forward Market," The Review of Economic 
Studies, June 1940, pp. 204-205. 

53 Cotton Prices, Hearings before a subcommittee of the committee on Agricul
ture and Forestry, United States Senate, Seventeenth Congress, First Session, 
April 3, 1929. pp. 588-589. 
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of carrying it was thrown on the speculator, where it 
belonged. 

Q. Let us figure the amount of expense you paid out. About 
how much a month did it cost you to keep the cotton 
there? 

A. It didn't cost me anything. 
Q. What is the expense? 
A. The expense is approximately, as I said, 75 cents per 

month per bale . . . . 
Q. Then if you had 100,000 bales, it would cost you ap

proximately $75,000 to $100,000 a month to carry that 
cotton? 

A. $75,000 a month for carrying 100,000 bales, is correct, 
but it did not cost Anderson, Clayton & Co. that. 

Q. It cost somebody that. 

A. Yes, somebody has to carry the surplus crop. 

Q. In the first instance you bore the expense, did you not? 

A. We pay it out of our own funds to New York, exactly 
as we pay it out of our own funds when we sell the cotton 
in Liverpool or to a Lancashire spinner and deliver it 
to him in his country. 

Q. Now, you bore all of this expense to New York, and 
you paid that expense, plus the carrying of this cotton, 
and it has been there about a year; how much total ex
pense has it cost you or have you paid out to keep this 
cotton in New York? 

A. We have not paid out anything. 

At another point in the testimony, Clayton showed that 
the speculator is dependent on specialized services provided 
by others to carry out his enterprise of carrying stocks. The 
providing of such services is the economic role of the hedger.6* 

' Ibid, pp. 563. 
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I knew of one concern that was very rich that thought 
cotton was selling very low, and they wanted to invest 
in it. The exchanges were closed. They bought 30,000 
bales of cotton and put it in storage in Memphis, Tenn., 
and held it for a year or two and then sold it at a profit. 
But they had to arrange for somebody to buy that cotton 
for them, in the South; they had to have somebody who 
knew how to class cotton, and how to weigh cotton, who 
would come into the situation to act as agents and brok
ers. They had to have somebody to store it for them. 
And when they wanted to sell it they had to employ the 
same technique . . . In that instance this particular party 
got his interest in cotton. He bought the 30,000 bales. 
But there were thousands of other people throughout 
the world who wanted to take an interest in cotton, but 
were unable to do so because they were far removed from 
the cotton situation. They needed someone who could 
buy it; someone who could . . . (arrange loans for it) 
and who could handle the physical cotton. Therefore, 
they were unable to take part and invest in cotton. 
It is this distinction between speculator and hedger which 

we shall emphasize — the distinction between carrying stocks 
through time and providing the services required to carry 
them and not the distinction between degrees of risk as
sumed by each party. 

What is the role of the man who is responsible for hold
ing stocks over time? Professor Lerner has given a clear 
statement: 

A man who does not consider himself to have any in
fluence on the market price but who believes that the 
price is going to rise or is going to fall quite independ
ently of his own actions, and who buys or sells in an at
tempt to make a profit, is a simple or productive specula-
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tor. We may call such an individual a speculator with a 
small "s." He takes a single product available at one 
time and turns it into a single product available at an
other time. We have seen that this is to be considered as 
the production of one good out of another . . . .K 

Having labeled the speculator a true producer, Lerner sug
gests why such activity may be socially useful: 

All perfectly competitive speculation is in the social 
interest whether the optimum division of each factor 
between its different products is reached or not. 

Every speculator who buys cheap and sells dear improves 
the allocation of resources between the different prod
ucts. He provides the rest of society with something that 
is valued more highly in place of something that is 
valued less highly . . . . 

Even if the speculator should be mistaken and make a 
loss on his deal, the other members of society will still 
gain unless some of his loss is imposed on others by his 
bankruptcy or default . . . .6° 

Then, Lerner shows where the short-seller fits: 
Competitive speculation is socially useful even when the 
speculator makes a profit out of undertaking to sell 
things that he does not possess, however much that may 
savor of unholy magic or even downright trickery. For 
the speculator is then, in effect, indirectly shifting goods 
from a future use to a present (or less remote future) 
use, and he makes his profit out of the social benefit that 
comes from persuading people to consume more now 
rather than leave goods until next year when they will 
not be needed as urgently as they are needed now. The 

66 Abba P. Lerner, The Economics of Control, 1947. pp. 69-70. 
"Supra pp. 88-95. 
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speculator, by offering to sell at a lower price for de
livery next year, lowers next year's expected price. This 
discourages those who have the good from storing it 
until next year so they put it on the market, lower the 
price this year, and encourage consumption now. If 
the speculator is right he makes a profit which comes 
out of the social gain, leaving some gain for others. 
(But if there are enough speculators to equalize the price, 
they make no profit — all the gain goes to the public.) 
If the speculator is wrong he bears the whole of social loss 
(if he is rich enough) and pays an additional fine to the 

consumer . . . . 67 

Finally, Lerner observes that popular hostility to speculators 
is due to two things; namely failure to distinguish competi
tive speculation from monopolistic or aggressive speculation 
wherein powerful interests can extract tribute from the pro
ductive members of society and do so even while they dimin
ish the total product and, to "the shifting of blame from 
those who are responsible for the extremes of an uneconomic 
state of affairs to those who benefit while actually engaged in 
remedying them."38 

Who are these beneficial speculators? Professor Lerner's 
work is directed at other objectives than describing the insti
tutional arrangements through which speculators work. But 
his examples show a broad conception. At one point he 
refers to severe punishment meted out in Russia to "those 
who in times of famine and for personal gain carried food 
from places where it was not so scarce to others where people 
were starving." Apparently these were the traveling mer
chants who took title to goods and themselves transported it. 
At another point he points out that the usefulness of specula-

' See footnote 10. 
' See footnote 10. 
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tion "goes ill with the hostility which people who have to 

work hard for their living often develop against the mysteri

ous gains that speculators make in offices while dealing in 

goods which they could not even recognize."59 This could be 

the modern day speculator in futures. His short-seller un

doubtedly is a futures trader, although there are other ways 

of selling short. 

While the techniques for speculation have, indeed, changed 

over time, it would be wrong to assume the speculation in 

commodities is essentially confined to organized futures trad

ing.™ A futures speculator is but one of a variety of open 

59 See footnote 10. 

"° Professor A. P. Usher has shown the changing techniques in his interesting 
article of "The Technique of Mediaeval and Modern Produce Markets," Journal 
of Political Economy, 1915. 

Under the prevailing conditions of trade, changes in value in a period of 
time could not be separated from the differences in value in different markets. 
The purchase and sale in distant markets were not simultaneous . The 
changes in the technique of market organization in the eighteenth and nine
teenth centuries have made it possible to distinguish sharply between the 
truly speculative time transactions and the essentially non-speculative transac
tions between different places. In the Middle Ages, the speculator in produce 
was practically limited in his operations by the amount of his personal wealth. 
Today, goods held for speculation are largely carried on credit. In abstract 
terms, the difference may seem slight, but in reality it involves a complete 

transformation of the technique of trade, and the reorganization which today 
makes possible the extension of credit in this field also brought to an end the 
confusion between the speculative and nonspeculative elements of dealing 
in produce, pp. 365 367. 

Professor Usher develops other interesting ideas in the article but he paints 
with too strong a brush in holding to polar concepts of speculation versus 
hedging. For example in point is the assertion that "When the manufacturer 
of middleman hedges . . . He avoids all risks of gain or loss by reason of 
changes in the price of the raw material in order to confine his attention to 
the technical problems of the process of manufacture or sales." (pp. 381.) 
(Italics supplied.) 
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interests, i.e., those who hold claims to commodities with

out offsets. The open interests are simply those whose net 

worths are appreciably affected by changes in the value of spe

cific goods (growers, assemblers, merchants, and processors as 

well as the general public and governments.) It would be less 

confusing for purposes of analysis to avoid where we can the 

word "speculator" since it tends to create an image of a 

class of people who somehow perform a unique economic 

function. 

In order for someone to assume an open interest in com

modities, he needs to acquire the necessary claims. The ex

change of assets involved in acquiring such claims denotes 

investment of capital in carrying stocks. This seems clear 

enough where titles to goods are purchased. But in the case 

of commodities bought for deferred delivery, there is much 

resistance to this interpretation. Forward contracts are widely 

held to be paper commitments only, since no money passes 

and nothing seems to happen. 

In a modern financial system there is no need for the fu

tures buyer to provide funds to the hedger with which to 

purchase commodities. The flow of funds into investment 

is roundabout and, in practice, it is evidenced largely by 

bookkeeping transactions." Suppose contrary to fact the 

futures buyer did advance all the funds to the seller on enter

ing the contract instead of merely depositing security, as now. 

This advance would constitute in effect a money loan, as 

" F o r a cogent exposition on this and on related points see Harold B. Rowe, 
"Forward Selling", Marketing, USDA Yearbook of Agriculture, 1954. pp. 316. 
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Professor Hicks has shown.62 Hence the futures buyer would 
assume the dual role of lender and enterpriser.68 He, in turn, 
would borrow from his bank by pledging this prepaid claim 
as collateral. The bank might adjust periodically the amount 
of the loan to the current price for the commodity (assum
ing a reasonably competitive market for the commodity.) At 
any time, it could sell the contract to protect its position if the 
borrower failed to make restitution. Thus, the only funds 
put up by the futures buyer would be limited to security re
quirements (as under the present system), because the lender 
is secure in knowing that he can turn the collateral into a 
predictable amount of money. 

Of course, it would be an awkward way of providing loan 
funds. Banks would have to service many small loans (to 
buyers of futures) instead of a few large loans (to hedgers). 
The present scheme of things does all that needs to be done. 
It gives the banker assurance that futures buyers will stand 
by their enterprise commitments on which the safety of 
the banker's loans to hedgers depends. 

In some cases the hedger may not immediately increase his 
borrowing. He may not borrow altogether. Here the hedger 
starts with cash sufficient to buy commodities and then gives 
up cash to pay for them. But by hedging his position, his 
credit becomes enhanced. Professor Hart has observed that 
credit and cash are close substitutes in the conduct of busi
ness in a modern financial system: 

In business, being able to borrow contributes to "li
quidity" — even though we lack statistics on it — is it
self a substitute for having cash on hand, as a safeguard 
against emergencies, and gives the potential borrower 

2 J. R. Hicks, Value and Capital, Chapter XI. (Second Edition) 
3K. E. Boulding clearly makes this distinction. See Economic Analysis, Chapter 

37. 
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more freedom of action.64 Freedom of action is valuable in 
the conduct of almost any business. For example, a farmer 
who sells his growing crop for deferred delivery thereby im
proves his borrowing capacity which would enable him to 
seize upon some business opportunity. 

