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Commodity markets are among the oldest and most geographically 
diverse markets in the world. For centuries they have been used to 
transfer both price risk, through futures, and production risk, through 
commodity options, to those more willing to bear uncertainty. The 
ability to hedge risk has long been recognized as the principal reason 
for these markets to exist and has been shown to increase the collec
tive welfare of society. 

Yet these markets cannot function with hedging activity alone. 
It would be rare—indeed, extremely unlikely—that an equal number 
of long and short hedgers would be in the market simultaneously 
at all times. Without such a situation, contract demand and supply 
would be unbalanced. Alternatively, incentives exist for individuals 
to enter these markets and initiate unhedged contract positions. Since 
these people are unhedged, they are by definition speculating. The 
word alone connotes, to many market watchers, a risky position. 
The speculators are initiating long positions they assume will appre
ciate or short positions they assume will decline. 

Since the market contains both hedgers and speculators, descrip
tions of it vary from a market for risk shifting to a market for gambling. 
The market has been the focus of much scrutiny, leading to various 
guidelines and rules for trading behavior. There is even little agree
ment whether the market is overregulated, underregulated, or prop
erly regulated, or whether it should be permitted to function as a 
"free" market. Arguments for regulation are frequently offered to 
protect the small investor. This small investor is usually portrayed 
as a speculator, with limited capital, investing in a market dominated 
by large commercial traders and hedgers. His position is often char
acterized as a risky one, in which wealth can be greatly affected by 
the daily market moves. 

If the market is so risky, however, why does the small public 
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speculator invest in it? The answer, of course, varies from individual 
to individual, but several aspects of the market make it a useful 
vehicle for the small investor. First, orders are extremely easy to 
enter and execute. Within seconds an investor can acquire accurate 
price quotations, analyze the recent prices or price series with an on
line system, and enter and have executed a futures position. Although 
other markets can claim some similarities, no other market, except 
the equity options market, can execute short positions as easily as 
long positions for the small investor. 

Second, the small investor may find these markets interesting 
since only small amounts of capital are needed to initiate and main
tain positions. Margins for contracts range from less than 1 percent 
to less than 10 percent of face value. While low margins provide the 
investor with leverage, they may also appear to augment the vari
ability of a small investor's portfolio returns. To protect all parties 
to the futures position, two daily rules exist. During the trading day, 
price movements are constrained by price limits. (Exceptions to these 
limits are frequently made for contracts trading in the delivery month 
and for the stock index futures.) The price limits are set in relation 
to margin requirements so that one day's price move will be covered 
by existing margin. In addition, investors are required to settle all 
profits and losses each day. This rule makes it more difficult for 
investors to hold losing positions until they turn profitable. While 
the small capital requirements make investing easier for the small 
investor, daily settlement of all profits and losses makes variability 
in the margin accounts appear large. 

Third, a commodity futures market gives the investor an oppor
tunity to speculate about the price of an asset without owning it or 
directly providing storage or insurance for it. Research has shown 
that real assets frequently provide excellent returns during inflation
ary times and financial assets provide superior returns during nonin-
flationary times. Thus instead of purchasing a cash commodity and 
selling it later, an investor can place investment capital in an asset 
paying the risk-free rate and take a position in the futures contract. 
This enables the investor to gain the benefits of investing in real 
assets without incurring the problems associated with holding cash 
commodities. 

Finally, much of the information concerning production and 
demand for commodities is generated from a common source, 
frequently the government. In the securities markets, much of the 
information is generated by the company. Problems with early release 
of the information and insider trading arise. Further, differences in 
management abilities remain a variable in corporate performance, a 
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variable that is hard to measure. With much of the information on 
supply and demand flowing from a single source, small investors 
are at less of a disadvantage. Similarly, it is difficult to identify insider 
trading in the commodities markets; the people who have the most 
direct information about production may be the producers who use 
these markets to hedge. In the commodities market, the existence 
of potential hedgers is one of the principal reasons for the markets 
to operate, and hedgers are encouraged to participate rather than 
discouraged as insiders. 

Yet these markets, though having characteristics that enhance 
the ability of the small investor to participate, are continually referred 
to as risky. Their history has been one of close monitoring and 
persistent questioning. The suggestion that further regulation is needed 
to protect the small investor never ends. Is the call for additional 
regulation justifiable? These broad questions of customer suitability 
and the need for protection should be addressed on the basis of 
empirical evidence. Should participation be limited? If limits are 
imposed, who should conduct suitability tests? Is government regu
lation required, or should the exchanges or the brokerage houses 
impose additional criteria that limit participation? Should further 
restrictions be placed on brokers or stronger disclosure requirements 
be authorized? Free-market advocates suggest that the market will 
compete in these ways and reach equilibrium without the need for 
further restrictions. Yet these issues continue to surface because the 
stereotypical small futures trader is viewed as ill prepared, unso
phisticated, unaware of the risks, and undercapitalized. 

Is this a fair characterization? Of importance in the quest to 
support the interests of the small investor is the need to describe 
thoroughly this person referred to as the small public investor. Is 
the traditional view of the small trader, on which the call for regu
lation rests, a correct view? The existing literature offers only a few 
disjointed clues about this group. Who are the small investors? How 
old are they? Where do they live? Why and how do they trade? How 
successful are they? What are their primary sources of information, 
other than government reports? Are they fundamentalists or tech
nicians? These are but a few of the very basic questions that may 
help characterize public investors in the market and their needs or 
desired protections. 

This chapter details what can be learned from the existing liter
ature and from analyzing existing data about small public investors, 
their options, and their needs. The first section describes the existing 
studies of the commodities markets. The next section analyzes a data 
base collected by the Chicago Board of Trade (CBT), which contains 
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public investor information, and compares the results with those 
presented by Barron's in a recent study of its readers. The section 
provides information about the demographic and economic charac
teristics, motivation and style, opinions, information sources, and 
portfolio composition and activity of the small investor. The third 
section analyzes statistics on the open interest of the small investor, 
highlighting variations in short and long positions by commodity. 
In the fourth section commodity fund performance is investigated 
as an alternative to direct investing by the small investor. The chapter 
concludes with a discussion of policy issues and suggestions for 
further research. 

Previous Research 

In addressing various concerns about the small retail trader's pres
ence and success in the commodity markets, a review of the extant 
empirical work describing the small trader seems appropriate. The 
published research can be divided into three kinds of studies. The 
first includes studies that use brokerage house data to determine the 
success rates of individual accounts. The second is research that 
imputes the cash flows between groups of traders through the use 
of aggregate data and position estimates. These two kinds of studies 
both focus on success rates and profits for small traders vis-a-vis 
other groups, differing principally in the methods and data used to 
analyze and report the varying success rates. 

The third kind of study employs an entirely different set of data 
and is directed toward providing a better profile of the small trader. 
It attempts to describe the small trader's motives, style, and self-
perceptions. Taken together, these three kinds of studies support 
many of the common perceptions of the small trader in futures 
markets. 

The Profitability of Futures Trading by the Small Investor. Empirical 
research characterizing the small investor and reporting success rates 
exists not only for the futures trader but also for the equity market 
investor. The prominent research in characterizing investors in the 
equity markets has evolved during the past ten years and has been 
contributed by a rather small group of researchers.1 In contrast, 
similar research in the commodity markets had an earlier beginning 
and has had a much broader group of contributors. One of the earliest 
studies of this kind was a technical bulletin by Blair Stewart in 1949.2 

He studied the records of 8,922 customers at a large Chicago commis
sion house for the years 1924 to 1932. The transactions were in grain 
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TABLE 4 -1 

PROFIT AND LOSS TRADERS, 1924-1932 

Commodity 

Wheat 
Corn 
Oats 
Rye 
All grains 

Number 

2,045 
1,525 

589 
497 

2,184 

Profit Traders 

Total net 
• (dollars) 

1,508,407 
1,183,993 

124,038 
293,042 

2,064,800 

Average net 
(dollars) 

738 
776 
211 
590 
945 

Number 

5,496 
2,403 

997 
816 

6,598 

Loss Traders 

Total net 
(dollars) 

9,411,620 
2,222,602 

772,132 
825,938 

11,958,200 

Average net 
(dollars) 

1,712 
925 
774 

1,012 
1,812 

SOURCE: Blair Stewart, An Analysis of Speculative Trading in Grain Futures, Technical 
Bulletin No. 1001 (Washington, D.C: U.S. Department of Agriculture, 1949). 

futures (wheat, corn, oats, and rye) during a period in which prices 
generally trended downward. Some results from his study are shown 
in table 4 - 1 . There were approximately three times as many loss 
takers as profit takers, and the average loss was almost twice the 
average profit. The results are consistent across grains, only corn 
showing an average loss slightly more than the average gain. Stew
art's data reveal that individual traders showed a preference for the 
long side of the market. That preference, coupled with the period 
of price declines, provides some explanation for the magnitude of 
the losses. 

In table 4 -2 the distribution of traders by size of profit or loss 
is shown. There was a tendency for the number with losses to exceed 
the number with profits. Stewart's work showed that the duration 
of the unprofitable trading cycles was, in general, longer than that 
of the profitable trading cycles for the traders. It appeared that traders 
tended to take profits and let their losses run, in sharp contrast to 
the conventional advice given to the small investor. 

Stewart also provided some insight into the trading behavior of 
individuals by noting market conditions when buy orders and sell 
orders were executed. In short, longs frequently sold on price declines, 
and shorts frequently bought on price increases. While this pattern 
was present for both sides of the market, it was more pronounced 
for the long side than for the short side. 

This work is the earliest known extensive study of individual 
customers transactions. Hieronymus referred to it as a classic in that 
it is consistent with many of the popularly held opinions of commis
sion house officials about customers' trading behavior and success.3 
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TABLE 4-2 

DISTRIBUTION OF TRADERS BY SIZE OF PROFITS AND LOSSES, 

1924-1932 

Amount (dollars) 

0-99 
100-999 
1,000-1,999 
2,000-4,999 
5,000-9,999 
10,000-19,999 
20,000-49,999 
50,000 and over 

Traders with 
Profits 

856 
979 
168 
118 
37 
14 
9 
3 

Traders with 
Losses 

1,080 
3,428 

912 
721 
275 
109 
58 
15 

SOURCE: Stewart, Speculative Trading in Grain Futures. 

The results are not gratifying, however, for the public commodity 
investor. In addition, the study does not give much insight into the 
flow of funds between commission house customers or between 
commission houses and the clearinghouse. 

In 1957 Houthakker published a study investigating speculators' 
ability to forecast prices.4 Concerned by the lack of information provided 
by the Stewart study about the flow of funds, he used a method of 
estimating profits and losses by trading type and size—large hedger, 
large speculator, or nonreporting trader. One might assume that the 
large reporting traders were predominantly professionals and the 
nonreporting traders generally nonprofessionals. The method, crit
icized by some, was based on monthly data, provided by the 
Commodity Exchange Authority, of open interest and futures prices 
for each group. In estimating profits and losses, he assumed that 
positions were opened at the average price during the month and 
closed at the average price during the following month. He calculated 
returns by crop year for wheat and corn during 1937-1940 and 1946-
1952 and for cotton during 1937-1952. 

Although the returns varied greatly by commodity and crop 
year, large speculators generally gained, and large hedgers generally 
lost. Small traders lost in grains but profited in cotton. The most 
striking result was the consistent profitability of the large speculator, 
who earned net profits in 59 percent of all months for corn, 61 percent 
for wheat, and 68 percent for cotton. The small trader exhibited less 
forecasting ability, having gains in 55 percent of all months for corn, 
46 percent for wheat, and 64 percent for cotton. 
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Returns to traders also differed by whether they were long or 
short in the market. The hedgers, who were usually net short, created 
the profits that the speculators shared in proportion to their number 
of long positions. For all three commodities, large and small spec
ulators gained on their long positions and lost on their short posi
tions. If long speculators were gaining and short speculators were 
losing, the Houthakker study also provided some evidence support
ing the normal backwardation hypothesis in these markets.5 

Finally, the study gives some indication of the relative profit or 
loss positions by contract maturity. In general, large speculators did 
better in the near futures than in the distant ones, and small traders 
showed more success in the distant futures. Houthakker suggested 
that the difference might arise because short-term prices are influ
enced by factors not generally available to the public, such as local 
delivery constraints, while the more distant prices are influenced by 
knowledge of more basic demand and supply conditions. 

In short, the Houthakker study supplies some data concerning 
the flow of funds between various types of traders and some infor
mation regarding the relative forecasting ability of each group. While 
the method has been criticized because of its use of monthly average 
data instead of individual transactions, the work does support the 
notion that the large hedgers provide a profit base for the large 
speculators and small traders to share. The large speculators showed 
a consistent record of profits on the long side, while both the large 
speculator and the small trader incurred losses on the short side. 

The question of normal backwardation and forecasting ability by 
trading group was raised again in a study by Rockwell in 1967.6 It 
used methods very similar to Houthakker's but with a larger data 
base, consisting of 7,900 semimonthly observations for twenty-five 
markets during the eighteen-year period following 1947. In addition 
to separating the flow of funds between market participants by long 
and short positions, Rockwell partitioned his results by large and 
small markets. There were only three markets in the large category: 
wheat in Chicago, cotton in New York, and soybeans in Chicago. 
They were separated from the other markets because of their very 
large average open interest. 

The flow of funds between groups (small traders, reporting spec
ulators, reporting spreaders, and reporting hedgers) by positions and 
in different markets is shown in table 4 -3 . For all markets, long 
position returns for all trading groups were positive. About 40 percent 
of the profit went to small traders, while the remainder was split 
rather evenly among the other three groups. Similarly, about 40 
percent of the short position losses were attributed to the small 
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TABLE 4 - 3 

A N N U A L PROFITS BY TRADING G R O U P : L O N G , S H O R T , A N D N E T , 

1947-1965 
(millions of dollars) 

Trading 
Group 

Small traders 
Reporting speculators 
Reporting spreaders3 

Reporting hedgers 
Total long open interest 

Small traders, net 
Reporting speculators, net 
Reporting hedgers, net 

Large Markets 

Long Short 

369.7 -303.6 
114.8 3.1 
159.0 -159.6 
108.1 -291.2 

751.4 
66.1 

117.8 
-183.2 

Small Markets 

Long Short 

-68 .1 - 1 . 4 
38.8 22.2 

5.5 - 3 . 4 
25.4 -18 .8 

1.5 
-69 .5 

61.0 
6.5 

All Markets 

Long Short 

301.6 -305.0 
153.5 25.3 
164.5 -163.1 
133.5 -310.1 

752.9 
- 3 . 4 
178.8 

-176.6 

NOTE: Detail may not add to totals because of rounding. 
a. This category is included only for balance purposes. The sum of the net positions 
is not zero because of its omission. 
SOURCE: C. S. Rockwell, "Normal Backwardation, Forecasting, and the Returns to the 
Commodity Futures Traders," Food Research Institute Studies, supplement to vol. 7 
(1967). 

traders; however, the large speculators continued to show profits on 
their short positions. 

