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~ capital asset—the commodi_ty involved—is conveyed i‘n" a transaction
reol[uirmg full immediate cash payment. The only capital asset in-
Vo

ved is the commodity dtself, which can only be owned and used after

- delivery occurs, at which time ownership is otherwise financed through
otherwise established credit facilities, chiefly the banking system.’
_ Since no title is conveyed prior to delivery and no loan is extended, no
credit can be involved in a futures transaction, hence the word “mar-
_gin” has an entirely different meaning in this context, and the pur-
pose of margin is different. g » v
The purpose of margins on futures transactions is to assure the
“transfer of funds from those who incur losses to those who profit from
. futures price movements. They are always established at levels in-
tended to cover the prospective price change. These profits and losses
must be exactly equal, as there can be no net gain or loss to all par-
ticipants in| futures trading—which there can be, and often is, to all
owners of securities. Not only is there a short position opposite every
“long position in futures, as there is not in securities, but the short sale
of a futures contract is exactly symmetrical with the purchase of a
futures contract, which is also not true of stock transactions but 1s true
of the purchase and sale of options to buy or sell securities, referred to
as “puts” and “calls.” ; i S '

Let me sim this up with an illustration. When I buy a $100 share
of stock by depositing $70 margin with a commission firm, the com-
mission firm loans me the other $30. I may receive dividends which
 manifest my use and enjoyment of the capital assets which I have pur-
chased. Buf when I buy a corn futures contract entitling me to receive

5,000 bushels of corn next December by depositing $500 with a

‘commission firm, neither that firm nor anyone else loans me any money.
1 have purchased no capital assets, hence I cannot receive any earnings
or other manifestations of the use and enjoyment of a capital asset.
From this it is already clear that futures margins are much different
~ from security margins and that. the purposes for which the Board of
'Governors controls the latter could be in no way served by vesting
commodities futures margin control in the Board of Governors.

Tt should also be noted that the relationship between price and the
current eatning capacity of the capital asset being priced cannot fluc-
tuate over isuch a wide range, or be distorted over such a long interval,
in futures as in the stock market. The price-earnings ratio of the stocks
in the Dow Jones industrial average has ranged from 6.4 to 51.5 since
11933, indicative of how far stock rices can range from the true cur-
rent, earning capacity of the physical assets they represent. This fact
in itself is hardly reassuring on the point of eflicacy of stock margin
controls, but the more salient fact is that this has not occurred and
could not occur in commodity futures. Commodity futures prices can
depart from the true expected earning capacity of the physical asset
which they represent also, but this departure is necessarily brief and
* limited. Prices of commodity futures contracts must come to the actual
~ commodity price from four to 12 times a year, depending upon the
number of delivery months. e ,

The question of credit expansion, then, has utterly no relevance to
commodity futures. The question of excessive speculation may be said