Perhaps the greatest difficulty in accepting this financial 
interpretation of the role of futures trading may be traced 
to divergent concepts of ownership, capital and credit. Owner
ship in its broad sense means a right to use or dispose of prop
erty or its yields. While a title-holder ofttimes is held to be 
"the owner", his rights are in fact circumscribed by the rights 
others may have in his property. They too are the owners in 
an economic sense. Such ownership is widely dispersed by 
the complex layering of financial claims in modern capitalism. 
While debt claims are now taken for granted as a valuable 
property, Professor Commons tells us that "it required the 
entire Seventeenth Century for lawyers to complete the in
vention of the negotiability of debts" and that it also required 
"all of the centuries following to invent ways of making this 
kind of promise negotiable."65 

The purchase and sale of commodity futures means an 
exchange of a money debt claim for a commodity debt claim. 
Both promises to pay are property in the modern meaning 
of the word. The saleability of debt is based on the expecta
tion that the other party will fulfill his promise — that is, 
it is based on the credit of that party. Put another way, 
credit is the market's estimate of a person's ability to satisfy 
his debts. Credit has a value and it should be regarded as an 

*A. G. Hart, Money, Debt, and Economic Activity, 1948, pp. 75. 
5 Institutional Economics, pp. 392-393. A summary of various aspects of owner
ship is provided by L. D. Howell and C W. Bucy, "Rights and Duties of 
Ownership", Marketing, op. cit., p. 297. 
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integral part of a person's capital. While accounting con
ventions do not provide for its entry as an asset in the balance 
sheets, it is treated by many lenders as if it were so entered. 
The lawyer — economist MacLeod wrote over 100 years ago 
that: 

If it were asked what discovery has most deeply affected 
the fortunes of the human race, it might probably be 
said with truth — The discovery that Debt is a Saleable 
Commodity . . . ." 

If MacLeod's word "Commodity" were changed either to 
"property" or "asset" it accurately conveys the present con
cept of credit. 

The capital of society, in real terms, is the stock of re
sources having value that, together with free resources, is 
organized into a certain productive capacity. In terms of 
ownership, a consistent definition of capital is the net worth 
of all members of society — the sum of the assets minus the 
sum of the liabilities. A futures contract is one of the asset-
liability entries. It denotes a dual creation of debt — the 
party that issues the commodity claim against itself draws 
down his credit in exchange for a money claim against the 
opposite party; the party that issues the money claim against 
itself draws down its credit in exchange for a commodity 
claim against the other party. This mutual exchange of debt 
claims does not in itself change the net worth of either party. 
The changes come afterward.8' 

Finally, an objection to the present financial interpretation 
of futures trading may be raised on the grounds that the mag
nitude of lending based on futures trading seems relatively 
small. One might think that the amount that hedging in-

M As quoted by John R. Commons, Institutional Economics, pp. 397. 
"See A Reconstruction of Economics, 1950, Chapter 3. 
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creases the hedger's borrowing power measures the financial 
contribution of futures trading. However, this does not 
show the full significance of it without further interpretation. 

The ratio of the amount loaned to the market value of an 
unhedged commodity could be quite high, say 9:10, provided 
the lender feels he can always sell warehouse receipts (or 
other collateral held by him) at a price high enough to cover 
the loan. Thus, the amount by which the ratio of loan to 
commodity value is increased by hedging is a function of the 
marketability of the collateral and the level of its price. But, 
in loaning against hedged commodities, the bank receives 
added assurance that the loan will be repaid and the hedger 
receives assurance that he can carry through his commodity 
plans irrespective of actions taken elsewhere in the financial 
system to protect this loan. This assurance to both banker 
and hedger is provided by buyers of futures. For these reas
ons, the bearing of investment by speculators on a given 
course of commodity production cannot be assessed by look
ing only at the relation between hedging and the size of 
loans. Rather, it is necessary to identify and, wherever pos
sible, to trace out the several economic consequences. 

The economic significance of increasing the amount of 
the loan through hedging appears more telling when viewed 
in relation to enterprise division and scale of production. 
For example, a step-up in the ratio of loan to collateral value 
from 6:10 to 9:10 is an increase of 50 percent. But, the sig
nificance of this increase for the organization of economic ac
tivity is that the scale of operations of a firm with a fixed 
amount of capital of its own could be four times as large as 
otherwise. Thus, a firm with $100,000 of its own capital 
could have one million dollars at its disposal if it hedges as 
compares to but two hundred and fifty thousand dollars if 
it does not hedge. 
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Finally, the importance of enterprise-sharing, should be 
interpreted in terms of the firm's entire production plan. Sup
pose farmers producing a given crop were to borrow, in the 
aggregate, only 10 percent of their seasonal capital require
ments on the basis of forward sales of their expected crop. 
This fact alone would not measure the importance of these 
loans. Lending practice requires hedging only that part of 
the expected crop that would be sufficient to assure payment 
for the advance of operating capital — ranging say, from 
one-fourth to one-half the value of the crop, depending on 
the commodity and local circumstances. Thus, from 20 to 
40 percent of the crop production and not merely 10 percent 
would be involved. Loans to these farmers promote the or
ganization of production in larger farms at lower unit costs 
than otherwise might be the case.68 No one can say for cer
tain how much less financing these farmers might obtain, if it 
were not for hedging their crop, and on what terms the fi
nancing would be made available. But it must be remem
bered that at the margin of adjustment a little cash or credit 
may be the strategic factor in carrying forward on an entire 
plan of production. Professor Hart calls this "the principle 
of linkage of risks," wherein troubles come in bunches.69 As 
one moves forward from the grower to the next stages in 
the marketing channel, the amount of loans that historically 
has been predicated on hedging increases as stocks of com
modities are put in commercial storage. The significance 
of such loans to the organization of the business of assembling, 
processing, transporting, storing, and merchandising is no 
different than for growers. 

8 Some empirical data bearing on these ideas may be found in: William T. 
Wesson, The Economic Importance of Futures Trading in Potatoes, Marketing 
Research Report No. 241, Agricultural Marketing Service, Marketing Research 
Division, U. S. Department of Agriculture. 1957. 

8 Hart, op. cit. pp. 198-199. 
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Having inquired into the role of the speculator, one now 
may ask what is the role of the hedger? Mr. George Wilkens 
looked on the matter from the individual's viewpoint in rec
ent testimony when he said: 

If the milling companies did not have the hedging market 
available, the futures contract system in wheat, I am 
satisfied they would have to go into the money markets 
to get additional dollars to use to own the inventories 
which they need to operate.70 

It is merely an extension of Mr. Wilkens' remarks to say 
that the amount and the terms under which these dollars 
would be forthcoming from the "money markets" might 
be considerably different. As a result, the miller might find 
it necessary to reorganize his business in some way. Reason
ing from the individual to the group, there could well be an 
appreciable reorganization of productive operations in the 
marketing system for wheat. 

The line of analysis is a familiar one. Futures trading en
ables merchants, millers, warehousemen and even farmers 
to specialize. Specialization of production implies realiza
tion of economies of scale and the further application of tech
nology. Where the present approach leads is not essentially 
different from work of others. The present approach states 
that the speculative decisions help determine the rate stocks 
move into consumption and that the hedging decisions help 
determine the amount of services offered to grow, transport, 
process and store these stocks. The quantities of services that 
hedgers will offer depends on the price received for them. 
The price of services is a spread between two commodity 
prices, and this spread is merely an alternative to an explicit 
fee. It may be either a positive price or a negative price. 

™ Onion Futures Trading, Hearings before the Committee on Agriculture and 
Forestry, United States Senate, March 4, 1958, p. 342. 
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Both are competitive prices for rendering the same kind 
of service (unless regulated). Working's studies of the spot-
futures spread as a market-determined price for providing 
specialized storage services is an important contribution to 
development of this type of market analysis." 

Also, the spot-futures spread may be regarded as a market-
determined price for the command over current use of com
modity stocks. It is the price anyone would have to pay for 
interim use of commodities in order to market his services in 
the transport, processing, storage, and merchandising there
of. Here, then, emerges a conception of a price structure cor
responding to the three dimensions of production, with the 
time dimension being integrally related to the form and place 
dimensions. The behavior of these prices and spreads and 
their interrelationships with production adjustments and re
source use are neglected areas for research. 

The present approach further suggests evaluation of fu
tures trading in the coordination of production with demand 
in the sense of achieving a better allocation of resources. 
Spot and futures prices are guides to production as usually 
noted. But the popular view of futures prices as forecasts 
of expected spot prices is highly questionable. Current pric
es for both spot and futures deliveries reflect the same 
basic supply and demand forces, hence, the one is no better 
than the other as a forecast. But one point is easily over
looked. Hedging actually discounts into current prices the 
projected outputs of the hedger. Since his outputs are priced 
in advance of completion, a lag is taken out of the system 

71 See Holbrook Working, "Theory of Inverse Carrying Charges in Futures Markets" 
Journal of Farm Economics, Feb. 1948, and earlier articles by Working that are 
cited in his footnotes. In additon, other students have expressed ideas similar to 
the ones we have suggested here. For example, see Hardy and Lyon, "The Theory 
of Hedging," Journal of Political Economy, 31 pp. 276, 1923; John Burr Wil
liams, "Speculation and the Carryover," Quarterly Journal of Economics, 
May 1336; and Lester G. Telser, "Futures Trading and the Storage of Cotton 
and Wheat," Journal of Political Economy, June 1958. 
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for adjustment. For example, as commitments are made to 
provide more services of one type, the competitive price for 
that service immediately tends to fall, suggesting to each po
tential supplier what his profit will be from added investment. 
Except in the growing of certain crops, more or less contin
uous adjustments of market services to changing prices are 
possible. 

This type of coordination is commonplace in business. 
One can think of many investments that would not have been 
made if it were not for advance orders, e.g. in production of 
magazines, buildings, machine tools as well as farm crops. 
It may be instructive to reflect on an economic system that 
evidently lacks such coordination. A recent article by a 
Russian writer had this to say: 

One of the primary causes of failure to fulfill the plan 
for launching the operation of industrial enterprises is 
the mistaken practice . . . of dissipating capital invest
ments among a large number of projects . . . The striv
ing of organizations and enterprises to start new con
struction under any and all circumstances, results in 
dissipation of funds among numerous production proj
ects, an increase in periods required for construction 
to 3, 4 or more times as long as scheduled . . . the drag
ging out of scheduled periods of construction is due, to 
a considerable degree, to failure to coordinate plans for 
capital construction with plans for supply of materials 
and equipment. The shortcomings in the very system 
of supply of materials and equipment further complicate 
the difficulties in prompt provision of materials and 
equipment to construction projects.72 

If each of these laggard projects had been expressed at the 
72 A Kachalov, "A Major Means of Increasing the Effectiveness of Capital 

Investments." USSR Monthly Journal Volprosy Ekonomiki (Problems of Eco
nomics) May 1959, pp. 27-31. 
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time of inception in forward orders for the necessary materials 
and labor at firm prices, then each project would have been 
discounted when launched and consequently only that amount 
would have been launched that could reasonably be com
pleted on schedule. Such a market system would virtually 
have insured this. 

Basic Tendencies in Market Organization 
In order to interpret the future of futures trading, it is 

necessary to examine certain basic tendencies in market 
organization. Accordingly, attention is now directed to some 
of the significant trends and adjustments in (1) the number 
and size of operating units, (2) specialization of production, 
(3) capital needs and sources, and (4) enterprise division. 

The following section will deal with these tendencies in 
terms of the future of futures trading. 