For the small markets, small traders were the only group incur
ring losses on the long side. The gains of the large speculators and 
hedgers combined approximated the losses of the long small traders. 
On the short side, small traders incurred inconsequential losses, and 
the large speculators' gains approximated the large hedgers' losses. 

In the large markets, approximately half the long-side profit was 
earned by the nonreporting traders, and every other category also 
showed substantial net profits. As in the total market pattern, the 
short-side pattern revealed losses in every group except the large 
speculators, who earned a very small profit. 

The aggregates at the bottom of the table present an interesting 
picture. For the small traders, small market losses approximately 
offset the large market gains, netting a very small loss. This result 
suggests in aggregate that the net profits to the large speculators 
flowed almost entirely from the net losses of the hedgers. This state
ment is not true if one looks at the differences between large and 
small markets. In the small markets, the small traders' losses were 
captured by the other two groups; in the large markets, however, 
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the large hedgers' losses provided profits for the other groups. The 
Rockwell study, in brief, confirmed that large hedgers provided the 
profit base for the large speculators in all markets combined. 

To understand the flow of funds further, Hieronymus investi
gated the records of a large commission house for 1969.7 The sample 
included the three major offices of the firm, all in metropolitan areas. 
He obtained information on profits, losses, and commissions paid. 
Of a sample of 462 accounts, only 164 showed profits after commis
sions. The ratio of winners to losers was 1 to 1.8, and the ratio of 
total profits to total losses was 1 to 2.4. A total of $1,589,768 changed 
hands. The winners paid $191,422 and the losers $214,922 in commis
sions. The losers contributed $1,127,355, of which 41 percent went 
to the winners, 36 percent to the commission house, and 23 percent 
to the clearinghouse to be paid out elsewhere. 

Rockwell had earlier speculated that the pool of small traders 
might be composed of a large group of traders who entered the 
market and determined their future in the market by the success of 
their first trades. Losers left the market while winners stayed and 
either grew to be large traders or eventually became losers and left. 
Hieronymus partitioned his traders into one-time traders and regular 
traders to see if there was a difference in their behavior. 

Table 4-4 shows the returns to customers by longevity of trad
ing. One-time traders made up 37 percent of the accounts. Among 
that group were 44 who showed a profit and 126 who showed a 

RETURNS TO 

Number of accounts 
Number of profits 
Number of losses 
Profits 
Losses 
Net 
Commissions 
Gross 

TABLE 4 - 4 

CUSTOMERS OF A BROKERAGE H O U S E , 

(dollars) 

Regular 

193 
80 

113 
398,839 
421,030 

-22,191 
364,646 

-342,455 

One-time 

170 
44 

126 
37,237 

461,659 
-424,422 

21,403 
-403,019 

Other 

99 
40 
59 

26,337 
244,666 

-218,329 
20,295 

-198,034 

1969 

Total 

462 
164 
298 

462,413 
1,127,355 
-664,942 

406,344 
-258,598 

NOTE: Profits, losses, and net numbers include commissions paid. Gross numbers are 
the net of profits and losses excluding commissions. 
SOURCE: T. A. Hieronymus, Economics of Futures Trading (New York: Commodity Research 
Bureau, 1971), pp. 252-58. 
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loss. As is consistent with the speculation that many one-time traders 
exit after incurring a loss, the group's losses were 64 percent of the 
total losses for the sample. In contrast, 41 percent of the regular 
traders earned profits. Further, their net profits after commissions 
were approximately equal to their net losses. Hieronymus suggested 
that the regular traders earned profits from the nonregular traders 
and paid the commission houses with the earnings. 

In short, the Hieronymus study showed that the regular traders 
earned net profits before commissions but incurred small losses after 
commissions. Their profits arose from the nonregular traders, who 
appeared to leave the market after incurring losses. The commission 
houses again appeared to be consistent winners. 

In 1975 Ross published a study analyzing two samples of accounts 
from a commission house that enjoyed a good reputation.8 The initial 
sample contains 380 accounts that had been established during 1967 
and 1968 and could be traced over the following five years. By the 
nature of the commission house, the accounts were small. Only 186 
of them traded for more than one year. Those showing a net profit 
(after commissions) over the life of the account numbered 77 and 
those with net losses 109. As expected, most traders, whether winners 
or losers, added capital to their accounts after the initial investment. 
The size of net profits and losses was an increasing function of the 
initial investment. This relationship was independent of the length 
of the trading period or the amount of additional capital added after 
the initial investment. 

Ross hypothesized that a learning experience in the market would 
manifest itself in a relationship between the ratio of winners to losers 
or the ratio of average profit to average loss and the length of trading. 
Table 4 -5 shows these data from the Ross study. After the first three 
years, the ratio of winners to losers generally improved, reinforcing 
this hypothesis. Similarly, in years three and four the ratio of average 
profit to average loss improved. (The results in year 5 were incon
clusive since the sample was only two observations.) Although these 
data are consistent with some learning, they are also consistent with 
a number of competing hypotheses, including the concept that there 
are a number of one-time or near one-time traders who enter and 
exit the market. 

Ross extended his work by investigating a sample of 2,637 accounts 
during 1970 and 1971. Twenty-four of the accounts from the first 
sample were included in the second. Table 4-6 presents a summary 
of trading results for this sample. The nonprofessionals lost $6,015,535 
after commissions while the solicitors earned $616,088, for a combined 
loss of $5,399,267. Although the combined losses were in excess of 
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TABLE 4 - 5 

PROFITS A N D LOSSES, BY YEARS OF T R A D I N G , 

A C C O U N T S ESTABLISHED, 1967-1968 

(dollars) 

of 
Trading 

One 
Two 
Three 
Four 
Five 

Total 
Average 

Profit Makers 

Number Total 

70 
35 
19 
13 
1 

138 

40,153 
49,161 

147,693 
317,041 

2,399 
556,447 

Average 
profit 

574 
1,405 
7,773 

24,388 
2,399 

4,032 

Number 

124 
80 
24 
13 
1 

242 

Losers 

Total 

252,135 
473,363 
163,768 
328,678 

9,381 
1,227,325 

Average 
loss 

2,033 
5,917 
6,824 

25,283 
9,381 

5,072 

Net 
Loss 

of All 
Traders 

211,982 
424,202 

16,075 
11,637 
6,982 

670,878 

NOTE: Including commissions. 
SOURCE: R. L. Ross, "Financial Consequences of Trading Commodity Futures Contracts,' 
Illinois Agricultural Economics (1975), pp. 27-31. 

TABLE 4 - 6 

TRADING RESULTS, 1970-

Category 
of Trader 

Speculating Public 
Winners 
Losers 

Total 
Commercial (small speculative) 

Winners 
Losers 

Total 
All nonprofessional 

Solicitors 
Winners 
Losers 

Total 
Total, all traders 

-1971 

Number of Traders Gains 

639 
1,644 
2,283 

70 
232 
302 

2,585 

15 
37 
52 

2,637 

or Losses (dollars) 

2,303,273 
-7,524,225 
-5,220,952 

487,108 
-1,281,511 

-794,403 
-6,015,355 

1,837,969 
-1,221,881 

616,088 
-5,399,267 

NOTE: Results include $8 million in commissions. 
SOURCE: Ross, "Financial Consequences." 
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$5 million, the records of the commission house showed commissions 
of approximately $8 million. That suggests a gross profit (before 
commissions) for the entire sample of approximately $2.6 million. 
The study strengthened the notion that the commission houses were 
the consistent winners in these markets. 

Noting the large commissions paid by the traders, Ross analyzed 
the accounts to determine how long positions were held. Table 4 -7 
shows the breakdown for fifty-four randomly chosen accounts in 
which 767 trades occurred during this period. More than 50 percent 
of the positions were held for seven days or less, and almost one-
fourth were offset in two days or less. Since commodity markets are 
frequently thought of as trading markets, these holding periods may 
occasion little surprise. Yet the short-term nature of the results was 
somewhat surprising in light of the firm's reputation of providing 
fundamentally oriented advice. 

The empirical results of the Ross study supported the notion 
that the futures markets are a net negative investment for the trader. 
The structure of the market dictates an equal and offsetting loss for 
each gain; thus the market paradigm is referred to as a zero-sum 
game. When a commission structure is added to this zero-sum game, 
it becomes a net negative investment vehicle. The $8 million in 
commission paid on the $2.6 million gross profit generated (net loss 
of $5.4 million) highlights this view. (Note that the $2.6 million gross 
profit for this sample was a $2.6 million gross loss for some customers 

TABLE 4 -7 
LENGTH OF TIME POSITIONS HELD BY SPECULATING PUBLIC, 

1970-1971 

Number of Days Number of Percentage of 
Position Held Trades Total Trades 

1 110 14.3 
2 69 9.0 
3-7 221 28.8 
8-14 139 18.1 
15-30 121 15.8 
31-60 70 9.1 
61-90 26 3.4 
91-180 11 1.4 

Total 767 100.0 

NOTE: Based on a random sample of fifty-four traders. 
SOURCE: Ross, "Financial Consequences." 
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of other commission houses.) The study strongly suggests that the 
overall loss to the trader lies not in his risk capital but in the expense 
of operating the market. 

Although all of the previously mentioned studies dealt with 
returns to small speculators, a study by Smidt in 1965 attempted to 
provide a different characterization of the small speculator in 
commodity futures.9 Smidt analyzed a nonrandom sample of traders, 
101 of whom were interviewed and 248 of whom were queried in a 
mail survey. He emphasized the style and behavior of the amateur 
instead of the returns earned by the speculator. He dealt with the 
classification of traders by hypothesized styles, such as movement 
traders, chartists, information specialists, and norm traders. Move
ment traders believed that price movements tend to be sustained 
over time; chartists used plotting techniques on past trading behavior 
to formulate trading strategies; information specialists believed they 
could obtain information before it was generally available to the 
public and could determine how other traders would react to it; norm 
traders were most closely identified as fundamental traders. 

The study confirms the existence of different trading styles, 
particularly the prevalence of chartists and norm traders. (A very 
small group—fifteen—were identified as information specialists.) 
Some 53 percent of the sample used charts either exclusively or 
moderately. The chartists tended to trade in more commodities than 
other traders and were less likely to use stop-loss orders. The 
nonchartists were more likely to experience margin calls and to have 
put up additional margin when requested. Further, they had more 
years of experience in commodity trading than the chartists. 

Smidt also investigated the conditions and factors that enhanced 
entry into and exit from the market. In his sample, introduction to 
the market usually came from personal friends or brokers and a 
predisposition arising from stock market experience. There was little 
relationship between the source of the initial contact and subsequent 
trading behavior, except that those whose contact was related to 
business persisted longer in the market. 

The study provides very little evidence about conditions that led 
to exit from trading. Recalling that the sample was not random, Smidt 
pointed out that the statistics showing about a 50 percent exit rate 
during the first four or five years of trading must be interpreted with 
caution. The likelihood of a temporary hiatus in an individual's trad
ing was about 10 percent but was even less for an individual trading 
five or more commodities. 

Most respondents preferred to trade commodities about which 
they had personal knowledge or some particular source of advice. 
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Advice and personal knowledge appeared to be alternatives rather 
than complements, however, since both were rarely mentioned by 
the same trader. In sharp contrast, 20 percent of the sample mentioned 
neither advice nor personal knowledge as being important. 

Some of the more curious results of the study were the responses 
to questions about changing trading styles. Most traders indicated 
that they were likely to continue trading in their current manner. Of 
the 57 percent of the sample who thought their success was average 
or above, 71 percent said they expected to continue to trade as they 
did. More curious was the fact that 45 percent of those who thought 
they were not very successful were planning to continue trading as 
they did. Only 12 percent would stop trading temporarily because 
of losses. 

Smidt also dealt with information sources available to the trad
ers. As he pointed out, commodity markets were some of the most 
active markets, with frequent large moves. One would assume that 
traders would ensure easy access to the rapidly changing market. 
The survey revealed, however, that most traders had access to news
papers and newsletters, neither of which provided up-to-date price 
changes. Approximately 20 percent had access to a ticker, and another 
20 percent had occasional access. Less than 10 percent used the radio 
for price updates, and only 15 percent named their brokers as a 
particularly valuable source of information. In short, the survey revealed 
less access to current prices than one might expect for markets with 
such rapidly changing conditions. 

Concluding Remarks. Although many of the studies of commodity 
markets emphasize price behavior, some researchers have recognized 
that correctly characterizing individual behavior will have an effect 
on the models used to describe price patterns.10 The papers discussed 
make up the bulk of the early empirical attempts to characterize the 
trading style, behavior, and market impact of the small public inves
tor. Differing in methods and data sources, the papers can be cate
gorized into three distinctive types. Initially, several papers (by Stewart, 
Hieronymous, and Ross) researched actual brokerage firm records 
to ascertain the small investor's returns.11 Small investors were usually 
losers, often in gross returns and very frequently in net terms, that 
is, including commissions. The actual ratios differed among studies, 
but frequently losers were one and a half to three times as numerous 
as winners. Their work emphasized two additional views of the loser-
to-winner ratio. It pointed out that futures markets are by definition 
a zero-sum game; the inclusion of commissions merely ensures that 
it is on average a losing game. Several researchers espoused the idea 
that the market was made up of regular and nonregular traders: 
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nonregular traders were those who invested, lost, and exited the 
market; regular traders, therefore, may have made profits from the 
constantly changing group of nonregular traders. 

A second and very visible set of studies by Rockwell and 
Houthakker addressed similar questions, imputing cash flows to 
various groups from monthly open interest and average price data.12 

In contrast to the brokerage record studies above, these studies found 
that small traders made profits in long positions and in large markets. 
Further, Houthakker suggested that small investors did better in 
distant contract maturities where more basic demand and supply 
factors affected price. 

Finally, the study by Smidt isolated some basic style and behav
ioral characteristics of the small investor.13 His survey revealed differ
ent trading types, particularly the chartist and the norm trader, and 
several differences in the factors and manner in which they executed 
strategy and entered or exited the market. Jointly, these studies 
constitute the bulk of empirical results that support the common 
perception of the small trader. 

Characteristics of Small Public Participants in Futures Markets 

Both formal studies and casual conversation among market partici
pants suggest that the small public trader frequently suffers losses 
when trading in the futures market. This perception has fostered the 
image of the small trader as undercapitalized, less well informed 
than the larger traders, and unable to excel in the rapidly changing 
futures market. 

In an effort characterize the small public trader more precisely, 
several independent surveys have recently presented descriptions of 
individual investors, including their demographic and economic 
characteristics, opinions and motives, sources of information, and 
investment behavior.14 Surveys of this kind provide indirect assess
ments of the adequacy of provisions for consumer protection and 
the need for such protection by describing those who elect to partic
ipate in the market. This section analyzes the data available from 
two of these studies: a survey commissioned by the CBT and a survey 
undertaken by Barron's.15 Raw data from the CBT study were obtained; 
thus results presented in this section from that study are statistics 
calculated by this researcher. Statistics from the Barron's study were 
taken directly from the published study. 

