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vestment ,‘ca;pivt‘asffﬂofvif-s‘ to l the éommodfi-ty futures markets on”ﬁlftfhe selling side
in exactly the same way as on the buying side, so there is no reagon to fear
inflationary congequences of. such a flow. An increased flow of capital into the

stock market, on the other hand; necessarily raises stock prices, as the new in- .

 vestment capital eomes on the buying side. It is possible, in.a rather scumbersome
procedure, to sell stock short by borrowing stoeck certificates ; but this: device iy

by no means the equivalent of selling futures contraects. - N :

The second reason why the inflationary concern dees. not.apply to commodity
futures transactions is that their prices must come to the. actual comrmodity
price from four to twelve times a year, depending upon the number of delivery
months. The price-earning ratio. of the stocks in the Dow-Jones Industrial aver-
age has ranged from 6.4 to 51.5 since 1988, indicative of how far stock prices

~can range from the true current earning capacity of the physical assets they
represent. Commodity futures:prices can depart from the true expected arning
capacity of the physiecal assets which they re ent also; but this departure is
necessarily temporary and limited because of the delivery provisi ns: Occasion-
~ally -a commodity futures price is forced above the true economie value of the -
commodity in a delivery month Squeeze ; but such actions are severe ¥-punished
- on other than inflationary grounds, and indeed their general economic impact
is'trivial - i : : e ‘ i o

- The consequence of prolibitive margin requirements for the oommodit;yfﬁtiddé'

Consider a merchant who carries large-stocks of grain, hedged in futures con-
tracts, margined with the clearing house at approximately 5 per cent of the value
of the grain represented in the futures contraet. He. berrows: 90 per cent of the
value of the grain from his banker, on the condition that it be so hedged. His
banker’s praetice is to. require 25 per eent eredit ‘margin on unhedged grain
inventory. Now if the futures margin is raised to even 16 per cent, the balanee
‘hag -been tipped against hedging. The merchant ean finance his  inventory
unhedged for 25 per cent, or hedged for 26 per cent (16 per cent futures margin
plus 10 per cent credit margin.) Moreover, his minimum capital requireme
- been raised from 15 per cent to 25 per eent. R TR IR (O R e
- He prefers to hedge, of course, for other reasons than the lower margin re-
- quirements on bank credit which it assures him. So he might ap ¢h his
banker and request some compensatory reduction incredit margins to enable
him to continue hedging with higher futures marging. But his costs have beén
inereased in any event, and if the futures margin were set still ‘higher; at say
25 per cemt or more, he ‘woul@ almest ecertaimly stop hedging. Then he might
approach’ his banker to reguest lower credit margins on unhedged grain. The
banker could conceivably respond to the merchant’s plight by granting lower
~credit margins conditioned wupon (1) hedging in forward commitments, instead

oo futures eomtracts, (2) relating credit marging to price changes in the inven-

- fluctuatio

tory, thus in effect taking on one of the functions of the graim trade, ‘which is
- to watch grain prices. L S ol s S s
. "These are, of: course, baekwasrd,steps-‘lm economrie development ; for: these were
. the practices that had to be followed before the futures markets evolved. For :
~ward sales are more «eostly and less reliable thm'futures;;eomua@ts;( | by it is
not uncommon to use the futures market for hedging agaimst contraet conecella-
tions.) A hedged position in futures is a miuch cheaper way for the banker to -
guard against inventory priee fluctuations than actual day-to-day study of the
prices of all the various categories of inventory that serves as loan collaieral, -
Moreover, with the departire of the commercial firms from the futures markets,
these markets would soon wither and die, so that the banker would have no
. reliable source of priee information to watch, even if he chose to study prices. -
“The consequences of higher margins for some growers ol e S
- 'Commodity futures centracts are used by some farmers to protect the price
- for a growing crop, or for a crop which has been harvested and placed.in sto age. -
- This is particularly advantageous to growers of a crop-like petatees, for which
_there are no government. price supports and which are subject to wide price’
ns. Oftentimes the grower may have to borrow margin money from his
local bank, whereas in other ccases a dealer may handle the commodity futures
~ transaction in conjumetion with a econtract te buy the-farmer’s potatoes at
~harvest time. The economy of futures trading is of particular impertance to
the potato grower. If margins were substantially increased he would vert to
a system of forward contracting which places him at a bargaining disadvantage
vis-a-vis dealers. ‘ G -
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