Numbers and size of operating units. — From 1939 to 1954, 
the number of farms, farm products assemblers, food process
ing plants and retail food stores declined sharply. The output 
per operating establishment increased sharply. Divergent 
movements behind the averages cannot be dealt with here. 
The trends show that large-scale operations have developed 
throughout the commodity marketing system. They result 
from the interactions of various internal and external econ
omies of scale under changing technology. 

But on further inspection, the data show a surprising fact. 
The number of independent wholesaling establishments, oth
er than assemblers, has increased sharply. These are the 
merchants who buy and sell for their own accounts, as well as 
agents and brokers, dealing in raw farm products or in food 
products. The average output per establishment of this 
group increased relatively little from 1939 to 1954.'3 The turn-

, a Taking the Census counts of operating establishments in 1939, 1948, and 1954, 
adjusted for comparability in coverage in 1948 and various indexes of output 
for these establishments, the following set of data appear. 

[223] 

©1960 Mimir Publishers, Inc.



FUTURES TRADING SEMINAR 

over of wholesaling firms seems to be relatively high. In
dependent wholesaling is about twice as large as wholesaling 
by manufacturers and retailers. Whether, and to what ex
tent, the former is being supplanted by the latter is hard 
to judge without more study. 

Table VII 

Percentage change from 1939 to 1954 
Type of Number of Output per 

establishment establishments establishment1 

Commercial farms 
Farm product assemblers 
Food manufacturing 
Food manufacturers sales branches 
Merchant wholesalers, raw farm 
Merchant wholesalers, food pdts. 
Agents and brokers, farm & food 
Retail food stores 

- 27 
- 38 
- 20 
- 2 
+ 132 
+ 22 
+ 24 
- 25 

+ 70 
+ 140 
+ 90 
+ 58 
- 6 
+ 27 
+ 8 
+ 132 

'Derived by dividing an index of output by an index of numbers of establish
ments. The index of farm output is that of the United States Department of 
Agriculture. The index for food manufacturing is that of the Federal Reserve 
Board. The indexes for each of the trade sectors were constructed by adjust
ing the Census of Business data on sales by appropriate price deflators. Thus, 
for the trade sectors, the output is merely an inference drawn from measures 
of the physical volume of materials "handled" in each sector. The inference 
is valid only to the extent that the services performed on each unit of volume 
did not change over the period. The correction of this defect must await 
further studies. 

This pattern of organization suggests a state of flux in 
the food and agricultural economy. Evidently there is an 
increasing demand for specialized wholesaling services but 
no great economies of scale that can be realized by organiz
ing fewer and larger units to provide such services. Changes 
in products and in sources of supply, shifts in population and 
in their demands, and periodic rearrangements in types of 
outlets, modes of transport and methods of doing business 
unsettle the environment. Wholesalers may be specializing 
by type of customer outlet and lining up several deep behind 
given outlets. This could be a fairly efficient way of provid
ing the food services needed to satisfy the demands of a fluid 
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economy. Such conjectures are worthy of study.74 

Specialization. — An operating unit may specialize either 
by limiting the number of products or by limiting the serv
ices rendered per unit of product, or both. The two aspects 
are equally important in appraising the overall trend in 
specialization. But knowledge of the facts is still quite meag
er. We do not know for sure whether food retailing has be
come more specialized or less specialized over the years. 
While the individual stores tend to carry more items than 
formerly, there has been a long-term decline in the amount 
of service per item. On the other hand, shopping in more 
pleasant surroundings conceivably could be counted as an 
additional service. 

Most wholesalers of farm and food products have been spe
cialized by product lines for many years. The decline of 
the general-line wholesale grocer has been accompanied by 
the rise of the modern warehouse serving a more or less cap
tive group of stores. Perhaps fewer services per unit are 
now provided than formerly. On the other hand wholesalers 
catering to institutions may provide more service per unit; 
they have increased in numbers. 

On the whole, food processing plants have been special
ized by product lines since early times. There is evidence 
of increasing specialization, but the total picture is unclear.'6 

Whether recent increases in processing services per unit re
flect primarily the output of existing establishments or of 
new specialized establishments is not certain. 

Knowledge about the tendencies in agriculture is more sat
isfactory. The number of enterprises per farm has declined. 

"See Willard F. Williams, "Structural Changes in the Meat Wholesaling In
dustry," (Journal of Farm Economics), May 1958,, for interpretation of such 
developments in the meat industry. 

76 See footnote 28. 
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The amount of farm inputs that are home produced rather 
than purchased also has declined.76 Together, these trends 
result in greater specialization in agriculture. Some of the 
more pronounced trends in crop and livestock production 
can be seen clearly while others, though pervasive, are not 
as apparent. In recent years, the latent possibilities for furth
er specialization have seized the imagination of many people. 
Important experiments in crop and livestock production 
are underway. These are being watched with great interest. 

Sources of capital. A projection of the investment per 
farm in 1975 was recently put at $80,000, (1958 prices). 
This is double the 1954 figure." It will be beyond the means 
of the typical farm family unless the family is well favored 
by inheritance, or it gets high prices for many years, or it 
lives frugally. The weight of evidence points against such 
events. Probably the share of farm capital provided by out
side sources will increase. 

It is unlikely that the corporate organization of farms 
would provide a solution. By and large, the corporation it
self would attract little capital from outsiders other than 
from relatives and friends who might invest in any case. More 
likely, the outside capital will be secured by borrowing, 
leasing, joint-account production, and by forward sales of 
output, irrespective of the legal form of the farm business. 

Corporate organization is important in the food processing 
and in the food distributing industries. Since many of these 
businesses are most profitably operated with large-scale pro
ducing units, the corporate form has been an appropriate 
method of raising large amounts of capital for use over an 
indefinite period. Yet it must also be said that the financial 
role of the corporation can be greatly overstated. 

78 Kenneth L. Bachman, "Prospective Changes in the Structure of Farming," 
USDA, ARS, Nov. 1958. (Talk before the annual Outlook Conference.) 

77 See footnote 30. 
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True enough, corporations do about 90 percent of all fac
tory processing of food but they do only 50 percent of the 
independent wholesaling and only 45 percent of food re
tailing. Moreover, corporations have but 50 percent of the 
food processing plants. 30 percent of the food wholesaling 
plants and 10 percent of the food retailing stores. Consider
ing that probably over one-half of the corporations in these 
sectors are nominal corporations — in the sense of not being 
able to raise capital from outsiders and for an indefinite 
period — it must be concluded that all but a relatively small 
number of firms, corporate and non-corporate, must rely 
on other means of raising capital than by issuing shares.78. 

The analysis does not alter the fact that corporate methods 
of raising capital are very significant in the organization of 
enterprise in the food economy. If one were to ignore large 
corporations in their financial relationships to their suppliers 
and to their customers, important methods of financing 
economic activity in commodity markets would be missed. 

Enterprise division. — Specialization of production is a 
physical phenomenon. T o obtain lower unit costs through 
specialization, the scale of physical operations and therefore 
the amount of capital invested in the operation usually must 
be increased. How does the economic system arrange that 
one person operates the resources provided by others? The 
answer of course is through loans, leases, partnerships, syndi
cates, corporations, forward trading and so on. Because of 
business uncertainties the capital is financed both as enter
prise investments and as money loans. 

78 There are various possible criteria for measuring nominal corporations. A 
conservative yardstick is assets in the balance sheet of the corporation of the 
same order of magnitude as assets in the balance sheet of the commercial farm. 
Basic data are given in Statistics of Income, Internal Revenue Service and in 
Census of Business and Census of Manufacturers. 
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Man has invented various ways of dividing up an enterprise 
investment without dividing up the physical operation it
self. Some are equal-share arrangements, like partnerships 
and corporations, in which all enterprisers are in the same 
boat. All gain or lose according to the profitability of the 
entire venture. Others are unequal-share arrangements in 
which the profits of the separate shares are largely independent 
of one another. Under "contract farming" and forward trad
ing, an enterprise becomes subdivided into different parts 
and these parts are separately transferred to different parties 
according to individual preferences. 

The nature of the differences between "contract farming" 
and forward buying and selling may be readily illustrated.'9 

If a broiler producer is treated essentially as a laborer work
ing for a fixed fee, with little responsibility or reward for 
the success of the enterprise, then there is a wide gulf be
tween contract farming and forward trading. Economically 
speaking, the farmer might as well be employed as a wage 
earner in a broiler factory. At the other extreme, if the 
grower accepts full responsibility for the rate of gain and 
death losses then the difference is nominal. The broiler 
producing enterprise becomes subdivided into two parts just 
as house-building enterprises may be subdivided into two 
parts — as between the speculative builder and the contrac
tor. The feed dealer assumes the responsibility for having 
so much resources converted into so much meat at a later date. 
The grower assumes the responsibility for converting these 
resources. This is exactly the subdivision of the broiler en
terprise that might be achieved through forward buying and 
selling, but the mechanics would differ. For example, the 

"For illustrations of the variety of arrangements in force see Contract Farming, 
USDA, Information Bulletin, No. 198, 1958. 
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grower could provide all the inputs and at the same time sell 
his expected output for deferred delivery at a fixed price. 
Thus his net return would be determined by his efficiency in 
turning inputs into outputs. No more capital might be need
ed under one scheme than under the other and the scale of 
operations might be alike. 

Most "contract farming" agreements fall between the ex
tremes just described. They are flexible arrangements for 
dividing up an enterprise and, therefore, are readily adapt
able to a wide range of individual conditions. At the same 
time, there has been an extension of forward buying and 
selling under fixed terms in both crop and livestock enter
prises, as in growing cotton and feeder cattle. This suggests 
a wide applicability of such enterprise sharing arrangements. 
The extension of either or both methods tends to be stimu
lated by the increased use of operating capital in modern com
mercial farming. 

Bearing of Structural Changes on Futures Trading 
The examination of the foregoing tendencies in terms of 

the future of futures trading will start from a reasoned projec
tion of futures trading activity. The projection will then be 
tested against selected features of modern commodity market
ing systems. The tests involve only general features, namely: 
Multi-product lines, contract farming, vertical integration, 
technology and related matters. No attempt is made to 
examine the great number of specific features applicable to 
futures trading in individual commodities. 

Trends and projection of futures trading. — Most of the 
history of organized futures trading — extending back to the 
Civil War period — cannot be neatly quantified. The trad
ing was mostly in wheat and cotton, the two great export 
crops of the pre-World War I era. The peak of activity may 
have been reached even before the turn of the century. 
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It is possible to quantify futures trading over the past thirty 
years using the open contract data published by the Com
modity Exchange Authority. Open contracts measure the 
contracts in force at the end of a trading day. In table VIII, 
there is shown the average of month-end open contracts for 
24 commodities traded on U. S. commodity exchanges for the 
period July 1931 through June 1959. From these data we 
have constructed an overall index of futures trading using 
the average of futures prices in the 1951-55 period as weights.80 

Similarly, separate indexes were constructed for four major 
categories of commodities, table IX. The main omission is 
futures trading in tropical and semi-tropical crops. 