Chicago Board of Trade and Barron's Surveys. In 1983 the CBT 
commissioned a survey of the retail clients of its members. Of the 

225 

© 1985 by the American Enterprise Institute for Public Policy Research, Washington, D.C. All rights reserved. 



THE SMALL PUBLIC TRADER 

1,402 full members, 157 were clearing members, and 135 were futures 
commission merchants (FCMs). Of the 135 FCMs, 101 were known 
to accept public orders: 60 dealt largely with public retail orders and 
the remaining 41 mostly with commercial hedging business. Of the 
large FCMs accepting public retail business, 17 agreed to participate 
in the survey. Each was asked to select randomly 12 percent of their 
current accounts on June 1, 1983, for the survey. These 17 firms were 
estimated to have 75 to 80 percent (152,200 accounts) of the total 
retail accounts among CBT firms. Over 19,000 surveys were sent, 
and the return rate was just under 12 percent. 

At nearly the same time, Barron's surveyed its readers concern
ing the use of futures and options markets. A sample of 2,000 Barron's 
subscribers (as of June 3, 1983) were surveyed by mail. The response 
rate of more than 50 percent produced a sample of 1,178. 

Nearly coincident in their timing, the two surveys were also 
similar in the kinds of information they sought concerning investors' 
demographic and economic characteristics, opinions, and portfolio 
composition. Many direct comparisons can thus be made across the 
samples. Yet the studies differ in an important way. The CBT study 
chose individuals from a population of those currently trading in the 
commodity futures markets. One currently trading was defined as 
an individual who had made at least one transaction in the previous 
twelve months. The Barron's study, however, was a sample of the 
entire readership, not just those who traded commodity futures. In 
fact, only 24.2 percent stated that they had either traded commodity 
futures in the past or were currently trading commodity futures. 
Responses from the Barron's study were reported for both the entire 
population and the population of futures traders. Jointly these stud
ies offer an opportunity to characterize futures traders and contrast 
them with investors in other financial sectors. 

Demographic and Economic Characteristics. Data from the CBT and 
Barron's surveys provide an interesting picture of the public retail 
trader. Data from the CBT survey reveal substantial geographical 
concentrations of futures traders. Table 4 -8 shows that the nine 
largest states, ranked by percentage of small traders, contained about 
one-third of the U.S. population but almost one-half the small traders 
in the country. California had almost 10 percent of the population 
and more than 12 percent of the small traders. Illinois, the home of 
the two largest commodity futures markets, had a large percentage 
of small traders. New York was the only state among the top nine 
with a smaller percentage of small traders than of population, while 
Iowa had the largest difference between percentage of small traders 
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SPECULATORS 

State 

California 
Illinois 
Texas 
New York 
Florida 
Virginia 
Minnesota 
Iowa 
Indiana 

TABLE 4-8 
IN N I N E STATES, CBT SURVEY, 

Percentage of 
U.S. Population 

9.9 
4.0 
5.0 
6.9 
3.7 
1.6 
1.1 
0.5 
1.6 

1983 

Percentage of 
U.S. Speculators 

12.3 
6.8 
6.2 
5.8 
4.3 
4.0 
3.7 
3.4 
3.1 

SOURCE: Calculated from Chicago Board of Trade data. 

and of population (Illinois was a very close second). The percentages 
suggest that interest in speculation is associated with areas containing 
large population centers, concentrations of wealth, or farm activities. 

Small traders were predominantly male (more than 96 percent). 
Most (78.5 percent) small traders were married, and 87.4 percent 
had been married at some time. Geographical age differentials existed, 
the Midwest having the largest percentage (18.9 percent) of traders 
under thirty-five years of age and the South having the largest 
percentage (56.1 percent) over fifty. The South and the West appeared 
to be the principal locations for those over sixty-five with 16.5 percent 
and 15.7 percent of the regional population in that age category. 
Overall, almost half the small retail traders were over fifty years of 
age. 

Both the CBT data and the Barron's study revealed a highly 
educated futures investor. Although the Barron's sample was slightly 
more highly educated, more than 80 percent of both had attended 
college; 67.6 percent of the CBT and 81.3 percent of the Barron's 
respondents had completed college. Less than 3 percent in either 
survey had failed to complete high school, and more than one-third 
had acquired postgraduate degrees. 

In general, survey data containing information about income or 
wealth are subject to reporting errors. Such questions are frequently 
considered "sensitive" and are likely to be misreported. Further, 
income data in financial market studies are affected by restrictions 
placed on individual investors by the brokerage or financial insti
tution. That is, minimum income levels or net worth restrictions are 
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DISTRIBUTION 

Income 

Less than $20,000 
$20,000-49,999 
$50,000-99,999 
$100,000-149,999 
$150,000 and over 

Median (dollars) 
Average (dollars) 

TABLE 4 - 9 

OF INCOME OF INVESTORS, B A R R O N ' S 

CBT SURVEYS, 

(percent) 

Total Barron's 
Respondents 

3.4 
37.5 
37.2 
11.2 
10.7 
62,100 
84,100 

1983 

Barron's 
Respondents 

Currently 
Trading Futures 

1.6 
24.6 
33.8 
12.3 
27.7 
85,200 

123,900 

AND 

CBT 
Respondents 

4.3 
33.4 
39.7 
10.2 
10.3 

SOURCES: Barron's National Business and Financial Weekly, Markets for Futures and 
Options (1983); and data from Chicago Board of Trade survey. 

often imposed to protect the firm handling transactions for the inves
tor. The CBT data reveal that 26.0 percent of the traders in the East 
and only 14.87 percent of the traders in the Midwest earned more 
than $100,000. Further, 45.9 percent of the Midwest traders earned 
less than $50,000 per year. In contrast to the CBT data, the Barron's 
study shows a much wealthier sample (table 4-9). The median income 
for futures traders in the Barron's study was $85,200 while a similar 
number for the CBT study would be between $50,000 and $75,000. 
Recalling the population base for the random sample may explain 
the difference in these numbers. The Barron's study, however, provides 
an interesting internal comparison: the median and average incomes 
for futures traders greatly exceeded those for the total sample. These 
statistics are consistent with the commonly held view that only indi
viduals with risk capital or large incomes can afford to invest in 
futures. They are also consistent with the fact that minimum income 
restrictions for trading are imposed by the brokerage or financial 
institution handling the futures transactions. 

Occupational differences by region were apparent as shown in 
table 4-10. Although a number of the categories revealed an even 
distribution across regions, farmers, advisers and consultants, engi
neering and science professionals, investors, and traders exhibited 
marked differences. The percentages of speculators in the Midwest 
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who were farmers, in the West who were in engineering and science, 
and in both the East and the West who were advisers and consultants 
are not surprising. What may appear more surprising are the rela
tively high percentage of businessmen in the South, the relatively 
low percentage of construction/contractors in the West, or the small 
number of retired persons. Given that 13.3 percent of the futures 
traders were over sixty-five, the data support the notion that those 
traders were not following traditional retirement patterns. (Only 2.4 
percent of the sample designated themselves as retired.) Finally, it 
is worth noting that futures traders were indeed a different group, 
since 54.1 percent considered themselves self-employed. 

Motivations, Opinions, and Trading Behavior. Both surveys offered 
some insight into the motivations of futures traders, their opinions 
about the markets, and their trading behavior. The data in table 
4-11 reveal that, in both studies, the principal reason for initiating 
futures trading was the perceived profit potential. Because of the 
possibility of multiple answers in the Barron's study, the percentages 
are not directly comparable, but it is noteworthy that the rankings 
are the same for both. Responses such as profit potential and low 
margins fit into a rational model of economic investment behavior. 

INVESTORS I N 

Occupation 

Accountant 
Adviser/consultant 
Attorney 
Broker 
Businessman 
Construction/contractor 
Engineering/science 
Executive/president 
Farm 
Investor/trader 
Medical 
Sales 
Retired 

TABLE 4 - 1 0 

SELECTED O C C U P A T I O N S , BY ] 

CBT SURVEY, 1983 

(percent) 

East 

3.8 
7.8 
3.2 
3.0 
5.8 
3.0 

10.0 
8.6 
4.0 
4.0 
3.8 
6.0 
1.6 

Midwest 

2.0 
3.6 
1.8 
2.8 
3.2 
4.2 
6.4 
5.8 

23.3 
1.9 
4.7 
6.2 
2.0 

South 

3.8 
5.1 
2.2 
2.4 
8.2 
3.8 
7.5 
8.2 
9.1 
6.2 
5.5 
5.1 
3.3 

REGION, 

West 

3.9 
7.1 
1.6 
3.2 
4.2 
1.8 

14.5 
4.4 
4.8 
9.7 
5.1 
5.8 
2.8 

Total 

3.2 
5.7 
2.2 
2.9 
5.1 
3.3 
9.2 
6.7 

12.0 
4.9 
4.8 
5.8 
2.4 

SOURCE: Data from Chicago Board of Trade survey. 
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TABLE 4-11 
REASONS FOR INITIAL DECISION TO INVEST IN FUTURES, 

BARRON'S AND CBT SURVEYS, 1983 
(percent) 

Reason 
Total 

Respondents 

61.8 

28.4 

20.0 

16.4 
15.3 

14.2 
9.5 
8.4 

4.7 

Respondents 
Currently 

Trading Futures 

78.5 
(53.5) 
41.5 

(12.9) 
41.5 
(7.2) 
27.7 
15.4 
(6.6) 
12.3 
6.2 
9.2 

(1.7) 
1.5 

Profit potential 

Low margins 

Excitement 

Diversification 
Broker's recommendation 

Portfolio protection 
Recommendation of a friend or associate 
Lack of activity in other investments 

Response to an advertisement 

NOTE: Numbers in parentheses are percentages from Chicago Board of Trade data. 
Barron's study permitted multiple answers; the CBT study permitted only one answer 
(the most important factor). 
SOURCES: Barron's, Markets; and data from Chicago Board of Trade survey. 

Yet the large number of respondents in the Barron's study who said 
they were seeking excitement suggests that, in addition to the invest
ment aspects of the futures market, there are significant consumption 
aspects. Table 4-12 reports answers to a similar set of questions 
concerning why investors trade. The responses substantiate that profit 
potential, leverage, and excitement were not only reasons to initiate 
trading in the futures markets but also reasons to continue trading. 
Although futures markets may provide diversification, diversity was 
cited by less than half of the respondents as reasons to trade. 

The decision to enter the futures market can be coupled with 
the tabulations in table 4-13 to present further information on inves
tors' motivations. The question asked was a general one concerning 
primary investment objectives, not investment objectives solely for 
the futures markets. Comparing the responses of the total population 
and the group that trades futures makes it easy to see the perceived 
differences. Both groups desired long-term growth and capital appre-
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TABLE 4-12 
REASONS FOR TRADING FUTURES, CBT AND BARRON'S SURVEYS, 1985 

(percent) 

Reason 
Strongly 

Agree 

53.1 
(26.5) 

6.8 
3.9 

(4.3) 
34.2 

(31.9) 
16.7 

Agree 

35.0 
(48.6) 
32.0 
13.6 

(20.7) 
45.0 

(39.9) 
38.3 

Profit potential 

Diversity 

Tax advantages 

Leverage 

Enjoy fast pace 
NOTE: Numbers in parentheses are percentages from the Barron's study. 
SOURCES: Data from Chicago Board of Trade survey; and Barron's, Markets. 

ciation but the preference was stronger among the total sample, who 
also had a stronger concern about the safety of capital and additional 
current income. Futures traders were less concerned about safety of 
capital or current income and were much more concerned about 
short-term gains or trading profits. These responses seem consistent 
with the perception of the futures trader as a short-term speculator. 
This view was further substantiated by responses to a question 

TABLE 4-13 
PRIMARY INVESTMENT OBJECTIVES, BARRON'S SURVEY, 1983 

(percent) 

Objective 

Long-term growth/ 
capital appreciation 

Safety of capital 
Inflation hedge 
Additional current 

income 
Short-term gains/ 

trading profits 

Total 
Respondents 

76.4 
39.8 
32.3 

32.3 

29.0 

Respondents 
Currently 

Trading Futures 

60.6 
19.7 
33.3 

15.2 

69.7 

SOURCE: Barron's, Markets. 
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TABLE 4 - 1 4 

O P I N I O N S ABOUT FUTURES T R A D I N G , CBT SURVEY, 1983 

(percent) 

Opinion 

Is for people with a lot of 
experience 

Requires more time 
than other investments 

Enjoy fast pace 
Always use a firm trading 

system 
Hold until show a profit 
Need reliable broker 

Strongly 
Agree 

24.8 

28.5 
17.0 

11.9 
3.0 

35.9 

Agree 

28.8 

29.9 
38.3 

23.1 
6.5 

30.8 

Neither Agree 
nor 

Disagree 

21.0 

16.5 
22.8 

27.3 
17.2 
11.7 

Disagree 

16.7 

16.7 
11.8 

23.8 
34.3 
10.4 

Strongly 
Disagree 

2.7 

3.5 
4.3 

7.1 
34.8 
6.1 

NOTE: Percentages do not add to 100.0 because of nonresponses. 
SOURCE: Data from Chicago Board of Trade survey. 

concerning trading philosophy. Almost 35 percent of futures partic
ipants and less than 8 percent of the total respondents viewed them
selves as frequent traders. Conversely, almost 30 percent of the total 
respondents and less than 5 percent of the futures participants did 
not think of themselves as traders. 

Tables 4-14 and 4-15 show investors' responses to opinions 
about futures markets and trading. Some general responses are not 
surprising. Investors felt futures markets were too sophisticated for 
the average investor, requiring a lot of experience. They enjoyed the 
fast pace yet felt that the markets required a lot of time, more than 
was spent on other investments. In contrast to investment behavior 
often attributed to the equity markets, few futures investors would 
hold a position until it showed a profit, and approximately 35 percent 
used a firm trading system. Two somewhat interesting responses 
were reported in the Barron's survey (table 4-15). First, 20 percent 
of the respondents who currently trade futures thought that trading 
required too much money. Considering the high degree of leverage, 
this was a curious perspective. Second, 44.6 percent of the futures 
traders thought that too many futures products were offered. Although 
the number of products may be too numerous for anyone to be an 
expert on a substantial number of them, many believe the product 
additions in recent years have provided needed diversification in the 
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TABLE 4-15 

OPINIONS ABOUT FUTURES TRADING, BARRON'S SURVEY, 1983 
(percent) 

Opinion 

Too sophisticated for average 
investor 

Requires too much time to 
stay on top of market 

Too risky 
Too many futures products 

offered 
Requires too much money 
Is psychologically rewarding 
Great opportunity to beat 

inflation 

Total 
Respondents 

82.4 

82.1 
79.4 

34.7 
28.8 
25.6 

40.3 

Respondents 
Currently 

Trading Futures 

84.6 

70.8 
56.9 

44.6 
20.0 
72.3 

78.5 

NOTE: Percentage that strongly agree or tend to agree with statement. 
SOURCE: Barron's, Markets. 

market. Since diversification is not one of the principal reasons that 
futures traders cited for investing, the response to this question may 
reflect a concern that new products may drain liquidity from existing 
products. 