Table IX. — Index of Futures Trading Commitments 
in Agricultural Commodities 

1931-35=100 

Period 
(Year begin
ning July) 
1931-1935 
1936-1940 
1941-1945 
1946-1950 
1951-1955 
1956-1958 

Total of 23 
Commodities 

100 
81 
60 
87 

121 
100 

Teeds 

100 
74 
55 
98 

141 
122 

"Edible 
Animal 
Products 

100 
144 
74 

131 
147 
179 

"Export 
Staples 

100 
76 
55 
76 
86 
57 

4Semi-
Perish-

able Crops 

3 
4 

28 
=100 
344 
314 

1 Corn, oats, shorts, bran, middlings, grain sorghums, soybean meal, cotton
seed meal. 2 Butter, eggs, and lard. " Cotton and wheat. * Potatoes and 
onions. s 1946-50 used as base period; futures trading in onions and potatoes 
was not important in earlier periods. 

The overall index has held up surprisingly well over the 
three decades considering the market conditions. Free market 
operations were substantially suspended during World War 
II, resulting in a large decline in activity during 1941-1945. 
Both before and after this period, price supports have been 
effective. The 20 point drop in the index since the 1951-55 
period probably was mainly the result of price support oper-

80 In a few minor instances, other prices were used in lieu of futures prices. 
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ations in cotton and wheat. When the loan rate is announced, 
the CCC is committed to accept the responsibility to carry 
the commodity at that price. It potentially supplants the 
need for private assumption of the responsibility. Since price 
supports usually apply only to certain farm prices, rather than 
to all market prices, there sometimes is considerable room 
for competitive determinations; sometimes there is little 
or no room. 

The underlying strength of futures trading has been in 
feeds, animal products, and semi-perishable crops. The weak-

Figure 7. Relative trends in futures trading by commodity groups, 1931-58: 
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ness has been in the great export staples, cotton, and wheat. 
T h e more important of these trends, shown in Figure 1, 
parallel trends in the demands for these commodities. But 
this relation is too simple to be relied on for purposes of pro
jection, although it is very suggestive. Fundamental condi
tions affecting futures trading need to be examined. 

If it were possible to organize agriculture so that only pipe
line stocks were to exist, there probably would be little or
ganized futures trading.81 A considerable investment would, 
of course, be required to carry stocks through the processes 
of growing, fabricating, and distribution. It might be financed 
in any number of ways as shown in the previous section, but 
organized futures trading probably would not be one of them. 
Forward trading under less highly standardized methods 
might be. 

The essential role of futures trading is no different than 
other forward trading but conditions for its success are dif
ferent. When futures trading is functioning well, a large 
commodity debt structure becomes erected on a small base 
of immediately deliverable commodity stocks. However, large 
supplies can be put into position for delivery at a relatively 
nominal cost if necessary in order to satisfy all who want 
delivery. This structure of deliverable reserves provides in
tegrity to futures contracts without interfering with the phys
ical flow of commodities. It requires that there be many 
operators who would gladly sell stocks they do not need im
mediately and instead would purchase stocks for later de
livery if they see a small profit (or reduce their costs). 

81 It is not readily apparent what pipeline stocks consist of. Stocks that look 
like they would be free from an engineer's viewpoint of the commodity 
marketing system may not be free to move. There are many possible reasons 
for this. One case is described by William T. Wesson, Possibilities For Futures 
Trading in Florida Citrus Fruit and Products, U. S. Dept. of Agr. Agricultural 
Marketing Service, Marketing Research Report, No. 156, Feb. 1957. pp. 18. 
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If there were only pipeline stocks in a marketing system, 
no one could stand for futures delivery without threatening 
to disrupt physical operations. It would be too costly for 
firms to release stocks and, hence, prices for immediate de
livery of the commodity could be forced up arbitrarily. With 
distorted price relations, many firms could not sell their serv
ices to advantage by use of futures contracts. 

It is very unlikely that, in the foreseeable future, pipeline 
organization will occur in the commodity marketing system 
for farm crops. By and large, crops will continue to be 
grown in the field rather than in the greenhouse. The har
vests will follow the cycle of the seasons in each hemisphere, 
and will be bunched. Also, there probably will continue to 
be important variations in the annual harvests due to weather. 

Livestock and livestock products are somewhat different. 
The traditional seasonal production cycle has been damped. 
Egg and broiler production seem fairly level and milk, beef, 
and pork are tending in this direction. If a pipeline organiza
tion is shaping up, the growth potentials for futures trading 
in livestock products would appear to be small or non
existent. 

But one can generalize too readily. The three-fold increase 
in futures trading in eggs over a period when the quantities 
of storage eggs declined does not fit this explanation.82 Eggs 

83 We are in search of the reason and offer the following as a possibility. 
The Chicago shell egg futures contract has been improved. Among other 

things, the supply base for delivery on egg futures has been broadened to permit 
delivery of better qualities of fresh eggs at a premium over contract quality 
eggs (which may be either storage eggs or fresh eggs.) This action may have 
lowered the squeeze potential permitted by the former storage egg contract. 
It now seems foolish for anyone to squeeze the egg market by gaining control 
over the deliverable cold-storage stocks and then standing for delivery on a 
sizeable position in egg futures. In such cases, he would get delivery of quality 
fresh eggs for which he would have to pay a premium but he could not hold 
these off the market very long lest they deteriorate to storage quality. The 
futures contract itself does not allow payment of a premium on fresh eggs 
delivered if they have been stored for more than 25 days. Thus, eggs really 
cannot be drawn out of the pipelines for long except at a loss. (The legal limits 
imposed on speculative futures positions might also inhibit the squeeze.) Cont. 
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may be an important exception to our generalization that 
futures trading in livestock products has a limited po
tential. One must be careful to note other potential excep
tions. There are relatively few animal products in which 
there is futures trading, and, while this fact gives support 
to our general thesis, the development of futures trading 
in one or two important animal products could continue 
the trend shown in Figure 7. For example, there is fairly 
extensive forward buying and selling of feeder cattle which 
suggests the importance of dividing up the enterprise of rais
ing cattle among different parties. But whether futures trad
ing in live feeder cattle will ever develop out of these pre
conditions is a matter for conjecture. 

The evidence for projecting a continuation of the in
crease in futures trading in feeds appears fairly good. There 
will be an increasing volume of feeds grown and fed to live
stock as the economy expands. Secondly, there is a definite 
trend toward specialization between growing feed crops and 
growing animals. Were every farm to balance its crop and 
livestock production, no feed would be bought and sold. 
At the other extreme, were one group of farmers to grow the 
feed and another the livestock, then all feed would be bought 
and sold. The actual situation lies nearer the former but 
it has taken a large stride toward the latter in recent decades. 
In 1936-41, only 9 percent of the corn fed to livestock was pur
chased in some form; in 1951-55, over 21 percent was pur
chased. Soybean meal fed to livestock doubled in a few 
years. Corn and soybean meal have provided the impetus to 
the upward movement of our index of futures trading in 

Some egg dealers scattered throughout the country may have discovered a 
worthwhile method of financing their operations through hedging in futures, 
even if the average hedged position is kept for only a few weeks. In year-around 
fresh egg merchandising, a dealer may hold a perpetual inventory of fresh 
eggs against which he may have a perpetual hedge in futures. If so, futures 
trading in shell eggs may facilitate a division of enterprise so that the small 
dealer with a little niche in the market can compete as a specialist. 
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feeds. The forces underlying specialization in feed concen
trate production appear to be strong. We anticipate further 
specialization, greater subdivision of enterprise, and an in
creasing potential for futures trading. 

A continuation of increased use of corn for industrial and 
food uses seems certain and while this influence would be 
much less important than sales of corn for livestock feeding 
it must be counted as a growth element.83 

The future of futures trading in the great export staples 
is not as clear-cut. The long range trend has been down. 
It seems to reflect, basically, the long range decline in export 
demands and the failure of domestic demands to grow with 
the economy. Price-supports have been operative and they 
are the aproximate cause of the decrease in futures trad
ing activity, especially in recent years. The long range future 
demand for American cotton and wheat will determine, es
sentially, the level of futures activity. Any change in support 
programs will exert a marked influence over shorter periods. 
In this respect, there may be more room for an increase than 
for a decrease in futures trading in the export staples be
cause effective support levels already exert a large effect. 

There should be noted at least one important structural 
change that has tended to increase the amount of futures 
trading. Cotton production has shifted from relatively small 
operations to relatively large commercial operations, especial
ly to the irrigated areas. In the latter, much of the growing 
of cotton has been financed directly or indirectly by hedg
ing in cotton futures. We do not know the current extent 
of such financing and its future possibilities. 

3 The percentage of total corn production sold off of farms increased steadily 
from the 1931-35 period to the 1956-58 period. In the early period 17 percent 
was sold; in the latter, 35 percent. Of the increased amount moving off of 
farms, about three-quarters was used in livestock production and about one-
seventh was used in industrial and food uses. (Based on data in Agricultural 
Statistics.) 
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For purposes of further inquiry, these appraisals of futures 
trading by commodity groups may be cast into a tentative 
projection of total futures trading. Our studies up to this 
time may not warrant more than a loose projection but even 
this can serve a useful purpose. 

We judge that the long-term trend of our index of futures 
trading will be sideways to up. Even if there were a con
tinued downward drift in futures trading in the export sta
ples, this probably would be offset by a continued upward 
drift in futures trading in feeds. On the other hand, a level
ing of the futures index for export staples would permit a 
rise in the over-all index, and a rise in the export staple 
would mean a substantial increase in the overall index. 

It must be noted however that the retention of the index 
of futures trading at a constant level over the next two decades 
would denote a declining role for futures trading assuming a 
continued growth in the over-all economy. 

T o gain further insight into the future of futures trading, 
we shall subject this projection to several tests. It may be 
asked whether these projections are more optimistic than 
warranted by the structural changes in the economy in which 
the role of the market in organizing economic activity is being 
increasingly supplanted by the role of administrative deci
sions. Selected features will be examined, namely, the ten
dencies toward multiproduct lines, contract farming, vertical 
integration, technology and related matters. 

Multi-product lines. — The American economy, with its 
rising real per capita incomes and rapidly changing technolo
gies, has created a flood of new products. The great pro
liferation in sizes, shapes, and forms of items is largely the 
result of harnessing new technological possibilities in manu
facture to fill the flexible demands of a people with relatively 
high and rising real incomes. In the selling of a multi-product 
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line there are introduced elements of administrative pricing 
sometimes referred to as a firm's "price policy." Has this so 
pervaded the markets that the competitive relations, on which 
futures trading depends, have been eroded? 

Futures trading is seldom applicable to late stages of the 
marketing channel. It is applicable to raw materials and 
semi-processed products. Neither of these have been signifi
cantly differentiated into multi-product lines. Hence, the 
tendencies described here are not directly relevant. 

Yet, there is a relevant connection between the prolifera
tion of end-items and futures trading in the basic materials. 
The two seem to be mutually supporting. A flour-mix manu
facturer discovers that it is profitable to tool up to convert 
widely available materials into an entire line of packaged 
items which differ by formula, size of package, label and 
so on. Such enterprise becomes profitable if his capital is 
not tied up in excess inventories. In business parlance, the 
annual turn of capital needs to be high in order to make an 
attractive rate of profit on a relatively narrow mark-up. The 
possibility for engaging in a profitable operation depends on 
a marketing system in which commodity stocks are carried 
economically and are economically delivered to the flour-
mix manufacturer when, where, and how often he wishes. 