The next six tables provide statistics on the frequency of trans
actions and on trading experience. The Barron's study (table 4-16) 
readily supports the notion that trading is heavier in futures markets 
than in other investment markets. Both the median and the average 
numbers of transactions for the futures traders were more than twice 
those for the total sample. Further, almost 38 percent of the futures 
traders but just under 8 percent of the total respondents had executed 
forty-eight or more trades in the past year. Although the CBT study 
did not provide a similar comparison, it did reveal a large number 
of transactions by futures traders. 

The frequency of transactions showed some predictable patterns. 
Table 4-17 shows that, for those who had made twenty-five or more 
transactions—and particularly those who had made fifty or more— 
during the past three months, the frequency of transactions was an 
increasing function of income. Over 20 percent of those making 
$150,000 or more but less than 10 percent of those making less than 
$75,000, had executed trades at least fifty times during the past three 
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TABLE 4 - 1 6 

N U M B E R OF INVESTMENT TRANSACTIONS I N P A S T TWELVE M O N T H S , 

B A R R O N ' S SURVEY, 1983 

(percent) 

Number of 
Transactions 

1-5 
6-11 
12-23 
24-47 
48-71 
72-95 
96 or more 

Median (number) 
Average (number) 

Total 
Respondents 

23.8 
27.3 
23.6 
13.8 
3.3 
1.4 
3.1 

11 
19 

Respondents 
Currently 

Trading Futures 

3.1 
10.6 
27.3 
19.7 
12.1 
4.5 

21.2 
34 
45 

NOTE: Percentages do not add to 100.0 because of nonresponses. 
SOURCE: Barron's, Markets. 

TABLE 4 - 1 7 

N U M B E R OF FUTURES TRANSACTIONS I N P A S T T H R E E M O N T H S , 

BY I N C O M E , CBT SURVEY, 1983 

(percent) 

Number of 
Transactions 

None 
1-9 
10-24 
25-49 
50-99 
100 or more 

Total 

Less than $20,000-
$20,000 

3.9 
46.2 
29.8 
11.5 
4.8 
1.9 
4.2 

49,999 

7.8 
46.5 
27.7 
11.5 
3.7 
1.9 

32.8 

$50,000-
74,999 

5.3 
42.2 
29.9 
11.9 
6.1 
3.2 

25.4 

$75,000-
99,999 

7A 
35.9 
27.4 
14.0 
8.8 
4.6 

14.2 

$100,000-
149,999 

6.5 
32.7 
29.8 
15.9 
6.1 
7.8 
9.9 

$150,000 
or More 

10.4 
27.8 
23.9 
14.7 
11.2 
10.0 
10.5 

Total 

7.1 
40.1 
28.1 
12.9 
6.2 
4.2 

NOTE: Percentages do not add to 100.0 because of nonresponses. 
SOURCE: Data from Chicago Board of Trade survey. 
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months. The percentage of traders making twenty-five or more trans
actions during the past three months was inversely related to age: 
about 35 percent of the youngest age group and about 13 percent of 
the oldest group had made twenty-five or more transactions (table 
4-18). 

Analysis of the CBT data reveals no pronounced differences 
among regions. The hypothesis that proximity to the exchanges would 
be related to volume since many of the small traders may have better 
access to information and services in those regions is not supported 
by the statistics. The West had the largest percentage (26.8 percent) 
of traders with twenty-five or more transactions during the recent 
quarter, and the Midwest had the smallest (19.7 percent). Table 4 -
19 reveals an increasing relationship between number of years trad
ing and the percentage of traders who made fifty or more transactions 
during the quarter; that is, more experienced traders were trading 
more frequently. It is noteworthy that 21.6 percent of the traders 
had more than ten years of trading experience. The results in table 
4-19 can be rationalized if the regional variable was an adequate 
proxy for experience. Further analysis, however, shows that this was 
not the case. Although the East had the fewest traders with six or 
more years of experience, there was no appreciable difference in 
years of experience among the three other regions. 

Sources of Information. An investor's trading behavior is extremely 
sensitive to sources of information. The ability to make decisions 

TABLE 4-18 
NUMBER OF FUTURES TRANSACTIONS IN PAST THREE MONTHS, 

BY AGE, CBT SURVEY, 1983 

(percent) 

Number of 
Transactions 

None 
1-9 
10-24 
25-49 
50-99 
100 or more 

Total 

Under 
25 

12.5 
34.4 
12.5 
21.9 

6.3 
6.3 
1.3 

25-34 

6.5 
37.6 
28.4 
14.6 
6.5 
5.9 

14.4 

35-49 

6.2 
37.6 
30.3 
13.4 
6.5 
5.3 

35.0 

50-64 

7A 
42.1 
26.5 
13.1 
6.6 
3.0 

35.6 

65 + 

9.2 
45.4 
27.9 
8.0 
4.0 
1.2 

13.2 

Total 

7.1 
40.1 
28.1 
12.9 
6.2 
4.2 

NOTE: Percentages do not add to 100.0 because of nonresponses. 
SOURCE: Data from Chicago Board of Trade survey. 
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TABLE 4-19 
NUMBER OF FUTURES TRANSACTIONS IN PAST THREE MONTHS, 

BY YEARS OF TRADING FUTURES, CBT SURVEY, 1983 

(percent) 

Number of 
Transactions 

None 
1-9 
10-24 
25-49 
50-99 
100 or more 

Total 

Less than 
1 Year 

6.6 
46.2 
25.4 
12.3 
4.5 
3.2 

22.6 

1-5 
Years 

8.4 
37.9 
28.8 
13.5 
6.7 
3.7 

39.9 

6-10 
Years 

7.2 
40.9 
27.6 
12.4 
6.1 
4.4 

14.7 

More than 
10 Years 

5.2 
36.9 
30.0 
12.7 
6.9 
6.2 

21.6 

Total 

7.1 
40.1 
28.1 
12.9 
6.2 
4.2 

NOTE: Percentages do not add to 100.0 because of nonresponses. 
SOURCE: Data from Chicago Board of Trade survey. 

depends critically on the speed and reliability of that information. 
This section reviews the sources of information, the frequency of 
access to those sources, and the role of the broker in this process. 
Table 4-20 shows the variety of information sources employed by 
the CBT study respondents. Popular among these were magazine 
and newspaper comments, newsletter recommendations, charting 
services, and brokers' recommendations. Over two-thirds of the 
respondents said they used a personal trading system, a source 

TABLE 4-20 
INVESTORS' FREQUENCY OF CONSULTING VARIOUS SOURCES OF 

INFORMATION, CBT SURVEY, 1983 

(percent) 

Source 

Personal trading system 
Magazine/newspaper comments 
Conversations with traders 
Newsletter recommendations 
Brokers' recommendations 
Radio/television 
Charting services 

Often 

57.2 
16.7 
8.5 

19.7 
26.9 
10.1 
21.9 

Sometimes 

10.9 
26.0 
16.7 
28.0 
24.4 
15.1 
16.7 

Seldom 

3.9 
18.8 
17.5 
14.9 
15.6 
19.5 
12.4 

Never 

9.0 
14.5 
27.1 
15.6 
16.8 
28.0 
24.5 

NOTE: Percentages do not add to 100.0 because of nonresponses. 
SOURCE: Data from Chicago Board of Trade survey. 
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thought to be more popular in futures markets than in other markets. 
The Barron's study supports these findings, and comparison of the 
total responses and the futures traders' responses indicates that futures 
market traders used information sources and personal analyses more 
frequently than investors in other markets (table 4-21). 

Among the group of published sources, table 4-22 points out 
the popularity of the Wall Street Journal. It was easily the most frequently 
consulted publication, whether read for general business news or for 
commodity information. Of the publications read solely for commod
ity information, Commodities magazine (now entitled Futures) and 
Barron's were the most popular. The same respondents who said 
they sometimes or often read newsletters did not list any newsletter 
with any frequency. In fact, all newsletters read for futures infor
mation were mentioned by less than 2 percent of the respondents. 

An important source of information was the individual investor's 
broker. Although the other sources mentioned are those that an 
individual actively seeks, information from a broker can be obtained 
both actively and passively. The broker frequently becomes a screen
ing mechanism, passing on data considered important and retaining 
other data. The two studies provide an interesting picture of the 
broker in the eyes of the investor. Although most respondents reported 

TABLE 4 - 2 1 

SOURCES OF I N F O R M A T I O N CONSULTED BY 

BARRON'S SURVEY, 1983 

Source 

Articles/publications 
Own analysis 
Brokers' recommendations 
Advisory services 
Charting services 
Radio/television 
Quotation services 
Recommendations from 

friends/associates 
Software packages 

for personal computers 

(percent) 

Total 
Respondents 

45.5 
38.9 
35.3 
32.0 
21.1 
13.8 
9.5 

8.0 

5.1 

INVESTORS, 

Respondents 
Currently 

Trading Futures 

55.4 
56.9 
40.0 
41.5 
38.5 
15.4 
10.8 

4.6 

12.3 

SOURCE: Barron's, Markets. 
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TABLE 4-22 
PUBLICATIONS CONSULTED BY INVESTORS, CBT SURVEY, 1983 

(percent) 

Publication 

Barron's 
Business Week 
Commodities (now Futures) 
Forbes 
Fortune 
Money 
Newsweek 
New York Times 
U.S. News and World Report 
Wall Street Journal 

Read Regularly 

20.6 
16.2 
25.1 
21.0 
10.9 
14.0 
14.3 
10.3 
17.8 
69.2 

Read for Futures 

12.5 
2.4 

15.4 
5.2 
1.5 
1.7 
1.0 
4.6 
2.9 

39.6 

SOURCE: Data from Chicago Board of Trade survey. 

both the need for a reliable broker and the desire to use brokerage 
recommendations as part of their trading style, brokers did not appear 
to be actively recommending futures to their clients and thus were 
infrequently mentioned as the primary reason for initial trading. 
Morever, investors rarely used the same broker for commodities and 
other investments (only one-fourth of the CBT respondents did so). 

When asked in the CBT study why they chose their current 
broker, 34.9 percent reported that the broker was a personal acquaint
ance, 15.5 percent reported low commissions, and 14.5 percent reported 
that a friend had recommended him. Such answers as "cold calls," 
advertisements, and specializing in futures were less frequent 
responses. In the Barron's study, almost two-thirds of the traders 
had either changed their accounts or opened an account with a new 
broker in the previous two-year period. Many in both the CBT study 
and the Barron's sample maintained more than one account. Many 
maintained accounts with a full-service broker and with a specialized 
commodity futures broker. Fewer than one-third maintained a discount 
brokerage account. Investors with multiple accounts tended to split 
their transactions evenly between the full-service broker and the 
specialized futures broker. 

Portfolio Composition. This section provides information about the 
contracts in which futures traders invested and the composition of 
their portfolios. In both the Barron's survey and the CBT survey, the 
samples were asked the approximate market value of all investments. 
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TABLE 4 - 2 3 

M A R K E T V A L U E OF INVESTMENTS, B A R R O N ' S A N D CBT SURVEYS, 

1983 
(percent) 

Value 
(dollars) 

Under 50,000 
50,000-99,999 

100,000-199,999 
100,000-249,999 
200,000-499,999 
250,000-499,999 
500,000-999,999 
1 million or more 

Median 
Average 

Barron 

Total 
respondents 

21.7 
12.9 
20.8 

— 
25.7 

— 

} 18.9 

167,900 
400,000 

I'S 

1 

Survey 

Respondents 
currently 

trading futures 

16.8 
12.1 
18.2 

— 
19.6 

— 

33.3 

266,700 
547,000 

CBT 
Survey 

24.2 
16.0 
— 

22.9 
— 

15.5 
9.1 
9.6 

NOTE: CBT percentages do not add to 100.0 because of nonresponses. 
SOURCES: Barron's, Markets; and data from Chicago Board of Trade survey. 

Table 4-23 shows that the Barron's sample reported much higher 
total investments; 33.3 percent of the Barron's sample and 18.6 percent 
of the CBT sample had portfolios of $500,000 or more. The Barron's 
report also shows that the market value of futures traders' portfolios 
far exceeded the portfolio values of the total respondents—the median 
portfolio was $226,700 and the average $547,000. These statistics, 
though impressive, should be interpreted very carefully. It is not 
clear what value someone would report for futures contracts. Since 
futures contracts are settled every day, a position is equivalent to 
closing out a contract and writing a new contract at the end of each 
trading session. The value of the new position is always zero, chang
ing as the next day's trading session progresses. Analysis of related 
questions supports the contention that the reported portfolio values 
may be inappropriate. 

A similar problem arises in responses to questions concerning 
the percentage of the portfolio in futures. An investor who cannot 
easily estimate the market value of futures positions cannot provide 
unambiguous data about the percentage of the portfolio in futures. 
The statistics may merely reflect the investor's perception of the 
portion in futures. Table 4-24 shows that 16.3 percent of the sample 
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TABLE 4-24 

PERCENTAGE OF FUTURES IN PORTFOLIO BY INCOME, CBT SURVEY, 

1983 
(percent) 

Portfolio Less than $20,000- $50,000- $75,000- $100,000- $150,000 
Percentage $20,000 49,999 74,999 99,999 149,999 and Over Total 

0-9 
10-24 
25-49 
50-74 
75-100 

27.9 
23.1 
13.5 
13.5 
17.3 

33.1 
29.4 
14.9 
10.0 
10.7 

36.5 
34.9 
12.4 
7.5 
6.9 

42.5 
33.1 
10.8 
5.7 
7.1 

36.7 
33.1 
14.7 
6.1 
6.5 

53.3 
25.1 
10.0 
5.4 
5.0 

37.6 
31.0 
13.0 
8.0 
8.3 

NOTE: Percentages do not add to 100.0 because of nonresponses. 
SOURCE: Data from Chicago Board of Trade survey. 

have 50 percent or more of their investment portfolios in futures. 
The percentage having 50 percent or more in futures was higher for 
investors with lower incomes. 

In addition to information about futures positions, the CBT survey 
also provides information about the percentage of respondents hold
ing other kinds of investments. The sample was asked what invest
ments were held one year earlier (June 1982) and at the time of the 
survey (June 1983). During that period (specifically, in the late summer 
of 1982), both the long-term debt and the equity markets sustained 
extensive rallies. The sample responses (reported in table 4-25), 
therefore, allow inferences not only about portfolio composition but 
also about portfolio rebalancing. The most popular investment vehi
cles in 1982 were common stocks, money market instruments, invest
ment real estate, and futures contracts. Regional differences were 
most pronounced in the East, where the percentages holding all 
kinds of investments except investment real estate and futures were 
above the national average. The Midwest showed a below average 
interest in stocks, and the South had an above average interest in 
stocks, futures, and investment real estate. One year later the sample 
portfolios had different compositions. Corporate bonds, Treasury 
securities, and stock options snowed a slight decrease. Stocks, invest
ment real estate, precious metals and stones, and futures had large 
increases from those reporting some portion in their investment port
folio. All regions but the Midwest reported large increases in stock 
investment; the West had the largest increase in futures investment. 

The sample also reported the commodities traded during the 
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TABLE 4-25 
TYPES OF INVESTMENTS H E L D , 

Kind of 
Investment 

1982 
Stocks 
Stock options 
Corporate bonds 
Treasury securities 
Municipals 
Money markets 
Mutual funds 
Art/collectibles 
Investment real estate 
Precious metals/stones 
Futures 

1983 
Stocks 
Stock options 
Corporate bonds 
Treasury securities 
Municipals 
Money markets 
Mutual funds 
Art/collectibles 
Investment real estate 
Precious metals/stones 
Futures 

I982 AND 
BY R E G I O N , CBT SURVEY, 

1983 
(percent) 

East 

69.7 
29.4 
19.6 
29.8 
27.8 
62.8 
30.5 
19.6 
42.2 
32.7 
54.9 

83.1 
32.1 
19.8 
28.4 
31.6 
66.1 
34.8 
23.0 
53.3 
39.3 
65.9 

Midwest 

55.0 
20.3 
14.6 
22.6 
15.6 
53.4 
19.3 
16.7 
43.6 
27.4 
54.4 

63.3 
18.1 
13.5 
18.8 
18.2 
57.8 
24.7 
19.5 
53.4 
34.5 
66.8 

South 

66.3 
21.6 
16.1 
25.7 
21.8 
56.9 
22.2 
15.7 
49.2 
31.4 
58.0 

79.0 
23.5 
16.7 
22.9 
27.5 
62.9 
27.3 
19.0 
63.9 
40.4 
66.3 

West 

58.3 
23.8 
16.3 
30.2 
17.9 
55.4 
22.4 
20.4 
47.0 
35.7 
56.3 

72.8 
21.2 
14.9 
27.8 
21.0 
60.1 
29.0 
25.0 
59.3 
45.2 
72.6 

Total 

61.7 
23.5 
16.5 
26.6 
20.3 
56.8 
23.2 
17.9 
45.2 
31.3 
55.7 

73.4 
23.2 
15.9 
23.9 
23.9 
61.2 
28.5 
21.4 
56.9 
39.2 
67.7 

SOURCE: Data from Chicago Board of Trade survey. 

one-year period from June 1982 to June 1983. Metals, livestock, and 
grains were the contracts having the broadest interest as shown in 
table 4-26. When contract participation was cross-tabulated by age, 
very few distinctive patterns emerged. Interest in wood contracts 
increased slightly with age, and interest in energy contracts seemed 
highest among the twenty-five to fifty-year-old group. For most other 
commodities contract participation was unrelated to age. Two notable 
exceptions were in the more recently introduced contracts—stock 
index futures and options on futures—where the younger group 
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TABLE 4-26 

TYPES OF FUTURES CONTRACTS TRADED IN PAST YEAR, BY AGE OF 

INVESTOR, CBT SURVEY, 1983 
(percent) 

Commodity 

Grains 
Financials 
Livestock 
Food and fiber 
Metals 
Energy 
Wood 
Foreign currency 
Stock index 
Options 

Under 
25 

50.0 
28.1 
40.6 
18.8 
59.4 
9.4 
6.3 

25.0 
40.6 
15.6 

25-34 

62.4 
36.8 
47.5 
31.2 
60.7 
15.2 
16.0 
30.6 
27.8 
10.7 

35-49 

59.8 
40.7 
46.2 
37.2 
67.6 
16.0 
17.5 
33.4 
31.1 
14.0 

50-64 

61.2 
40.4 
47.6 
36.8 
63.6 
12.3 
17.8 
36.4 
26.4 

9.2 

Over 65 

51.2 
35.9 
41.7 
33.4 
60.4 
10.1 
18.1 
27.0 
22.4 

8.3 

Total 

59.4 
39.2 
46.2 
35.4 
64.1 
13.7 
17.3 
33.0 
27.9 
11.1 

SOURCE: Data from Chicago Board of Trade survey. 

participated more than the older group. Although it is frequently 
suggested that financial traders are also young, the data in the table 
do not substantiate that contention. 

Table 4-27 shows the relationship of contract participation to 
years of trading experience. Across commodities either a relationship 
relatively independent of experience resulted, or more experience 
implied more participation. In particular, for grains, livestock, energy, 
and wood, participation was positively related to experience. Some
what surprising was the lack of an inverse relationship between 
experience and some of the newer contracts. In a way similar to 
remarks above, the contention that new contracts had brought in a 
new clientele, previously unfamiliar with the futures markets, is not 
supported by the data in the CBT survey. 

Table 4-28 reports contract participation by income. In this 
breakdown, a very distinctive pattern emerges for all commodities 
except metals. Metals enjoyed extensive participation among all income 
groups. Low-income groups showed a higher than average interest 
in grains and livestock contracts, high-income groups a higher than 
average interest in financials, food and fiber, energy, foreign currency, 
stock index, and option contracts. These patterns are not surprising 
given the geographical distributions of both incomes and occupa
tions. In short, given the relationships between location, occupation, 
and income, one variable may be serving as a proxy for another. 
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TABLE 4 - 2 7 

TYPES OF FUTURES C O N T R A C T S TRADED I N P A S T YEAR, BY YEARS OF 

T R A D I N G FUTURES, CBT SURVEY, 1983 

(percent) 

Commodity 

Grains 
Financials 
Livestock 
Food and fiber 
Metals 
Energy 
Wood 
Foreign currency 
Stock index 
Options 

Less than 
1 Year 

43.8 
26.3 
29.9 
24.7 
65.1 
10.2 
9.5 

22.4 
26.5 
10.9 

1-5 
Years 

60.7 
44.2 
47.0 
36.6 
65.6 
14.0 
17.7 
39.0 
29.7 
11.9 

6-10 
Years 

65.8 
38.7 
55.5 
36.2 
61.1 
15.5 
21.8 
29.8 
23.2 
11.9 

More than 
10 Years 

71.0 
45.5 
57.5 
45.1 
63.9 
15.9 
22.3 
36.7 
29.6 
8.6 

Total 

59.4 
39.2 
46.2 
35.4 
64.1 
13.7 
17.3 
33.0 
27.9 
11.1 

SOURCE: Data from Chicago Board of Trade survey. 

TABLE 4 - 2 8 

TYPES OF FUTURES C O N T R A C T S TRADED I N P A S T YEAR, BY I N C O M E , 

CBT SURVEY, 1983 

(percent) 

Commodity 

Grains 
Financials 
Livestock 
Food and fiber 
Metals 
Energy 
Wood 

Under $20,000-
$20,000 

73.1 
23.1 
56.7 
24.0 
51.9 

8.7 
15.4 

Foreign currency 23.1 
Stock index 
Options 

18.3 
9.6 

49,999 

62.9 
32.3 
46.6 
31.4. 
61.4 
10.4 
14.7 
29.0 
21.8 

8.8 

• $50,000-
74,999 

59.2 
41.6 
47.3 
37.7 
66.7 
12.9 
20.2 
34.7 
31.2 
11.6 

• $75,000-
99,999 

57.0 
41.9 
44.7 
36.5 
63.5 
14.3 
15.7 
31.3 
29.6 
11.4 

$100,000-
149,999 

57.6 
46.1 
45.3 
42.9 
71.0 
19.2 
18.8 
38.8 
35.1 
12.7 

-$150,000 1 

and Over Total 

47.9 
50.2 
40.5 
37.8 
64.5 
19.3 
18.9 
43.6 
34.0 
14.7 

59.4 
39.2 
46.2 
35.4 
64.1 
13.7 
17.3 
33.0 
27.9 
11.1 

SOURCE: Data from Chicago Board of Trade survey. 
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TABLE 4-29 
TYPES OF FUTURES CONTRACTS TRADED IN PAST YEAR, BY REGION, 

CBT SURVEY, 1983 
(percent) 

Commodity 

Grains 
Financials 
Livestock 
Food and fiber 
Metals 
Energy 
Wood 
Foreign currency 
Stock index 
Options 

East 

46.5 
37.2 
32.7 
32.1 
70.2 
14.0 
16.3 
33.2 
33.8 
12.2 

Midwest 

71.0 
34.0 
52.2 
29.3 
55.0 
10.6 
14.3 
26.9 
22.8 
10.1 

South 

59.6 
44.1 
50.2 
42.6 
63.5 
14.9 
18.4 
35.7 
28.0 

9.8 

West 

57.3 
45.0 
49.6 
42.9 
73.6 
17.3 
22.2 
39.1 
29.8 
12.3 

Total 

60.0 
39.2 
46.6 
35.7 
64.3 
13.7 
17.3 
32.9 
28.0 
11.0 

SOURCE: Data from Chicago Board of Trade survey. 

Table 4-29 supports this notion, since large differences in contract 
interest existed among areas of the country; grains attracted a higher 
than average interest in the Midwest, as expected, and a lower than 
average interest in the East. Financials, food, and fiber contracts were 
particularly popular in the South and West. Metals and options were 
favorites of the East and the West. Stock index contracts were partic
ularly attractive in the East and unattractive in the Midwest. Finally, 
livestock contracts attracted little attention in the East, and foreign 
currency contracts were less successful in the Midwest. In general, 
all contracts did well in the West and, with the exception of grains 
and livestock, attracted less than average attention in the Midwest. 

Concluding Remarks. In summary, the small retail traders or spec
ulators were concentrated in geographical areas containing large 
population centers, pockets of wealth, or farm activities.16 The nine 
top-ranked states contained about half the speculators. Almost half 
the speculators were over fifty years of age, and over half were self-
employed. Small speculators appeared to be relatively wealthy. Their 
income and the value of their investments far exceeded comparable 
numbers for their counterparts in other invesment markets. 

Small traders' reasons for trading included profit potential, 
leverage, and excitement. Profit motives were typically short term, 
with less regard for the preservation of capital. Commodity futures 
traders made many more transactions than traders in other markets, 
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a frequency that increased with years of experience in the futures 
markets. 

The Wall Street Journal, Commodities, and Barron's were the prin
cipal sources of published commodity information. Having a good 
broker was regarded as necessary in these markets; yet, personal 
analyses or trading systems were the predominant source of infor
mation. Many small traders maintained brokerage accounts at two 
or more firms—usually one that was full service and one that 
specialized in commodity futures—and split brokerage evenly between 
the accounts. 

Finally, the investment portfolios of futures traders had higher 
market values than the portfolios of those who did not trade futures. 
Investors with lower incomes had higher percentages of their port
folios in futures. The composition of the futures portfolio was strongly 
related to the income, years of experience, and location of the small 
retail investor. 

Open Interest for the Small Public Trader 

Although it is difficult to obtain a precise picture of the small public 
trader, it is much easier to estimate the size of the collective positions 
of small public traders. Under the jurisdiction of the Commodity 
Futures Trading Commission (CFTC), positions exceeding minimum 
limits were reported daily (in some cases, intraday positions were 
also reported). The positions were reported by delivery month, sepa
rated by long and short transactions, and classified as speculative, 
spreading, and hedging.17 "Nonreporting traders"—those whose 
positions did not exceed the nrinirnums—were not required to report. 
The data were summarized and reported monthly, a report that 
included either the month-end or the semimonthly open interest 
data. To estimate the presence of the small trader, it is easy to use 
the data on total open interest less the reporting traders' open inter
est, leaving what is referred to as the nonreporting traders' open 
interest. For the purpose of this section, it is assumed that this category 
was predominantly composed of small traders. 

The size of small traders' open interest can be thought of as one 
measure of the effect of trading by small investors on price formation. 
That is, trading in markets in which commercial traders or other 
large concerns hold substantial positions and possess special knowl
edge may differ from trading in markets made up of atomistic traders. 
Tables 4-30 through 4-33 present the annual month-end nonre
porting traders' average open interest for thirteen commodities from 
1960 to 1978. 
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TABLE 4-30 
AVERAGE PERCENTAGE OF OPEN INTEREST, NONREPORTING TRADERS, 

GRAINS, 1960-1978 

Fiscal 
Year 

1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 

Wheat 

Long 

61.1 
53.8 
57.7 
60.1 
52.7 
61.0 
59.8 
59.7 
51.5 
47.9 
37.4 
46.9 
37.2 
33.5 
29.3 
29.6 
36.1 
33.6 
40.2 

Short 

30.5 
27.8 
27.7 
30.9 
32.5 
24.5 
28.1 
30.3 
24.9 
24.2 
32.3 
31.2 
46.2 
36.7 
34.7 
27.8 
21.8 
15.3 
28.6 

Corn 

Long 

47.4 
47.2 
52.2 
40.4 
35.4 
31.9 
37.1 
50.2 
40.7 
38.6 
35.0 
43.1 
39.7 
25.2 
21.2 
21.4 
15.9 
22.4 
30.8 

Short 

38.9 
25.7 
25.3 
23.5 
27.4 
21.6 
25.6 
22.3 
26.7 
25.9 
24.6 
24.5 
26.3 
22.0 
23.1 
27.0 
25.9 
27.9 
27.2 

( 

Long 

75.2 
71.3 
67.6 
59.8 
71.7 
72.5 
72.9 
79.0 
67.9 
68.5 
66.4 
63.2 
65.0 
90.0 
69.1 
57.2 
56.1 
61.1 
65.6 

Dats 

Short 

41.6 
25.2 
32.6 
28.7 
22.8 
31.6 
41.4 
22.5 
53.2 
52.2 
32.8 
37.7 
51.1 
53.5 
35.1 
53.7 
54.2 
56.0 
39.4 

SOURCE: Calculated from Commitments of Traders, monthly reports, CFTC. 