T o show how the development of new manufactured items 
affects the raw materials market, consider the expanding po
tato processing industry. Only in an economy of advancing 
incomes would one expect potatoes to be consumed in such 
expensive forms. In order to sell manufactured potato 
products forward at fixed prices in advance of having ob
tained the potatoes required, some manufacturers commit 
their assets to a supply of potatoes by purchasing potato 
futures. Their additional buying and selling tends to im-
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prove the competitive character of the potato market.84 

Contract farming. — What about the influence of "con
tract farming" on futures trading? What modifications might 
need to be made in our projections? 

It was brought out in the previous section that contract 
farming is alternative to forward trading in dividing up an 
enterprise and separately transferring the parts. It is more 
flexible in adaptation to certain circumstances. There are 
various areas where both forms are in evidence, e.g. in rais
ing of potatoes, eggs, and perhaps feeder cattle. Both may 
be viewed as responses to a common set of economic forces, 
and yet each could be viewed as a substitute for the other. 
The two aspects are informative. 

Where contract farming has grown most rapidly, it has 
been a factor that has encouraged futures trading. If it is 
true that the financing of broiler production through con
tract farming has made possible the low price of poultry 
meat and the vast expansion of output, then it has resulted 
in an increased demand for soybean meal and, indirectly, 
for soybeans. This has stimulated soybean production and 
futures trading in soybeans and soybean products. If con
ditions become favorable to further specialization of live
stock production, we can expect to see more of this. 

Vertical integration. — The magnitude of vertical integra
tion is measured by the extent to which resources are allocated 
by administrative decision rather than through buying and 
selling in the market. In general, vertical integration is an 
opposite type of development from futures trading and the 
two seem incompatible. However, to appraise the effect of 
vertical integration we need to know more about where and 

4 For some insight into the operations of potato chip manufacturers see the 
testimony of Donald W. Reed, Futures Trading, Hearings before the Special 
Subcommittee of the Committee on Agr., House of Representatives, Dec. 6, 
1955. pp. 54-56. 
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what kinds of integration have been occurring. From some 
very general data of the Census Bureau and scattered bits 
of evidence, the following impressions seem warranted.86 

Vertical integration of retail grocers into wholesale grocery 
warehousing is not directly relevant to futures trading, nor 
is the general increase of manufacturers branch house sales 
relevant. Futures trading seldom occurs in the intermediate 
products of these integrated firms and, therefore, it is not 
directly displaced. On the other hand, the extension of re
tailers into manufacturing operations might be significant. 
However, the evidence is to the contrary. The importance 
of retailers in manufacturing does not appear to be very sub
stantial.86 Retailers account for perhaps 10 or 15 percent of 
the total bread and coffee products manufacture. Their in
roads into canning, freezing and confectionary, and dairy 
products manufacture appear to be much smaller. More
over, when retailers integrate, it is our impression that they 
favor enterprises which allow them to turn their capital 
relatively rapidly. Thus, a decision to assume responsibility 
for a processing enterprise may turn on having a system to 
carry the stocks and to supply them ingredients as required. 

The move by a processor into a prior or later stage of manu
facture tends to supplant the buying and selling of the in
termediate products. Yet the cheapest ingredients frequent
ly are not one's own. The few facts we have do not support 
the view that unified control of two sequentially related stag
es of manufacture has resulted in a large decline in market 
dealings, at least for some products that are important in fu
tures trading. For example, in the soybean milling industry 

86 Company Statistics, U. S. Bureau of the Census, 1958. Table 3. 
86 However, from the viewpoint of the firm, the importance of such manufac

turing may be quite substantial. 
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only 10 percent of the oil and meal were transferred to an
other plant of the milling firm in 1954. Yet several times 
this quantity would have had to be transferred if the plants 
were to operate substantially on a vertically integrated basis. 

The combination of manufacturing and assembly is im
portant in the grain trade. Evidently, there is a widespread 
reliance on market prices to direct the movement and use of 
grain in spite of this. The move of manufacturers and whole
salers into agriculture has been substantial in canning and 
freezing crops. But, in areas where futures trading counts 
such moves seem to be of little magnitude. 

Farmers have moved into assembly, wholesaling, and even 
processing through farmer owned cooperatives and through 
various other arrangements as in beet sugar production and 
citrus concentrate production. Intermediate stage market 
pricing tends to disappear. How these bear on futures trad
ing depends a good deal on the commodity areas involved. 
Dairy products and fruit and vegetable merchandising and 
manufacture are little involved in futures trading. The out
put of sugar mills is traded on futures. 

In none of the foregoing discussion have we considered the 
use of futures price quotations by market firms, including 
those which make an administrative decision of the prices 
at which its products are transferred between its plants. The 
reliance on such central market price quotations permeates 
the entire market. 

Technology and related matters. — Society has developed 
various ways and degrees of underwriting enterprises. One 
consequence of this seems to be more rapid technological 
change.87 In a growing economy, there will continue to be 

87 See, for example, R. W. Gray, Vernon L. Sorenson, and Willard W. Cochrane, 
The Impact of Government Programs on the Potato Industry, of the United 
States, University of Minnesota, Agricultural Experiment Station, North Central 
Regional Publication No. 42, 1954. 
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many competing uses for capital, consequently, many firms 
would find it necessary to specialize their enterprises in order 
to adopt new technology. In food and agriculture, the poten
tial for changing the technology of production still appears 
to be large. Abstracting from the possible role of the CCC 
in carrying stocks, one may legitimately ask why more firms 
ultimately will not want to carry their own stocks. Conversely, 
if they choose to let others carry the stocks why can they 
count on others to do so? 

It is hard to give a final answer to this query, but it should 
be observed that the law of comparative advantage favors a 
continued division of enterprise, much as between the specu
lator and hedger. The enterprise of carrying commodities 
is unlike the enterprise of producing the services by which 
commodities are transferred in time, place, and form. For 
one thing, success of the former enterprise does not depend 
nearly as much on scale. Decisions to carry stocks are likely 
to be no more right because they are made in progressively 
larger units, than in the smaller units. The economic entity 
with large amounts of assets has more to gain by specializing 
in enterprises where there are definite economies of scale. 
This almost inevitably involves physical operations. Second
ly, the income tax laws have become more influential in 
shaping economic decisions than years ago and this is likely 
to continue. Individuals who take the responsibility for 
carrying commodities forward for more than six months, 
often pay only half the rate paid by commodity businesses 
that do the same. T o obtain the same after tax return on such 
investment, the former needs to be only one-half as profit
able as the investment of the latter. 

Closing Observations 

In appraising the future of futures trading, we have opened 
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more questions for examination than we have settled. The 
competitive organization of commodity markets is a highly 
complex phenomenon and knowledge is not easily come by. 
We have tried to ask the most relevant questions and fur
nish answers where we have found them. 

If a generalization on the future of futures trading is war
ranted, it is this: The weight of evidence examined does not 
support the view that the emerging structural changes in agri
cultural commodity markets are, on balance, more unfavor
able than favorable to futures trading, even though there are 
important exceptions. Admittedly, much relevant evidence 
on the nature of the emerging market structure remains to 
be examined or is lacking altogether, and this paper is to 
be regarded as a preliminary effort. 

Also, there is a major omission. Consideration has not 
been given to trends in horizontal integration, or more gen
erally, to the emerging private sources of market power. The 
concentration of market power might greatly limit futures 
trading. It is not obvious what the significant trends in con
centration are and how and to what degree they affect fu
tures trading. Analysis would require a conception of the 
nature and areas of market power that is consistent with the 
conception of the nature and areas of enterprise in which 
such power is effective before the measurements are attempt
ed. Time does not allow us to pursue this inquiry. 

The most easily identifiable influences in the failure of 
futures trading as a whole to grow over the past thirty years 
are in the two export crops — wheat and cotton. The basic 
factors are the changing market position of the two commodi
ties and, interrelated with this, the support of prices and in
creased State trading. The composition of commodities in 
futures trading has shifted over years. Some that once were 
very active are now very inactive or have disappeared — like 
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trading in pork provisions and butter. Trading in some com
modities has been attempted without much success to date, 
e.g. in canned vegetables, dressed poultry, live hogs, frozen 
eggs, cheese, apples, millfeeds, rice, and others. Trading in 
some commodities has grown to relatively large volumes, as 
soybeans, soybean oil and meal, eggs, and potatoes. The 
shifting composition is by and large a response to a set of 
forces arising out of the structural organization and the needs 
of individual commodity sectors. 

An observation that can be made on the basis of our in
quiry is that it is not readily apparent that the administrator's 
role has increased relative to the market's role in organizing 
resources. In an expanding economy there could be more 
of both. Moreover, the areas of influence of each may be 
quite different and even mutually supporting. Much of what 
is counted as administrative allocation of resources is actually 
based either directly or indirectly on competitive prices. In 
this setting, a small improvement in arrangements by which 
trade occurs has a larger significance. There is evidence of the 
frequent operation of what we shall term the principle of 
competitive reinforcement, namely, one improvement begets 
another. 

Finally, our paper does not furnish an adequate basis for 
suggesting desirable changes to be made in the enterprise or
ganization of the agricultural commodity marketing system. 
This presumes a much broader inquiry of the nature, pur
poses, and consequences of economic arrangements than we 
have made. 
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Walter M. Goldschmidt 

It was rewarding to work with this objective appraisal of 
the outlook for futures. It was also refreshing to note signs 
of optimism regarding the prospects for our futures trading. 

I would like to commend Dr. Paul on this work — it is a 
contribution to the better understanding of futures. 

In my role as a discussant, my first approach to this paper 
was an attempt to be critical; however, Dr. Paul has a thor
ough understanding of the subject matter, and disarmed any 
critic by limiting and charting the course of his inquiry care
fully. I find the only contribution I can make to the subject 
of the "Future of Futures in our Changing Agriculture", is 
to add a few remarks as appraised by one having only cursory 
knowledge of the intricacies of economics, but being active 
in the application of futures — grain futures to be specific. 

What I have to say does not contradict Dr. Paul, it is mere
ly a shift of emphasis, and then only as it applies to the futures 
traded at the U.S. grain exchanges. 

Being active on the Exchange floor of the Board of Trade 
daily, I am overly impressed with the dwindling volume of 
futures trade, which has moved from a high in the post-World-
War-One era of 30 billion bushels per year to a post-World-
War-Two high of 14 billion 200 million bushels achieved 
in 1956. The steady decline since 1956 is particularly alarm
ing. The 1957 volume was 12 billion 800 million bushels — 
a 9.6% decline. In 1958 our volume was 11 billion 336 mil
lion bushels — another 11.7% decline, and the first six months 
of 1959 shows a decline of 16% over the like period in 1958. 

The decline in dollar volume is even more pronounced 
since we have had a decline in prices. This decline in volume 
has occurred while the volumes of most other segments of 
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our economy have been and are steadily expanding. Even 
more disturbing is the fact that while total volume of futures 
trading has alarmingly declined, the total annual produc
tion of the same group of commodities has significantly in
creased, denoting that the decline of the proportionate use 
of Futures is even greater than the decline in volume. Plotting 
total production versus total volume of futures trades in the 
post-World-War-Two period, there appears to be an inverse 
correlation. One explanation is that, as production goes up, 
government influences on prices and marketing becomes 
greater, and volume of futures trading declines. 