Open Interest in Grains. Between 1960 and 1978 the total volume in 
the grain markets increased almost twelvefold. During that period 
deliveries tripled, and the average open interest increased approxi
mately fivefold. A growth trend has existed in most grain markets, 
but the rate of growth has not been uniform in all the markets. The 
annual average percentage of the open interest held by small traders 
in the grains and in the soybean complex appear in tables 4-30 and 
4-31 . A quick scan of the percentages for the long and short positions 
in the grains reveals that the percentage of small traders who were 
short was typically much smaller than the percentage of traders who 
were long. One popular explanation for this is that public investors 
prefer the long side of the market, being less comfortable with short 
positions. Although there may be some truth in this hypothesis, the 
data are also consistent with the short hedging view of the market— 
that is, the market exists for producers to hedge price risk by selling 
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TABLE 4-31 
AVERAGE PERCENTAGE OF OPEN INTEREST, NONREPORTING TRADERS, 

SOYBEAN COMPLEX, 1960-1978 

Fiscal 
Year 

1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 

Soybeans 

Long 

60.7 
51.8 
43.1 
45.1 
46.4 
41.1 
37.8 
29.1 
32.3 
23.3 
19.8 
29.0 
33.7 
20.4 
19.4 
18.8 
23.9 
26.8 
37.2 

Short 

35.3 
28.0 
35.2 
30.6 
30.0 
29.6 
36.4 
33.0 
25.0 
25.5 
24.4 
27.1 
31.8 
26.9 
25.8 
24.1 
20.3 
22.4 
35.0 

Soybean 

Long 

32.8 
42.3 
35.2 
28.5 
31.7 
20.4 
26.2 
30.0 
24.5 
21.8 
30.0 
27.5 
27.6 
23.4 
25.4 
26.4 
25.8 
20.4 
22.0 

Meal 

Short 

25.6 
21.1 
29.3 
28.7 
17.2 
16.1 
23.2 
26.2 
28.1 
18.3 
15.8 
17.3 
22.3 
9.8 

21.1 
21.0 
11.0 
14.6 
17.6 

Soybean 

Long 

38.3 
32.4 
34.1 
26.5 
20.4 
33.8 
35.6 
28.9 
20.9 
28.9 
33.1 
25.5 
20.5 
16.8 
24.3 
17.7 
18.9 
19.5 
23.2 

1 Oil 

Short 

9.1 
21.6 
19.7 
10.0 
5.9 

13.2 
14.6 
13.4 
11.6 
11.7 
15.7 
18.0 
15.5 
14.8 
16.5 
17.9 
14.3 
11.6 
14.5 

SOURCE: Calculated from Commitments of Traders, monthly reports, CFTC. 

forward their crop. Nonhedgers, both the large speculators and the 
small traders, assume the opposite side of these positions. 

During the 1970s the average outstanding open interest in the 
wheat market more than doubled. Both large speculators and spread
ers maintained or decreased their percentage holdings, with the larg
est increases coming in the category of short hedgers. The small 
trader's average percentage of the market declined slightly from the 
early 1960s through the 1970s, the numbers being variable in the 
more recent decade, particularly on the short side. The corn market 
also exhibited enormous growth, the average open interest tripling 
during the 1970s. This growth was fostered by a shift in the compo
sition of the market: a decrease in spreading, a slight decrease in 
speculation, and increases in both long and short hedging. The 
nonreporting traders generally maintained their influence in the market, 
their open interest growing at approximately the same rate as the 
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TABLE 4-32 

AVERAGE PERCENTAGE OF OPEN INTEREST, NONREPORTING TRADERS, 

LIVESTOCK, 1969-1978 

Fiscal 
Year 

1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 

Pork Bellies 

Long 

68.2 
65.3 
66.0 
57.0 
61.5 
68.6 
63.7 
58.0 
59.8 
59.4 

Short 

60.2 
62.9 
60.6 
53.8 
63.7 
61.2 
63.3 
59.0 
47.6 
55.4 

Live 

Long 

85.2 
74.6 
76.7 
67.4 
59.8 
68.1 
66.8 
59.3 
62.5 
56.7 

Hogs 

Short 

75.0 
72.3 
74.4 
77.1 
73.9 
62.8 
67.8 
59.9 
66.9 
69.0 

Live Cattle 

Long 

53.8 
51.3 
60.4 
60.3 
57.8 
65.0 
63.5 
62.7 
69.3 
53.2 

Short 

44.9 
49.3 
54.4 
61.7 
54.2 
47.0 
42.4 
41.5 
32.5 
39.3 

SOURCE: Calculated from Commitments of Traders, monthly reports, CFTC. 

overall open interest, as shown by their nearly constant levels in 
percentage terms. 

The oats market revealed a different pattern: a larger percentage 
participation of the small investor. During the 1970s, the oats market— 
a small market in comparison with the other two markets—did not 
grow. Large speculation in this market decreased slightly and both 
spreading and short hedging showed no growth but a very erratic 
pattern of percentage holdings. The small investor was an important 
influence in this market, with well over half the open interest on the 
long side (averaging 68.4 percent for the nineteen-year period) and 
frequently more than half the open interest on the short side during 
the 1970s. 

Like the other grain markets, the soybean complex grew during 
the 1970s, the average open interest more than doubling. Being markets 
in which raw inputs were spread or arbitraged against products, the 
soybean meal and soybean oil markets grew but were inherently 
smaller than the underlying soybean contract market. In general 
spreading activity was up considerably in these markets over the 
period. Although speculative activity was little changed (except for 
an increase in long soybeans), activity by hedgers and small traders 
generally increased. Hedgers showed large increases in all three 
commodities, and positions held by nonreporting traders increased 
proportionately with the increases in the open interest. 
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On average, the small investor's presence, as measured by the 
percentage of open interest, was most prominent in the oats mar
ket—a small market with little growth over the past decade. The 
small trader showed less interest in the soybean meal and soybean 
oil contracts, but participation in wheat, corn, and soybeans was in 
the 25-40 percent range. Although small investors traded on both 
sides of the market, their preferences were more typically on the 
long side. 

Open Interest in Livestock. From 1970 to 1978 volume in the three 
livestock markets—pork bellies, live hogs, and live cattle—more 
than doubled. The growth came almost exclusively in the live cattle 
market, which showed growth followed by two jumps in volume in 
1977 and 1978. Along with the growth in volume, the open interest 
more than doubled for the period. Table 4-32 shows the percentage 
of open interest of the small trader in each of these markets. Obviously 
small traders are part of a relatively important group of participants 
in these markets. In all cases they held more than half the long open 
interest. With the exception of live cattle, they usually held more 
than half the short open interest. 

The pork belly market traded in 1970 with average open interest 
of more than 18,000 contracts. In 1978 that figure was a little less 
than 10,000. The market was devoid of reported hedging activity, 
leaving the speculative and small trading components to absorb both 
sides of the transactions. Without the hedging interest, the market 
acquired the reputation of being quite volatile. Similarly, the live hog 
market attracted very little reportable hedging interest. The market 
was composed of large speculators and small traders and exhibited 
an unusual configuration of positions held. The percentage of short 
positions for small traders was approximately equal to or exceeded 
their percentage of long positions. This relationship was similar to 
that between long and short open interest in the pork belly market, 
which also lacked significant hedging activity. 

The largest contract in the livestock group was the live cattle 
contract. Volume almost doubled between 1974 and 1978, because 
of a large increase during 1978. The increased volume was supported 
by a similar increase in open interest and a changing profile of trader 
participation. As the market grew, contract positions did not grow 
uniformly. The big increases came in short hedging and long spec
ulation, with both short speculation and long hedging showing little 
change. The small trader positions tended to grow with the market, 
showing increases in the actual numbers of contracts held but very 
little change in the percentage of open interest in the market. In 
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short, the small trader's relative size showed little change during 
this period, except for some peaking in the early 1970s. 

In contrast to other markets, the livestock markets exhibited a 
larger percentage of participation by small traders. Except in the live 
cattle market, this seems to have been due to the lack of participation 
by hedgers and the consequent small size of the market. With such 
fundamental characteristics, these markets are often viewed as 
extremely volatile and risky. 

Open Interest in Food and Fiber. Like most other commodity groups, 
the food and fiber group increased in volume in the 1970s. Within 
the group, however, the growth was far from uniform. Orange juice 
volume increased almost fourfold from 1970 to 1978, with large jumps 
in 1977 and 1978. Potatoes almost doubled between 1960 and 1978, 
with the highest volume during the 1974-1976 period. In cotton the 
volume more than doubled between 1974 and 1978. Yet during the 
same period, shell eggs went from an increase in volume in the early 
1970s to a steady decline through the late 1970s. In each commodity, 
the size of the open interest generally followed the volume pattern. 

The orange juice contract, subject to extreme shifts in weather 
patterns, was traded primarily by hedgers and small traders, with 
virtually no large speculative open interest through 1978. As the 
orange juice market grew, with particularly large jumps in the 1977 
and 1978 open interest, the growth was in both long and short 
hedging. Although the small trader percentages showed a slight drop 
in long positions, the most salient characteristic of the statistics was 
their variability (table 4-33). The variability came from the changing 
size of the market, since inspection of the actual number of positions 
held by small traders shows a continual growth on the long side. 

In the potato market small traders generally held over half the 
long positions in a relatively small market. Although speculative 
interest over the reported period showed no particular trend, short 
hedging increased without any pronounced increase in long hedging. 
The statistics for the small trader reveal no predictable trend. 

The shell egg market exhibited the highest percentage of open 
interest, both long and short, held by the small trader. The expla
nation is very simple. There was a lack of size in the market and a 
lack of either large speculating or hedging activity. In short, the small 
trader was participating in a market that did not attract large commer
cial interests. 

Open interest in the cotton market almost doubled between 1974 
and 1978. During this period the small trader was holding a smaller 
percentage of the open interest than in the preceding years. Since 
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TABLE 4-33 
AVERAGE PERCENTAGE OF OPEN INTEREST, NONREPORTING TRADERS, 

FOOD AND FIBER, 1960-1978 

Fiscal 
Year 

1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 

Frozen 
Concentrated 
Orange fuice 

Long 

— 
— 
— 
— 
— 
— 
— 
— 

46.3 
72.0 
52.5 
44.3 
57.2 
63.0 
51.4 
44.7 
40.8 
36.8 

Short 

— 
— 
— 
— 
— 
— 
— 
— 

50.8 
42.0 
46.5 
46.7 
41.6 
33.8 
23.4 
26.1 
43.2 
40.3 

Potatoes 

Long 

56.0 
61.3 
58.0 
62.5 
58.5 
48.6 
56.1 
63.1 
64.0 
65.0 
64.6 
65.0 
65.3 
48.7 
55.4 
66.9 
57.3 
60.7 
66.8 

Short 

38.3 
39.3 
30.0 
34.9 
33.6 
45.3 
42.0 
48.6 
45.1 
55.1 
61.4 
57.1 
49.4 
51.0 
52.4 
39.9 
40.7 
43.7 
39.3 

Shell 

Long 

85.0 
71.5 
80.3 
82.5 
85.2 
82.4 
83.4 
80.9 
72.6 
73.5 
72.2 
77.2 
80.3 
77.2 
71.2 
80.4 
78.0 
76.7 
89.0 

Eggs 

Short 

64.5 
74.1 
71.3 
75.4 
77.1 
79.4 
76.3 
83.2 
77.6 
74.4 
69.9 
72.5 
68.2 
62.4 
52.0 
56.4 
57.3 
70.0 
74.7 

Cotton 

Long 

53.3 
72.1 
77.6 
70.0 
81.1 
— 
— 
— 

81.1 
60.4 
70.5 
79.5 
50.3 
36.3 
20.0 
37.4 
49.6 
33.3 
40.6 

Short 

62.0 
54.0 
49.2 
76.2 
93.1 
— 
— 
— 

41.2 
38.0 
39.1 
27.7 
37.1 
27.4 
25.6 
31.3 
22.4 
24.4 
20.3 

SOURCE: Calculated from Commitments of Traders, monthly reports, CFTC. 

the market held little attraction for large speculative interests, the 
statistics in the table reflect the growth in both long and short hedg
ing activity. 

Open Interest in Financial Futures. The financial futures contracts 
are some of the most successful contracts introduced into the 
commodity markets. Their volume and open interest have overtaken 
those of the more traditional futures contracts, and they have gained 
wide acceptance by the financial community as a viable tool for 
hedging. In 1978 and 1979, early in the development of the financial 
futures, the CFTC published two reports describing the composition 
of the market holding open positions in these instruments.18 The 
1978 survey revealed that speculators outnumbered hedgers in the 
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market; however, hedgers frequently controlled the majority of the 
open positions on both sides of the market. Treasury bills, Govern
ment National Mortgage Association collateralized depositary receipts 
(GNMA-CDR), and commercial paper contracts were three excep
tions for which the speculative open interest was larger. In contrast 
to similar surveys for the agricultural markets, the surveys revealed 
less overall hedging open interest and hedging in the financial markets. 
At the same time, there was evidence of substantial participation by 
commercial interests, including securities dealers. On the long side, 
commercial interest ranged from 32 percent of the open interest in 
commercial paper to 70 percent of the Treasury bond market. On 
the short side, it ranged from 35 percent of the Treasury bill market 
to 76 percent of the Treasury bond market. 

After the participation of the securities dealers came the interest 
of mortgage bankers and investment counselors in the GNMA-CDR 
market and of investment or nonfinancial commercials and real estate 
builders and developers in the Treasury bill market. Commercial 
banks and savings and loan associations also held positions in the 
Treasury bill and GNMA-CDR markets. Geographically, the partic
ipation was broadly based. Trading was represented in all fifty states 
and forty-seven countries. Yet some evidence of concentration did 
appear. In the Treasury bond market 25 percent of positions on both 
the long and the short sides were held in New York City; similarly, 
one-third of the short positions and 30 percent of the long positions 
in GNMA-CDR contracts were held in the Chicago area. 

The survey in 1979 provided further evidence of participation in 
these new contracts. With small positions of five or fewer contracts 
ignored, it showed that the futures industry held a large proportion 
of the open interest. It held more than 50 percent of the short posi
tions in the Treasury bill and GNMA-CDR markets, more than 25 
percent of both sides of the Treasury bond market, and more than 
one-third of the long side of the GNMA-CDR contract. The statistics 
on commercial traders' positions were equally revealing. They held 
about one-third of the open interest in Treasury bills, more than one-
fourth of each side in Treasury bonds, and about one-fifth of each 
side in GNMA-CDRs. Security dealers were, again, the most active 
commercials. Table 4-34 shows the commercial participation in the 
two surveys. In the early survey commercial interests were very 
dominant, but the statistics show that along with the growth of the 
overall market came a broadening of participation. Further, the statis
tics for commercials fall within the range of statistics for commercials 
in other futures contracts. Geographically, individuals in New York 
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TABLE 4-34 
AVERAGE OF 

LONG AND SHORT COMMERCIAL OPEN INTEREST AS PERCENTAGE OF 

TOTAL EXCHANGE-REPORTED OPEN INTEREST, 1977-1979 

Market 

U.S. Treasury bond 
U.S. Treasury bill 
GNMA-CDRa 

Commercial paper 

March 30, 

Commercial 
open interest 

(percent) 

27.0 
28.5 
17.3 
33.5 

1979 

Total 
open 

interest 

12,393 
14,992 
10,899 

531 

November 30, 

Commercial 
open interest 

(percent) 

66.8 
31.3 
37.0 
51.6 

1977 

Total 
open 

interest 

2,014 
4,800 
7,147 

332 

a. Government National Mortgage Association—collateralized depositary receipts. 
SOURCE: Naomi L. Jaffe and Ronald B. Hobson, Survey of Interest-Rate Futures Markets 
(Washington, D.C: CFTC, 1979); and Ronald B. Hobson, Futures Trading in Financial 
Instruments (Washington, D.C: CFTC, 1978). 

City and Chicago continued to hold relatively large positions, with 
traders in California, Texas, and Pennsylvania showing increasing 
interest in financial futures. 

As for many new contracts, the commercial interest led the way 
in financial futures, followed by the small retail trader. By 1980 and 
1981, after substantial growth in the market, the small public trader 
was a sizable proportion of the three most popular financial con
tracts—Treasury bills, Treasury bonds, and GNMA-CDRs. Table 4 -
35 shows the average monthly open interest for the small public 
trader during 1980 and 1981. In general, the small trader showed a 
preference for the long side and was particularly prevalent in the 
Treasury bill market. As the various financial futures markets have 
matured, the public trader has become part of the trading profile, 
providing substantial amounts of offsetting transactions for the finan
cial interests that use these markets for hedging. 

Concluding Remarks. The open interest statistics for small public 
traders show that their market participation differed greatly among 
commodities during the period from 1960 to 1978. In general, public 
traders had a preference for the long side of the market; they tended 
to hold a smaller percentage in markets with large open interest, 
and vice versa. 
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TABLE 4-35 
PERCENTAGE OF OPEN INTEREST, SMALL PUBLIC TRADERS, 

SELECTED F I N A N C I A L FUTURES, 1980-1981 

Market 1980 1981 

Treasury bill 
Long 
Short 

Treasury bond 
Long 
Short 

GNMA-CDRa 

Long 
Short 

43.2 
39.2 

38.3 
35.6 

32.1 
26.4 

56.8 
38.7 

41.7 
31.8 

35.2 
34.0 

a. Government National Mortgage Association—collateralized depositary receipt. 
SOURCE: Calculated from monthly average open interest data, Commitment of Traders 
Report, CFTC. 

Commodity Futures Funds 

With the history of inflation through the early 1970s, many investors 
realized that portfolios of real assets instead of financial assets were 
earning attractive returns. In addition to the pure return stream, real 
assets were and still are recognized as providing diversification to 
portfolios made up of financial assets. Participants in the capital 
markets had been familiar with not only the number but also the 
breadth of mutual funds, composed of varying proportions of equity 
and debt instruments. This familiarity, together with the lack of direct 
knowledge by many investors and the reputation of the commodity 
markets as extremely risky, created a market for mutual funds of 
commodity investments, or commodity futures funds. 

Commodity futures funds offer the small investor some advan
tages that are difficult or costly to secure individually. First, in owning 
part of the commodity fund, the investor purchases a piece of a 
portfolio, not an individual commodity contract. With the diversifi
cation, an investor's wealth is not affected inordinately by a dramatic 
change in the price of any one commodity. Second, funds are orga
nized as partnerships, providing some financial protections not read
ily available to the independent futures trader. For example, a direct 
investment in a commodity future requires an initial margin deposit. 
The margin is adjusted, or marked to market, daily in accordance 
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with the price moves in each commodity that day. Adverse price 
moves frequently bring a request for more margin, with investors 
committing more resources to the position than they might originally 
have intended. Through the limited partnership, the small investor 
can limit the potential losses to the initial investment.19 Third, the 
individual benefits from any tax advantages associated with limited 
partnerships. Fourth, the investors expect to benefit from the profes
sional management of their money and the technical expertise of the 
trading adviser. In a market in which many investors might like to 
participate but are unsure because of lack of expertise or lack of time 
to monitor the fast-moving market, a full-time professional manager 
can be extremely valuable. 

The size of the funds is also mentioned by some (for example, 
Brorsen and Irwin) as a potential advantage.20 It permits small traders 
to achieve many of the advantages of large traders merely by pooling 
their funds. In contrast, the large size of these funds makes them 
extremely visible on the floors of the commodity exchanges. Position 
changes usually occur in large quantity and affect the market as other 
floor traders and scalpers attempt to absorb the transactions. 

The funds were introduced in 1978, when nine funds were offered, 
and have grown steadily to more than one hundred funds in 1984. 
The organization and operation of a typical commodity fund are 
similar to those of its mutual fund counterpart. Usually a brokerage 
house acts as a general partner, setting up a limited partnership, 
registering it with the Securities and Exchange Commission (SEC), 
and issuing the necessary documents, including the prospectus. The 
fund has a predetermined size both in number of units and in the 
price of the units, a minimum being set on the number of units any 
investor can purchase (the minimum is frequently five units). 

While the general partner is responsible for the organization and 
operation of the fund, he does not usually manage the portfolio 
positions. An outside trading adviser is hired for a flat fee and a 
percentage of the profits. Although fees differ from fund to fund, 
management fees often vary from one-twelfth to one-half of 1 percent 
of net asset value per month while the trading adviser receives one-
fourth to one-third of 1 percent of net asset value per month plus a 
quarterly fee of 10 to 20 percent of appreciation in net asset value. 
In addition, the funds pay brokerage commissions for executed trades. 

Trading advisers are employed because of their expertise in trad
ing positions. A survey of prospectuses of many of the funds revealed 
that almost all advisers emphasize a technical style of trading. Certain 
charting and trend-following systems are mentioned most often as 
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the technical styles employed. Except for such funds as the Harvest 
Futures funds and Lake Forest Futures fund, there are very few 
fundamental traders among fund managers. 

Commodity Fund Performance. Although the funds may provide 
many potential benefits to the small investor, they are not without 
risk. They increased in popularity in the early years, but they have 
more recently come under criticism. An article in the Wall Street 
Journal on April 24, 1984, for example, noted that fifty-six of the 
largest sixty-one funds lost money in 1983. The losses cost the aver
age investor 14.5 cents of each dollar invested. One-third of the $620 
million in the funds in January 1983 was either lost or pulled out by 
year end. 

Critics have sighted several reasons for the poor performance in 
recent years. First, they have noted the large fees, which may run 
from 10 percent to 35 percent per year. The fees alone present a 
substantial barrier to making a profit. Second, they have noted the 
limits imposed by the CFTC or the exchange on the size of positions 
that the funds may take. Limited in any one commodity, funds 
necessarily look for alternative commodities in which to invest their 
capital. If they do so during a period in which only a few markets 
are exhibiting a trend, investments in areas that are not trending 
make it more difficult for the total portfolio to return a profit. Third, 
there is suspicion that the floor traders attempt to profit from the 
funds by guessing where the funds' stops are placed. If a market 
begins to move and a stop is "hit," the size of the position offset by 
the fund will probably be large enough to perpetuate the trend. Floor 
traders are thought to anticipate and attempt to profit from accen
tuated price moves that they believe to be temporary. Although it 
is difficult to validate these suspicions, it is clear that the amount of 
capital committed to the funds has decreased and that public criticism 
of them has increased. 

To present the rates of returns for the public commodity funds, 
data on the month-end net asset value for thirty-four of the largest 
funds and on all cash distributions was obtained from Futures (formerly 
Commodities) magazine for the period 1980-1983. The monthly aver
age rates of return for the funds are shown in table 4-36. The table 
shows graphically how these larger funds have grown in recent 
years, but close inspection shows that profits have not followed the 
growth. In 1980 seven of the eight funds showed a profit. In 1981 
and 1982 thirteen of nineteen and twenty-five of thirty-four did so. 
The number of profitable funds slipped to ten of thirty-four in 1983. 

An alternative way to measure relative performance is to compare 
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TABLE 4-36 
AVERAGE MONTHLY RATES OF RETURN, COMMODITY FUNDS, 

1980-1983 

Commodity Fund 

Galileo Futures 

The Futures Fund 

Harvest I 

Harvest II 

Heinold Illinois 

Resource Fund 

Thomson McKinnon Futures 

Boston Futures I 

Boston Futures II 

Commodity Trend Timing Fund 

Aries Commodity 

Hutton Commodity Partners I 

Hutton Partnership (Limited) 

Recovery Fund I 

Recovery Fund II 

Chancellor Futures 

Chancellor Financial Futures 

Horizon Futures 

Commodity Venture 

1980 

4.18 
(8.34) 
5.24 

(6.26) 
-0 .55 
(20.54) 

— 

2.33 
(13.19) 

4.90 
(7.11) 
3.31 

(6.88) 
— 

— 

— 

— 

— 

— 

6.23 
(15.36) 

5.75 
(15.17) 

— 

— 

— 

— 

1981 

-1 .59 
(8.20) 
2.81 

(7.85) 
-0 .16 

(2.39) 
-0 .21 

(2.16) 
5.13 

(8.37) 
2.96 

(6.22) 
2.70 

(6.46) 
2.07 

(11.86) 
1.72 

(11.37) 
2.40 

(8.11) 
-1 .36 

(9.22) 
0.10 

(4.76) 
1.85 

(7.84) 
-2 .79 

(9.45) 
-3 .88 

(9.27) 
2.25 

(10.55) 

0.75 
(7.81) 
3.58 

(5.61) 

1982 

2.04 
(10.15) 

2.69 
(6.12) 
2.89 

(8.03) 
2.81 

(7.89) 
0.48 

(9.07) 
2.03 

(6.02) 
0.26 

(7.67) 
-2 .83 
(11.54) 
-3 .23 
(11.95) 

0.02 
(5.83) 
2.45 

(8.84) 
0.55 

(5.89) 
0.37 

(9.02) 
0.39 

(9.36) 
-0 .58 

(9.29) 
0.49 

(6.94) 
2.91 

(13.25) 
2.92 

(7.02) 
1.99 

(4.70) 

1983 

0.46 
(7.49) 

-0 .77 
(3.67) 
8.27 

(28.16) 
8.07 

(28.89) 
-1 .79 

(8.40) 
-0 .52 

(5.60) 
-0 .92 

(8.46) 
-2 .00 
(10.56) 
-1 .80 
(10.38) 
-0 .56 

(5.57) 
1.14 

(11.96) 
0.18 

(6.98) 
0.07 

(13.49) 
-1 .95 

(8.41) 
-1 .74 

(8.13) 
-0 .66 

(7.19) 
-5 .46 
(14.57) 
-0 .86 

(3.84) 
-0 .35 

(6.72) 

(table continued) 
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TABLE 4-36 (continued) 
AVERAGE MONTHLY RATES OF RETURN, COMMODITY FUNDS, 

1980-1983 

Commodity Fund 1980 1981 1982 1983 

Lake Forest Fund — 

Peavey I — 

Peavey II — 

Dean Witter Partners — 

Saturn — 

Vista — 

Princeton Futures I — 

Princeton Futures II — 

Financial Futures Fund — 

Matterhorn Partners — 

La Salle Street Futures — 

Thomson Partners I — 

Chancellor Financial II — 

Global Fund — 

Enterprise Fund — 

NOTE: Averages calculated using month-end asset values and distributions. Standard 
deviations in parentheses. 
SOURCE: Futures (formerly Commodities) magazine. 

the funds returns with returns on alternative investments during the 
same period (table 4-37). As measures of alternative investments, 
the three-month Treasury bill yield, two Center for Research in Secu
rity Prices (CRSP) stock return measures, and five commodity indexes 
were chosen. The Treasury bill yield is the average of daily secondary 
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— 0.33 
(7.50) 

3.07 -3 .64 
(10.89) (12.25) 

— -2 .85 
(11.70) 

— 1.32 
(8.65) 

— 0.82 
(5.36) 

— -0.26 
(7.36) 

— -4 .10 
(9.06) 

— -1 .76 
(6.59) 

— 0.93 
(8.32) 

— 1.36 
(6.96) 

— 1.48 
(3.47) 

— 0.31 
(8.86) 

— 0.15 
(9.13) 

— -2 .37 
(8.55) 

— 0.81 
(4.46) 

-0 .72 
(6.71) 
0.24 

(13.44) 
0.79 

(16.70) 
-2 .37 

(8.56) 
-0 .19 

(6.87) 
-0 .66 
(11.14) 

0.04 
(8.18) 

-0 .55 
(5.93) 

-0 .43 
(7.92) 

-0 .41 
(10.56) 
-0 .73 

(4.30) 
-1 .55 

(9.34) 
-0 .77 
(14.58) 

0.35 
(16.67) 
-0 .57 

(6.37) 
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TABLE 4-37 
AVERAGE MONTHLY RATES OF RETURN, 

SELECTED MARKETS, 1980-1983 

Market 

CMI index 
Composite 

Meats 

Grains 

Metals 

Food and fiber 

Treasury bills 

CRSP stock index3 

Value-weighted 

Equally weighted 

1980 

-2 .84 
(9.45) 
0.15 

(7.54) 
2.12 

(6.15) 
-5 .54 
(16.98) 

2.02 
(8.07) 
0.95 

(0.22) 

2.53 
(5.29) 
2.46 

(6.05) 

1981 

-2 .50 
(3.44) 

-0 .46 
(3.76) 

-2 .22 
(3.43) 

-4 .71 
(8.44) 

-2 .84 
(7.95) 
1.17 

(0.14) 

-0 .28 
(3.76) 
0.57 

(4.37) 

1982 

-0 .49 
(2.91) 
1.29 

(6.14) 
-1 .16 

(3.78) 
0.97 

(10.29) 
-1 .68 

(6.39) 
0.88 

(0.18) 

1.69 
(5.36) 
2.32 

(5.53) 

1983 

1.85 
(5.42) 
1.59 

(8.55) 
0.94 

(5.40) 
1.03 

(11.98) 
2.02 

(5.40) 
0.72 

(0.04) 

2.18 
(2.37) 
2.48 

(3.29) 

NOTE: CMI = Commodities Magazine Index; CRSP = Center for Research in Security 
Prices; standard deviations in parentheses. 
a. Averages calculated from data on dividend-adjusted portfolios—an equally weighted 
portfolio and a market-value-weighted portfolio of equity securities. 
SOURCES: Commodity indexes from Futures (formerly Commodities) magazine; data on 
dividend-adjusted portfolios from Center for Research in Security Prices. 

market yields on the three-month Treasury bill; the CRSP stock return 
measures are dividend-adjusted return measures on both a market-
weighted and an equally weighted portfolio of common equity secu
rities; and the five commodity returns are calculated from monthly 
indexes published in Futures (formerly Commodities) for a composite 
portfolio of futures contracts and four subgroups of commodities, 
including meats, grains, metals, and food and fiber. Although these 
measures provide a broad basis for comparison of relative yields of 
the funds and other market measures, it should be noted that the 
funds' yields reflect all fees and transactions costs while the eight 
market measures do not. Thus one would expect the funds' yields 
to be slightly lower even if everything else were equal. 

For the composite index (as a gauge of the commodity markets), 
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1980 and 1981 were years with negative returns, 1982 was a year 
with slightly negative returns, and 1983 was the only year when the 
"market" showed positive returns. A higher percentage of the funds 
showed profits during years when the market was trending down
ward than during the year in which it trended upward. This obser
vation, though limited by sample size and the confounding effects 
of growth in the industry, is even more striking given not only that 
the market composite reflects the upturn in 1983 but also that all the 
subgroup indexes show a positive percentage in relative price changes. 
In 1983 only two of the thirty-four funds showed returns greater 
than the composite index. 