It is usually more than one factor which influences a com
plex mechanism such as a commodities futures market, but 
the evidence seems to point that government activity in 
agriculture is the prime deterent to the expansion of volume 
in grain futures. T o what extent government activities have 
influenced grain trading is difficult to estimate, but we know 
that for years it has counteracted the growth trends men
tioned by Dr. Paul, and in recent years undoubtedly caused 
the severe declines. Of course, I agree with Dr. Paul that 
vertical integration is not compatible either with expanding 
volume of futures trading, but that influence has been rela
tively insignificant. 

How and why government activity has affected the volume 
of futures trading adversely I am sure is obvious to you, and 
can be illustrated very simply. Persons using futures markets 
fall into two broad groups: First — those seeking to minimize 
their business risks — the hedgers; and Second — those will
ing to assume these risks — the speculators or investors. 

How does the government interference affect each? 

First, the Hedger: For this let us divide the agricultural 
industry into three categories, producers; distributors and 
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merchandisers; and processors. The largest volume of hedges 
has come from those engaged in distributing and merchandis
ing — the second from processors, and least of all from the 
producers. Government activities have influenced all three 
segments of the industry to be sure. It has stimulated pro
duction for the producer, has provided processors with a 
supply of raw materials, but has to a large extent, supplanted 
the marketing and distributing segment of the agricultural 
industry. Most of the producers growing grain in excess 
of their needs will either try to hold as much of the grain 
as they can for the loan price, or will put it into the loan, 
both instances eliminating a hedge as the grain is carried for
ward, thereby also reducing the amount of grain marketed 
through private channels. Secondly, even the grain which 
is handled through normal channels is often not hedged be
cause of government price setting influences. 

The Commodity Credit Corporation has become the larg
est grain merchandiser in the world, supplanting private en
terprise. T h e displaced private enterprise has taken up the 
function of warehousing the government surpluses, largely 
neglecting the merchandising functions, and relying upon 
storage revenue. This rapid expansion of grain storage is 
creating enterprises dependent entirely upon government-
owned surpluses. It is not building a sound system of dis
tributing and marketing grain, and may eventually result in 
greater concentration of marketing power, which as Dr. 
Paul mentioned may be a deterrent to the volume of futures 
trading in the long run. 

Second, the Speculator: He is faced with an entirely dif
ferent set of circumstances, but is, however, equally dis
couraged in using futures in which the government is the 
controlling influence. Not only is the volume of hedging 
reduced in those futures but the speculator's analysis of a 
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situation can over night be reversed by some Government 
edict. In addition, the security markets have been active, and 
have attracted speculative capital. As a matter of fact, public 
participation in the grain futures market is at such a low 
point that it scarcely pays for commercial institutions, sell
ing investors, to maintain commodity departments. Should 
this volume of trade be reduced even further, it will reduce 
the number of brokerage and commission houses participat
ing in the grain futures business. This will certainly have 
a cumulative effect on reducing the volume of trade even 
further. 

This is not an attempt to be particularly critical of govern
ment activity in agriculture, which is a subject of its own. 
But from where I view it, I can see, feel and taste government 
activity in the grain industry so strongly that I can only see 
a future in futures if some of that activity can be curtailed. 
There are at the present time some activities taking place 
which appear constructive to the private trade, and conse
quently to an increased volume of futures trade. The effects 
up to now have only been able to prevent a sharper decline 
than we have already experienced, but may in the long run 
help reverse the present down trend. 

1. Subsidy in Kind Export Program: 

The recently adopted subsidy in kind export program — 
designed to channel the flow of grain through more normal 
channels, by permitting the exporters to secure their grain 
in the% free market and by Commodity Credit Corporation 
supplying from their stock only that portion which is repre
sented by the subsidy. Any additional grain that C C C . 
may be forced to sell is to be introduced into the market 
stream as close to the source where it is produced as is feasible. 
The subsidy in kind export program has resulted in the pri-
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vate trade handling more grain, and has partially brought 
the exporters back into the futures market, and consequently 
has prevented the volume of futures from falling lower than 
it has. This program has been operative for wheat for two 
years, and over one year for feed grains. The reason that 
this program has not been more effective in aiding our vol
ume of trade is because there are several programs in effect 
which have an effect of circumventing the subsidy in kind 
program, namely: The Barter Program, and the G.S.M. 1, un
der which C C C stocks may be sold for credit to qualified 
countries. However, as long as we have Government owned 
surpluses, the subsidy in kind program is as good as any 
program devised, and if permitted to operate will be a con
structive influence on the preservation of the grain market
ing industry and the volume of grain futures trading. 

2. Recent Reduction of Supports 
Secretary of Agriculture Benson, who for years has been 

fighting economic battles with political tools has pressed for 
a gradual reduction of price supports. This year supports 
of some of the major feed grains were substantially reduced 
and acreage restrictions freed. Some major shifts of acreage 
have already occurred. Soybeans, oats, and rye acreage, and 
consequently crops, have adjusted closer to demand, and we 
will find that this crop year Commodity Credit Corporation 
will have less influence on those commodities, and I can fore
see that these futures will be more active. 

3. Future of Our Farm Program: 

Here I am perhaps overly optimistic. In a report by Secre
tary of Agriculture Benson to Congress a year ago, he stated, 
and I quote in part: "By 1975 we will probably have mar
kets for some 40-50% more farm products than today . . . 
a continued uptrend in production in prospect for most farm 
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products is expected to fully keep pace with the growth in 
demand. This situation, together with present large stocks 
indicates that for the next decade a major agricultural prob
lem will be to bring about a balance between production and 
consumption." This, after over twenty years of experiment
ing, and billions of dollars spent. We have tried everything 
but to leave the farmer alone. 

We have learned in elementary economics that over-produc
tion in agriculture can only be cured by: 

1. The withdrawal of sub-marginal land from planting. 
2. The further transference of part of our agricultural 

population to more gainful occupation, and 
3. That in time the working of the price system will bring 

this about. 
Since this is basic knowledge, it appears that the farm prob
lem is not a farm problem but rather a social problem nur
tured by political attempts to save the family farm — a unit 
which has proven to be inefficient in our mass market and 
mass economy. 

All of us realize fully that price supports cannot be elimi
nated without creating hardships, and it should be accomp
lished through evolution, not revolution. There is no doubt 
that the protective tariffs for industry work to the disadvan
tage of the farmer because they raise the price of the things 
he buys while they injure the foreign markets for his prod
ucts, but we must continue to strive to reduce price supports 
further to a point where they only cover the cost of production 
for the efficient producer, eliminating the incentive to pro
duce and the inefficient producers. As farm population de
clines, the change will be more expedient politically. My 
optimism for the future of agriculture is based on the fact 
that I do not believe that we can, over the long run, per
petuate an inefficient unit of production by legislation, un-
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less the country as a whole is willing and able to pay the 
entire cost and far reaching consequences. For example, it 
just isn't sound that a consumer should be taxed to keep 
land in idleness — so that he has to pay more for what is pro
duced on the rest of the land. The system will either have 
to be changed, be bailed out through some disaster, or col
lapse from its own weight. There is no doubt that resolute 
steps must be taken soon, and when they are taken, I fore
see further concentration of farm land, increased productivity 
through specialization, automation, and advances in technol
ogy. T h e investment of capital for a farm worker will increase 
immeasurably. The farm will simulate factories in efficiency. 
They will produce profitably at lower prices. The use of 
futures markets by the larger and more efficient farmers will 
complement their operation and perhaps crops will be hedged 
as they are planted, or even before. Under such a system one 
can easily visualize a great potential increased use of futures 
markets. 
4. Education: 

A further factor which is constructive to futures markets 
is education. Education motivated our appearance here today, 
and the implication and importance of it I need not stress. 
5. Continued efforts by futures markets to help in: 

a. Reducing government influence on agriculture. 
b. Educating all concerned in what futures are and do. 
c. Conducting research which may result in the creation 

of new futures, and 
d. Maintaining a futures market suitable to serve all seg

ments of the industry. 
In Summary 

T o the constructive factors for an increased use of futures 
markets cited by Dr. Paul, I can merely add these 
a. Short term effects namely: 
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1. The subsidy in kind export program. 
2. Present reductions of the support levels, 

b. Those of a more long term nature are: 
1. That we cannot indefinitely sustain the present Farm 

Program. 
2. Education. 

While, in balance, our inquiry seems to indicate an increased 
use of futures, I must caution against complacency since the 
only promising outlook for futures markets is in the creation 
and maintenance of a sound, efficient, privately operated sys
tem of producing, marketing and processing agricultural 
products. 
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The Future of Futures Trading 

Leonard W. Schruben 

The paper here reviewed is a rather detailed statement 
of the authors views on: (1) the nature of futures trading, 
(2) trends in market organization, (3) effects of these trends 

on futures trading and (4) general conclusions. 
The authors initiate their discussion by asking why proof 

of the contribution of futures trading must so often be pro
vided. They suggest the method of analysis and issues in
volved need to be conceived differently. In this context, they 
propose that futures trading is one of the many financial 
institutions in a well-developed economy. 

This view places futures trading in the category of insti
tutions which make it possible to achieve economy of scale 
in segments of the economy touched by it. After all, revolv
ing capital is scarce. Assets held in reserve to meet risk of 
price change is a cost which can be only partially recovered 
in the investment market. When a small part of risk funds 
can be used to shift risk, as in hedging, a higher proportion 
of assets can be used in the operation of the business. 

Futures trading thus is a financial institution. This con
cept will not relieve the necessity for frequent, and some
times painful, review of the place of organized futures trad
ing in our economy. The basic question will always be pres
ent: Is this activity necessary? Does it perform a useful 
function? Who uses it and for what purpose? 

Questions pointed out but initially bypassed by the au
thors involve an appraisal of the future prospects for price 
uncertainty, changing incentives for shifting risk, and the 
interest of different individuals in risk assumption. This 
reviewer would feel more comfortable had the authors met 
these questions head on. 
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As one continues to read, it becomes increasingly apparent 
that Paul and Wesson have no intention of making sweeping 
generalizations regarding the future of futures trading. For 
example, they point out such trends as size, number, speciali
zation, capital needs, etc. of market units. But they do not 
directly relate the consequence of changes of each to the main 
topic under discussion. Why then bring these topics into 
the discussion? 

Let us be fair about this. After all, the authors were given 
the impossible task of prediction of future events. No one 
yet has discovered a method of forecasting coming events 
which will always result in a correct forecast. However, more 
conjecture by the writers from their vantage point of experi
ence would be welcome. 

What about the future of futures trading? Where is this 
social institution headed? Paul and Wesson conclude that 
on balance the future is as likely to treat futures trading 
kindly as not. 

The emergence of any social organization is in response to 
a felt need on the part of some one or group. When the need 
disappears, the social organization vanishes. However, so
cial organizations created in response to a given set of con
ditions may very well continue to exist to serve another and 
possible different set of conditions. 