During the four-year period, the security markets provided the 
investor with returns averaging 1.53 percent and 1.96 percent per 
month, as measured by the value-weighted and equally weighted 
portfolios. These returns compare quite favorably with a -1.00 percent 
average monthly return on the CMI composite index.21 In 1980 six 
of the eight funds yielded higher returns than the stock portfolios. 
In 1981 this number stood at twelve of nineteen funds. By 1982 only 
six of the thirty-four funds had returns exceeding the stock portfolio 
returns, and in 1983 only two of thirty-four. A similar pattern is 
observed in the relation between the Treasury bill yields and the 
commodity fund returns. Treasury bills have averaged 0.93 percent 
per month for the four-year period. In 1980 seven of eight commodity 
funds exceeded the return earned by investing Treasury bills. In 1981 
and 1982, eleven of nineteen and thirteen of thirty-four funds surpassed 
the Treasury bill yields. By 1983 only four of the thirty-four funds 
were able to earn returns that exceeded the short-term yields. The 
return comparison with Treasury bills is particularly striking given 
the extremely low standard deviations of return for the bills compared 
with the commodity funds. 

A recent study by Brorsen and Irwin, in which stochastic domi
nance was employed, showed that commodity funds did not earn 
an abnormal rate of return.22 Although their technique considers risk 
preferences more carefully, mean-variance analysis would lead to the 
same conclusion. In short, the statistics in their paper and in this 
section suggest that, particularly in recent years, the funds did not 
earn abnormal returns. Further, the recent performance of the funds 
has engendered much criticism, which is supported by the compar
ison of the funds' returns with those of alternative investment instru
ments. 

The Commodity Fund Investor. It is much easier to follow the growth 
and performance of the commodity funds than to describe those who 
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invested in them. In an effort to describe the funds' clients, data 
from the Chicago Board of Trade study were again used.23 A question 
posed early in the survey concerned what type of account was main
tained for futures trading. Possible responses were an individual 
account, a managed account, or both. The data were sorted on 
responses to this question to look for systematic differences between 
those who maintained each type of account. 

In many ways those who opened managed accounts were similar 
to those who opened individual accounts. There was, for instance, 
very little difference in education or occupation, but differences 
appeared in age, income, value of investments, types of investments, 
and location. A higher than average percentage of managed account 
holders lived in the East and smaller than average percentages in 
the Midwest and the West. Managed account holders were older 
than individual account holders, almost 60 percent of them fifty years 
of age or older. Their annual incomes and the market value of their 
investments were also higher. Finally, the remaining investments of 
the managed account holders showed a different composition. About 
38.5 percent of them—and only 28.5 percent of the individual account 
holders—listed stocks as the largest type of investment in their port
folios. They also held more Treasury securities and tax-exempt secu
rities, showed less interest in the investment real estate market, and, 
as might be expected, showed more interest in equity mutual funds. 
Their experience in mutual funds may even have made commodity 
funds appear to be a familiar investment vehicle. 

Concluding Remarks. The commodity funds offer a relatively new 
opportunity to the small investor. Their performance was quite good 
in early years but has tapered off in recent years. This has led to 
criticism concerning the fee structure of the funds, the exchange 
constraints under which they operate, and the effect of their size on 
the formation of prices. The funds have lower average returns than 
alternative investment opportunities, along with large standard 
deviations of return. The CBT data on individual investors suggest 
that older, wealthier, more conservative investors than the average 
investor in commodities choose managed accounts in commodities. 

Summary 

The commodity markets, though initiated for hedging purposes, have 
frequently been viewed as a medium for risky investment. Market 
comments have suggested that most people who enter these markets 
on the speculative side lose money while only a small portion are 
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successful. It is often assumed that it is the small investor who suffers 
losses in these markets. Yet, if small investors lose and if they were 
rational, why would they continue to invest in these markets? Rock
well speculated that there was a large pool of small investors who 
entered the market, invested, and observed the outcome. Those who 
were successful continued to invest until they achieved their invest
ment objectives or lost what they had initially earned; those who 
lost their investment simply left the market.24 

Although this description of investors' activity may be accurate, 
little is known about the entry and exit—and much less about other 
qualitative or objective measures—of small investors in commodity 
markets. Details of the small trader's success rate, demographic and 
economic characteristics, motivations and opinions, trading behavior, 
information sources, and portfolio composition are sketchy at best. 
The common view of the small trader is as an unsuccessful, under
capitalized, unsophisticated, uninformed speculator who trades at a 
severe disadvantage in a futures market dominated by large traders. 
On the basis of this description, issues of the suitability of customers 
and the need for their protection continue to be raised. 

This chapter has examined the existing evidence and has presented 
a summary of what is known about the small investor. Success rates 
have been documented through previously published studies; char
acteristics and behavior have been described from recent survey data; 
market presence has been noted through the use of open interest 
statistics; and alternative vehicles for investment in commodities have 
been investigated through an analysis of commodity fund perform
ance. 

Previous Empirical Results. The studies discussed here are of three 
kinds: analyses of actual trading accounts; estimation of small traders' 
profits and losses; and characterization of small investors' styles and 
behavior. Studies by Stewart, Hieronymus, and Ross investigated 
account transactions and the relative success of the small trader. In 
general, their work showed that the average small trader was a net 
loser. Although some small traders were successful, the majority lost 
money, a loss that affected their entry into and exit from the market.25 

It is noteworthy that these traders were participating in a zero-
sum game. The results, when interpreted from this perspective, also 
support the notion that one of the consistent winners in these markets 
was the commission house. A zero-sum game implies that total prof
its and losses are zero, that is, profits and losses are merely redis
tributed among the market participants; but it also suggests that 
commission houses, which earn a fee for each transaction, translate 
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the zero-sum game into a net negative return investment vehicle. 
The study by Ross, for example, showed a gross profit, by the sample 
of traders, greater than $2.5 million. During that period the traders 
incurred transactions costs or commissions of approximately $8 million, 
leaving the sample with a net loss of almost $5.5 million. 

Studies by Houthakker and Rockwell constitute a second kind 
of investigation into the success of the small trader. In contrast to 
actual brokerage account data, both studies used data on the percent
age of small traders in the markets reported semimonthly to the 
Commodity Exchange Authority. The results did not include trans
actions costs and were only estimates of the returns earned by small 
public traders. They showed the large speculators to be consistent 
winners, with hedgers frequently incurring the offsetting losses. In 
addition, it appeared that small traders' investments performed better 
in larger markets and with long positions. Although this result was 
consistent with the notion of backwardation, it must be interpreted 
carefully since it was also consistent with increasing prices during 
the study period.26 

The final kind of study was represented by a monograph by 
Smidt in which he studied the style and behavior of the small inves
tor. His results support the notion that different trading styles exist. 
In particular, Smidt found evidence of both chartist and norm traders. 
The chartists tended to trade more commodities and use more stop-
loss orders in their trading; the norm traders were more likely to 
experience margin calls, to put up more margin when requested, 
and to have more experience in trading. His research, which was 
quite unusual, also provided evidence about reasons for choice of 
certain commodities, entry and exit, and style of trading. In sum, 
the early evidence supports the notion that the small investor was 
unsuccessful and left the market. 

Current Empirical Profile. Through more recent data collected by 
the Chicago Board of Trade and a study undertaken by Barron's, it 
was possible to get some description of the small investor's trading 
behavior, demographic and economic characteristics, opinions and 
motivations, information sources, and portfolio composition.27 Almost 
half the small traders lived in the nine largest states, approximately 
12 percent of them in California. They were predominantly male and 
married, and about half were over the age of fifty. They were highly 
educated, and their average wealth was above the average of the 
investing population in the Barron's study. 

Over half the respondents in the CBT study listed themselves 
as self-employed. The most frequent occupational categories were 
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farm employment, advisers and consultants, and engineering or 
science. 

Profit potential, low margins, and excitement were most frequently 
mentioned as reasons for trading. Traders often liked the fast pace 
of the markets but conceded that futures markets required more 
sophistication and experience than other investment markets. 

In addition to tending to have more income than other investors, 
futures traders also tended to hold portfolios of greater value than 
other investors. Their holdings of other investments and the types 
of futures contracts they traded differed by region of the country, 
income, and number of years of experience in the marketplace. In 
short, the surveys revealed differences that give a picture of the 
small public investor in sharp contrast to the common view. 

Public Investors' Open Interest. The section on open interest provided 
data on the relative presence of the small public trader in each of 
thirteen markets. In the grain markets small traders held between 
25 percent and 40 percent of the open interest in wheat, corn, and 
soybeans. Further, they typically held a smaller percentage of short 
positions than of long positions. The oats market—a small market— 
exhibited a much different pattern: small traders held a much larger 
percentage of the open interest. 

The small investor held a larger percentage of open interest in 
the livestock market than in other commodity groups. In both the 
live hog market and the pork belly market, there appeared to be 
very little hedging interest. Thus the percentages of long and of short 
open interest held by small investors were more similar than in other 
markets. The live cattle market, in contrast to the other two, had 
grown in recent years, mainly in short hedging and long speculating 
activity. Small investors' participation in this market grew at approx
imately the same rate as the market and thus maintained a fairly 
constant proportion of the open interest. 

Food and fiber markets differed markedly. The orange juice 
market showed virtually no long speculative open interest, a slight 
drop in long small trader open interest, and growth in both long 
and short hedging open interest. The potato market, which almost 
doubled in volume during the nineteen-year period, had a large 
participation of small traders. The shell egg market, with very little 
large speculative or hedging open interest, had the highest percent
age of small trader positions. And the cotton market, which showed 
some growth near the end of the period, revealed an increase in 
hedging, little speculative interest from large traders, and a steady 
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to slight decline in the percentage of open interest held by small 
traders. 

The financial futures contracts, the newest and largest growth 
contracts, showed a predictable pattern of open interest. During the 
early years the open interest was primarily held by the commercials, 
with very little retail following. As the market began to mature, small 
public traders began to take a larger percentage of the positions. By 
1980 and 1981 small traders held a significant portion of the outstand
ing open interest. 

Except possibly in the newer financial markets, small traders 
held larger proportions of smaller markets, and vice versa. Further, 
except for several markets that lacked significant open interest from 
hedging activity, small public traders held larger percentages of long 
than of short open interest. This pattern is consistent with the use 
of these markets for short hedging activities. 

Commodity Futures Funds for the Public Investor. With the recog
nition that many investors viewed the commodity markets as risky 
yet possible investment alternatives for portfolio hedging and diver
sification, commodity futures funds, similar to stock mutual funds 
were started. The funds were marketed to provide the benefits both 
of professional commodity investment and money management and 
of the partnership form and limited liability. 

Along with the benefits came advising and management fees 
based on net asset value and performance fees based on appreciation 
of the net asset value. The return data provided an intriguing view 
of the current status of the funds, which have increased in both 
number and size. Although the performance of the early funds was 
quite good, fifty-six of the sixty-one largest funds lost money in 1983; 
not unexpectedly, the funds have begun to shrink, both by direct 
losses and by the withdrawal of investors' funds. Commodity funds, 
which were to provide access to commodity investment for the unin
itiated investor, have earned a mixed reputation. 

Policy and Research Issues. The study's results created a new picture 
of the small public trader, which contrasts sharply with the commonly 
held view from which the call for regulatory control often arises. 
Although early studies supported the notion that small traders were 
frequent losers in the futures market, the survey data did not support 
the image of undercapitalized, unsophisticated, uninformed specu
lators. Small futures traders were, in general, well-educated profes
sionals, whose incomes and portfolio values exceeded the average 
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values for other investors. Many had years of experience, in contrast 
to the view that the population of small traders is continually chang
ing. While many had long-term capital appreciation as a primary 
investment goal, small traders also traded futures for short-term 
speculative profit and were attracted by the profit potential and 
leverage. 

Though enjoying the excitement and fast pace of the markets, 
their respect for the markets was shown by their view that these 
markets required more sophistication and experience. Although having 
a good broker was deemed important, many maintained multiple 
brokerage accounts and made their own decisions. The study by the 
Federal Reserve, the CFTC, and the SEC substantiated that 90 percent 
of the respondents felt that they had been fully informed by their 
brokers of the potential risks. In short, the survey results supported 
the notion that small traders were not undercapitalized, were sophis
ticated, retained control of their investment decisions, and managed 
information sources and brokers better than in the conventional view. 
The evidence did not support the common picture of small traders 
that triggers the call for more regulation. 

The picture of small traders that emerged, however, is not the 
result of pure competition in an unregulated market. To interpret 
the results in this light would be naive; to use the results to argue 
for fewer rules might be shortsighted. Rather, disclosure require
ments and customer suitability tests have created the environment 
described. Potential futures market customers sign extensive risk 
disclosure statements before beginning to trade. Brokerage houses 
have instituted stringent economic tests, such as minimum net worth, 
to attract customers who can withstand the vagaries of the futures 
markets. The customers appear to be more stringently chosen than 
those in many other investment markets. 

Yet questions remain. Some will continue to ask if more disclo
sure or customer suitability requirements should be issued. Should 
such requirements be imposed by the government or by the industry? 
Is self-regulation feasible? Will it erode, harming the small public 
trader? Should the suitability of customers be solely a decision of the 
brokerage industry, allowing firms to compete for customers on this 
issue? These are but a few of the major issues, many of which can 
be raised in reference to the commodity funds. The funds' fee struc
tures and returns raise serious concerns. In short, although the small 
traders' characteristics were found to be much sounder than commonly 
believed, arguments for or against regulatory action must recognize 
the current institutions and rules that created them. 

While many hypotheses were accepted or rejected, many ques-
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tions answered or discarded, and many stereotypes created or 
destroyed, the collection of data also raised a number of research 
issues for which the extant information sources have little to offer. 
The issues raised can be categorized under one of four headings: 
investors' characteristics and motivations; trading patterns and success 
measures; returns to investors and transactions costs; and investors' 
information sources. 

Although the study provides a partial profile of small traders 
who were currently trading in the market, further characterization 
of small traders and their reasons for investing in futures might affect 
the organization and suggest changes in the market and the insti
tutions. Although Smidt's study suggested some trading styles, more 
research on trading strategies and styles, correlated with various 
measures of success, might strengthen one's ability to understand 
the market and the price formation process. Similarly, current studies 
of individual returns, similar to the early transactions studies, would 
provide data concerning competitive market pressures and returns. 
Issues such as the changing commission structures, the relative sizes 
of the markets, and the flow of funds to various participants could 
be addressed. Finally, the timing and usefulness of information or 
data sources for the small investor need to be examined. To the 
extent that market power differs by the relative size of the market 
participant and affects access to timely information, understanding 
the information constraints of the small investor may lead to different 
forms or means of disclosure. The discovery of barriers to acquiring 
information is a necessary step toward enhancing the process of 
efficient market pricing. Investigation of many of these and related 
research issues will lead to further insight into the source and kind 
of regulation required to protect the small public trader while preserv
ing the desirable competitive aspects of the futures markets. 
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