Thus futures trading, initially established in Chicago to 
help traders down state buy and sell corn today serves an 
enlarged purpose. But futures trading cannot exist unless 
it performs a useful function more efficiently than that 
function can be performed by other methods. Time lag 
forced by custom, habit or market power is excepted. 

One of the functions of futures trading is to shift market 
risk from those less able or less willing to those more willing 
to bear it. In short, to provide hedging. The present form 

[254] 

©1960 Mimir Publishers, Inc.



THE FUTURE OF FUTURES TRADING 

of futures trading cannot exist without hedging. 
For example, there is no wheat futures trading on the 

Winnipeg Exchange. Yet it is not prohibited by law. It just 
isn't practical because there would not be a useful, needed 
function performed. A futures contract would not culminate 
in a delivery. Hence a dead market. 

Contract farming and vertical integration are viewed by 
some observers as threats to futures trading. Paul and Wes
son point out some significant differences. It would be well 
for further observations to be made as to the future of this 
development. For example, there is a relatively new business 
firm in Kansas City which offers a "coordination from farm 
to market" service. Farmers own productive resources, feed 
manufacturers own productive resources and retail stores 
act independently. All three are brought together by a team 
of specialists. Individual experts in nutrition, mill operation, 
ingredient purchasing, farm production and marketing com
pose the team. 

Such a team offers expert help to a number of small es
tablishments which formerly was available only to large firms 
who could utilize the full-time services of specialists. Should 
this firm continue successful operation it is certain to be 
duplicated. Before long the whole concept of integration 
could change. A development of this nature would open op
portunities for futures trading. 

It has been a stimulating experience to study the paper 
under review. I recommend it be studied carefully by others. 
While you may not agree with the authors' position you will 
find the subject, the future of futures trading, a challenge 
to constructive thinking of your own. 
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The Future of Futures Trading 
Adlowe L. Larson 

The authors of our paper have presented in a scholarly 
manner their views on "The Future of Futures Trading in 
Our Changing Agriculture". In doing this they subdivided 
the area into three sections: (1) the nature of futures trad
ing, (2) basic tendencies in market organization, and (3) 
the bearing of structural changes on futures trading. 

T h e introduction, discussing the role of futures trading, 
presents a series of views, but leaves one not certain as to 
the point of view of the authors. Perhaps that is as it should 
be. The classical or usual approach to futures trading which 
centers on price risks and their shifting is rejected as a method 
of approach and yet one feels in reading the paper that it 
is not rejected. They adopt instead the Brookings approach, 
developed under Rowe, "that futures trading is one of the 
many financial institutions of a well-developed exchange 
economy." 

In part one, concerned with the nature of futures trad
ing, the idea of futures trading as a facilitating financing in
stitution is presented using aids of Boulding, Hawtrey, Lerner 
Usher, Rowe, Hicks, Hart, Working and Commons in addi
tion to Congressional hearings. Through futures trading 
marketing activity over time is facilitated. Borrowing is 
aided as is also specialization in most market levels and seg
ments. More effective use of resources becomes possible 
through it. 

Speculation and hedging are differentiated in an unusual 
manner. The distinction is between "carrying stocks through 
time" [speculator] and "providing the services required to 
carry them" [hedging]. The distinction appears to be be
tween price and non-price services. Whether it will be useful 
or not remains to be seen. 

[257] 

©1960 Mimir Publishers, Inc.



FUTURES TRADING SEMINAR 

The portion of the discussion ending with Commons and 
his Institutional Economics brings out important institutional 
changes, including the discovery that a debt is a property. In 
fact, most of part one concerns Institutional Economics. 

In part two, concerned with basic tendencies in market 
organization, attention is given to numbers and size of op
erating units, to specialization, sources of capital, and to 
enterprise division. While numbers of most firms of agricul
ture, its marketing, and its processing have declined sharply, 
those of wholesaling have increased. Except for retailing, 
whose picture is not clear, there is increasing specialization. 
Corporate methods of financing are important in the entire 
food economy. As added size is necessary to secure specializa
tion and scale gains, there are increased financing require
ments. Although I did not find this tied to futures trading, 
the inference, I expect, is that futures trading is an aid in 
this financing. 

In part three, concerned with the bearing of structural 
changes on futures trading, the discussion deals with trends 
in futures trading, multiproduct lines, contract farming, and 
technology and related matters. The long time trend in fu
tures trading is forecast as "sideways to up" . It is influenced 
by price-supports (a substitute in the minds of those using 
them). It has strength in feeds, animal products, and semi-
perishable crops and weakness in cotton and wheat. The 
authors state that contract farming has encouraged futures 
trading, but that vertical integration and futures trading 
seem incompatible. 

The following comments are in addition to rather than 
criticism of the paper. They are related to changes in market 
structure and market prices. They are based upon the major 
changes going on in agribusiness with (1) fewer and larger 
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farms operating with improved technology, (2) fewer and 
different assembling or country markets, (3) the increasing 
number and more highly specialized wholesaling markets, 
(4) fewer and larger processing plants, and (5) the large 

scale retailing machine with its increasing and perhaps domi
nant market strength. All of this is coupled with major chang
es outside agribusiness in manufacturing, merchandising, and 
living. 

In the past futures trading has been associated with a sys
tem, such as with wheat, in which many producers sold wheat 
to many local elevators who in turn sold to buyers in terminal 
markets. Much of this market was thought of as approaching 
purely competitive conditions with firms at the same level 
and different levels acting independently, not influencing 
price, and merchandising a standardized product. Hedging 
was done mainly by terminal buyers to whom local assemblers 
sold as soon as they bought the wheat. Price alone through 
spot or time sales regulated the market flow. While this sit
uation may have been a myth, in the future it will not in my 
opinion be nearly so closely approached as in the past. 

The situation which futures trading will face in the future 
is an increasingly integrated economy, tending to be domi
nated by large scale retailing.88 This horizontal and vertical 
combination through ownership and formal and informal 
arrangements will tend to lessen the importance of price as a 
market-integrating factor. Integration will be more through 
purchasing contracts or specification buying. Price agree
ments will tend to spread from those having the market pow
er — increasingly the large scale food retailers. Others, includ-

8 George L. Mehren, "The Changing Structure of the Food Market," Journal of 
Farm Economics, Vol. XXXIX (2), May, 1957, pp. 339-353. 

Norman R. Collins and John A. Jamison, "Mass Merchandising and the 
Agricultural Producer," Journal of Marketing, Vol. 22 (4), April, 1958, pp. 
357-366. 
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ing local assemblers and terminal buyers of food products, will 
have less need to hedge for price protection if protection can 
be obtained through contractual arrangements. 

If the large scale food retailers will continue to increase 
their market power, what are the possibilities of increased 
use of futures by them? While margins are increasingly com
petitive at the retail level, retail prices do not fluctuate as 
much as in wholesale markets. This competitiveness might 
encourage them to hedge to protect longer term positions or 
for financing reasons, but the lack of major day to day price 
fluctuations would not encourage hedging. Furthermore, 
products handled at retail are mainly processed, while those 
sold on futures markets are not. 

Is this an impossible situation if true? In answering this, 
let us look at major patterns only and let someone else worry 
about the sewing. The position is difficult but adjustment 
to these changing conditions may bring new opportunities 
to futures trading organizations and services to society. While 
government price guarantees as used have lessened the need 
and demand for futures trading, I would not expect the elimi
nation of them to bring back futures trading where it was. 
Adaptations must also be made to the changing market struc
ture with its emphasis on contracts and increasing power of 
the retailer. 

Would it not be possible to have a modern version of the 
early day mail order house "piano-hedge" to fit requirements, 
existing or potential, of the large scale retailer? The answer 
would likely not be in just having more commodity futures, 
although wheat futures could not be expected to give price 
protection to the some 5,000 to 6,000 items handled by to
day's supermarket. If this retailer is to use futures trading 
appreciably in hedging contracts he makes to suppliers, he 
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will likely want to see that the fluctuations in differences 
are less than those in spot prices. 

Several questions may indicate what is desirable to this 
retailer. What do the retailers want? For which departments 
or food areas will individual commodity futures hedges give 
price protection or financing aid? Will a combination of 
several futures serve better in some areas? What feasible 
new futures, singly or in combination, would provide fea
tures wanted? Can combination "futures-packages" be se
cured or must they be tailor-made by the customer? Should 
the futures exchange check to see what the requirements of 
these potential customers are? Should it merchandise its serv
ices in combination packages — like the T V dinner, a com
posite contract for food? Or if done, should this be left to 
brokerage houses? 

More specifically, can the hedge be better merchandised? 
The term "hedge" means different things to different peo
ple as can be seen, for example, by comparing the concept 
in the paper presented with that of Holbrook Working89 or 
with the usual textbook or Board of Trade example. From 
the point of view of an organization selling the hedging 
service to new or relatively uninformed customers, there 
must be a common understanding as to what the service is. 

In conclusion, I wish to compliment Paul and Wesson for 
the job they have done in looking ahead. It is my belief that 
added recognition must be given by futures exchanges to 
structural changes now going on in the food marketing sys
tem, and that attempts should be made to modify in part, 
at least, futures trading operations to fit the needs of the 
system. 

89 Holbrook Working, "Futures Trading and Hedging," American Economic 
Review, Vol. XLIII, (3), June, 1953, pp. 314-343. 
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Discussion 

MELOAN: The final session is now open for question or 
comment. Perhaps Dr. Paul has some rebuttal. 
PAUL: It may be possible to clarify the paper a little in the 
light of some of the comments. Now, I may ramble but I 
will try to leave a total impression rather than to pick on iso
lated points. 

Adlowe has rendered the service of trying to further extend 
the view of where futures trading eventually may fit. He 
looks at one of the large changes that is taking place — the 
growth of the large food retailer and his changing merchan
dising activities — and suggests the possibility of futures trad
ing in retail goods. I will venture an opinion on some of the 
reasons why such futures trading is not likely to develop. 

Retailers have organized their business with kinds of fi
nancial arrangements that dispense with any direct need for 
futures trading. They free their own capital by leasing stores 
and equipment. And while they have a large investment in 
stocks, which are turned rapidly, they seem to be continually 
indebted to their suppliers. Their accounts payable greatly 
exceed their accounts receivable. For food manufacturers, 
it is just the other way around; their accounts receivable ex
ceed their accounts payable. 

This is a point we tried to make in our paper: that is, to 
understand whether there is a place for futures trading one 
must examine the totality of financial relations. The large 
retailers have various serviceable ways of arranging for the 
outside investment required to engage in their business and 
therefore have no real need for using futures. Furthermore, 
the great proliferation of manufactured items, in their many 
specifications, seems adverse to establishing a workable con
tract. By contrast, there has not been much change in the 
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physical nature of raw agricultural products over the years. 
While you get more oil per bushel of soybeans today, the 
bean is still oil and meal in combination. And while protein 
values in wheat have gone up, wheat still hasn't changed 
much; and so on down the line. These are the staples of com
merce for which there can be a broad interest in futures 
trading. Now, if we were to pursue the specific reasons for 
futures trading in staples, we would be off on a long dis
course. 

Where the retailers have engaged in contract buying of 
supplies — the specification buying of fruit and vegetables 
and meat — there is no futures trading. And there may be no 
potential for it. 

The question of concentration of power that Adlowe raised, 
its meaning for futures trading, is one we haven't examined. 

Turn ing to the basic question of whether we have ac
cepted or rejected the conventional concept of futures trad
ing, risk shifting and so on. Professor Schruben, who has al
ready left, raised the same question. Our discussants are very 
perceptive. When I sent them a working draft I said they 
could base their discussion firmly on what we gave them; it 
would not be changed much. I think all we did subsequently 
was to edit the paper a little and insert a page and one half 
elaborating on the financial nature of futures trading. But 
we did one other thing to cover a gap. A footnote now clari
fies whether we accept or reject the conventional explanation 
of futures trading. 

I don't like the words "accept or reject". You make a 
choice for a purpose. Do you accept or reject usual geometry 
when you use non-Euclidian geometry? Do you accept or 
reject a concept of the world being flat when you choose to 
be guided by a road map? We commonly say that the sun 
rises in the east and sets in the west, when the sun doesn't 
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move about the earth. It is serviceable to say that the sun 
rises in the east and sets in the west. Everybody knows what 
you are talking about except somebody on the North Pole 
perhaps. But it is not very serviceable when you are trying 
to explain the relation between the planets. 

What we say is that the conventional explanation of fu
tures trading is serviceable to a point. It has some mythology 
in it, i.e. characterizing every transaction as to shifting of 
risk. Peoples' opinions differ as to whether they have in fact 
lowered or raised their risk when they take a market position. 
If I were buying a home for my family, would I increase my 
risk? I don't think so. I've lowered the risk of suddenly 
having to find another house. If I were in military service 
and had to move three years from now to another post, I 
might as well, if I bought a house, prefer to sell a forward 
contract for delivery of the house three years from now at say 
20 percent less to take care of depreciation. Then I would 
know what it would cost me to use that home for three years. 
What risks are involved in these transactions? Risk has mean
ing only as you understand a person's total business. The 
idea that you can just look at what a man does in isolated 
transactions and then conclude that he has or has not shifted 
risk to someone else appears to be mythology. But I don't 
argue that it is not serviceable for certain purposes. 

We feel that we have a better method of going into the 
economics of the system than you can get with the usual 
concepts. Because all you can say, I think is that if you shift 
risks, you lower the margin at which you offer a service, and 
therefore, raise the price to farmers and lower the price to 
consumers. And that ends the analysis. You can correct me, 
Dr. Gray, if I am wrong. Holbrook Working in his study of 
spreads published in the early Wheat Studies — magnificent 
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attempts — did not rely on this concept of risk and risk 
shifting. So I say that we have an alternative explanation. It 
is not supplementary. The questions you ask about whether 
people want to shift risks really are questions on whether 
they want to assume certain asset positions. We meet this 
problem but we don't talk of it in terms of whether their 
risk increases or decreases. 

I agree with Professor Schruben's point that we do not 
project the future organizational changes very far. We have 
done only as much as the data we could assemble would per
mit. Professor Larson has concluded from our paper that, 
with an exception, there will be more specialization. I think 
this is a basically correct inference. You have more need 
for capital; the extent to which the corporation can raise 
capital through issuing more shares has been exaggerated. 
Most corporations still have to finance their inventories some 
other way, thus there is a great need for alternative methods 
of finance. 

Also we examined certain areas of the integration of opera
tions, primarily where the evidence clearly pointed to its 
existence. We haven't found convincing evidence that special
ization has been decreasing. With the growing economy, 
you may have more big firms and yet just as much dependence 
on competitive pricing. I think there is room for a good 
deal of conjecture here. We haven't proved that this is the 
case, but it seems to be a plausible hypothesis. 

And I think our view of this implies a projection of the 
potential of futures trading, i.e. what role it could possibly 
play if you found in an actual examination of these commod
ity markets, that the necessary conditions exist, namely, where 
you could write a contract that is widely suitable, have a place 
at which it is commercially feasible to deliver adequate sup
plies so you don't have squeezes, and so on and so forth. In 
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some cases, there is a need for futures trading but there is 
no way of writing a workable contract. People won't use 
it; they have tried it. 

I think Professor Larson caught the distinction between 
speculation and hedging that we tried to make. I don't think 
it is novel. It is not correctly viewed as a difference between 
price and non-price services. It is a difference of enterprises. 
That is, it is a difference in what a person commits assets to. 
MELOAN: We are now ready for questions from the floor. 
You may, of course, direct your questions to any of the 
speakers. 

YODER: I have not really a question; rather I have an ex
pression of concern. We have talked around and have some 
disagreement as to what the function of futures trading is. 

But from the information which Mr. Goldschmidt pre
sented us, whatever the economic services which are provided 
by futures trading or which were at one time provided by 
futures trading apparently there has been a considerable de
cline in the demand for these services over the years. 

And so far, it seems to me that we have not very specifically 
attacked the problem because we cannot agree upon what 
the services are. We are not firmly convinced what the serv
ices are. We are not very well able to evaluate the cause for 
this decline in demand except, perhaps, as Mr. Goldschmidt 
has indicated, this demand for hedging against uncertainty 
is no longer important to the people who formerly used it. 

And whether this arises out of structure or out of, let us 
say, a total supply picture which gives people a feeling of 
more price security than they had before is unanswered. Now, 
as I say, this is not very much of a question, but it is an ex
pression of confusion which exists in my own mind. 
GOLDSCHMIDT: I left out a couple of pages because I 
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thought the discussion throughout the seminar had been at 
the level where everybody had probably understood what the 
government has done to these markets. 

In my opinion, government activity does two things. One, 
by owning surpluses, the government assumes the risks for 
large stocks, and the market doesn't have to do. Two, even 
for some of the commodities which are marketed through 
the private trade, the influence that the government supports 
has on price is such that farmers will carry their grain for
ward, relying entirely on the price support as such, even 
though these commodities may not enter into the actual phys
ical stocks of the government. 

So while I don't think there is less of a need for those serv
ices, because our economy has grown, the services which 
were served by these future markets are now taken up by 
the government. 
YODER: In other words, this is a single explanation for it. 
GOLDSCHMIDT: Well, they have more ramifications, but 
this was one that I skipped. 
FLOOR: I was going to say that the loan prevents the market 
from falling and therefore increases the stability of the mar
ket. It eliminates the risk of a decline in price. And on the 
other side, I think that the thing that makes people feel quite 
secure is that they will always be able to procure what they 
need for processing. It is a fact that many processors own 
elevators in which they store the loan stocks of the Govern
ment and they have almost certain knowledge that these 
stocks will be available to them when the time is ripe. It 
eliminates their fear that they will not be able to procure 
supplies. 
YODER: Then as futures traders you better hunt other 
markets. 
FLOOR: Could be. 
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BROOKS: I noted through all these papers that, whether 
it was intentional or not, very little discussion was given to 
integration from the bottom up, from the producer in through 
the market, as in the Pacific Northwest. Perhaps it is not 
important, but it seems to be a very significant factor and I 
just wondered whether some of the speakers might comment 
on this. 

They talked about integration from the firm through the 
system. Now, what about this integration by large coopera
tives, producer groups, through the system. Is this impor
tant? Is it the same thing? 

PAUL: Well, I don't think we did an adequate job of exam
ining the data on that. We should have examined in detail 
the statistics on cooperatives. But we do have in the paper 
a brief statement concerning the movement of growers into 
other levels, through cooperatives and through arrangements 
for profit sharing as in beet sugar and citrus concentrate 
production. These are two methods for by-passing trading 
in the market. From the evidence it seems that most of these 
commodity areas are not the areas by and large where there 
is futures trading. 

BROOKS: Are they adequately performing the services that 
were formerly performed on the exchange? 

PAUL: Your basic question is whether it is more efficient 
to organize economic activity by integrating, that is, by de
ciding within the company to transfer resources from one 
stage to another rather than by buying or selling in markets? 
BROOKS: Yes. 

PAUL: This opens up a big subject. There are many asser
tions. I have heard that this competitive pricing system 
doesn't make sense in a world with rapidly advancing tech
nology and large firms. And it is also said that it is too cost-
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ly to buy and sell and there are mistakes of price determina
tion. How do you reflect what the consumer wants through 
each stage in the market? Errors accumulate backwards, so 
that the services are performed wrong, and so on. The idea 
that the large integrated concern can make better judgements 
also is a cousin to the idea that the state invariably can do 
better. 

The large integrated firm doesn't escape the problem of 
pricing from one stage to the other. I suppose that the meat 
packing trade today shows pressure on the integrated firms 
exerted by the specialists. It is highly questionable how far 
this activity can be organized successfully without the use 
of the competitive market. In an integrated company where 
you could sell meal and oil to your own firm, often you don't 
do that. You sell at the highest price you can get and buy 
cheap. 

There is a limit on how far the individual mind can con
ceive and bring into fruitful decision what the market at 
large does. I am highly skeptical of the inevitability of or
ganizing the agricultural food market through larger and 
larger units wherein competitive valuation is increasingly 
avoided. 

I don't know if that answers your question. 

BROOKS: I was just thinking of a specific example where 
a group of cooperatives had banded themselves together 
into a selling organization. The producers hold the grain 
in the name of this selling organization. Furthermore, they 
have export firms and they have terminal facilities. And 
even now they are trying to make firm contracts overseas to 
sell their grain. 

I just wondered how this might compare in efficiency. 
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PAUL: Well, maybe someone else knows the situation bet
ter than I do. 
MELOAN: Dr. Gray, you had your hand up a little while 
ago. 
GRAY: Yes, I did, Thank you. I wanted simply to confirm 
what Allen said. He used my name and he implied that he 
might leave it for me to confirm. Certainly Holbrook Work
ing did move away from the traditional view that futures 
markets are places where risk is transferred or from the tra
ditional emphasis on this. It is shown most explicitly in his 
articles Hedging Reconsidered. 

And at the same time he did also move in the direction of 
getting away from a dichotomy between hedging and specu
lation as you people have done. 

And I want further to agree with Dr. Paul that the ultimate 
test of this concept of the futures trading is what it produces 
in the way of better understanding of the workings of the 
market. 

My questions are always comments; never questions. 
KENDALL: I don't know how pressing it is; it is one ques
tion I would like Mr. Goldschmidt to make an observation 
on. We can appreciate your position relative to the Federal 
government's activity in supporting prices of agricultural 
products. I wondered if you would make a comment on the 
role of the Commodity Exchange Authority, and give us a 
judgement as to whether this government activity has been 
good, bad, or indifferent for your business. 

GOLDSCHMIDT: That is a good question and maybe a 
good subject for the next seminar and I don't intend to an
swer it. 

But basically I don't have any prejudice against govern
ment activities, if that prompted your question. I feel gov-
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ernment activity is a helpful thing in many areas and I 
believe that the C.E.A. and other regulations are probably 
constructive in giving our market some direction under 
which we can operate rather than having some of the wilder 
fluctuating markets that we have had a number of years ago. 
I believe this even though Tom Hieronymus made the point 
that actually the limitations on the speculators were put on 
20 years ago and proved to be wrong 20 years later by this 
break in 1958. Generally speaking we probably have more 
stability because of some of those regulations which, accord
ing to some of the speakers, is a desirable aspect. 
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