it the farmer to”

roguce and enable r. to ‘obtain prod
Among those who use a fu ures excha 26

-example, are growers, shippers, merchants’ and manufacturers, Since tl re .
- not an equal number of ‘hedgers taking long and short positions on the exchange,
speculators are necessary to a futures market and, for an expected profit, they
-act as insurers for those who (deal with the actual commodity, IPREON
__The hedger who purchases, sells, or holds,-
against a change in ‘price by taking an opposite (
If he is a farmer or a merchant who holds cotton
If the price of his cotton goes down he li
nd what he loses on his cotton he makes up on his fut
~Speculator who generally takes the pogition opposite to t
the function of the insurer. Markets which enjoy higher ]
. participation’ provide more reliable price protection. A mar ;
speculators is less effective, less liquid and less useful to a hedger. If ma ins are -

increased to drive out the Speculator the functioning of the futures market will.
- be impajred and the benefits of hedging to the country’s econonmy will be los
_There is little similarity between the operation of a stock ‘exchange and a -
commodity exchange. On a’stock ‘exchange ‘when a person buys a secuy ity he
Teceives it within a few days and must pay the sellér the full price in cash, If'
he requires credit to finance his purchase he borrows from his broker, The margin
is the amount of cash he puts up which is the différence between the purchase
price and the amount borrowed. Lower margins mean higher buying power.’
Thus, when margins are low there is a greater demand for stock and this haga*
tendency to increase prices. When the Federal Reserve Board is of the opinion
that excessive speculation on the stock exchanges is causing an excessive increase
in p;x%ices,«margins;fare‘-:.increas_ed,an,dv it is.believed that the effect is to reduce

the demand for stocks and thus stabilize the market, . = C ok
‘Margin on a futures exchange is based on an entirely different concept. It has
nothing to do with the amount of. money made available to purchase commodities, -
It is not.a downpayment on the price. A futures contract is a contract to purchase’
and sell a:commodity for delivery in the future. Most contracts are Hquidated by . .
offsetting contracts before the delivery date. Delivery is the exception. In.thoge::
cases wheére: delivery is made, the purchaser pays eash and the margin put up

on his futures trade is not related to the cash which he pays. The margin on a =

future exchange is:m rely security to guarantee to.the.clf‘e‘aningmemberet;he;o'bli» Foln

gatiens of the t_I‘ad*e‘L‘:WhQn*hejbi\in‘O“T'Sellﬁ' a:futures contraet. -+
- 'What is that obligation? Wher

4 v n.a customer buys a f "unesz;\contréét»h' i):wés\:' S
“the price changes in his favor he owes nothing. ¥t is only. when there :

is an a(ivegse‘ehange in.price that he incurs :an-obligation. ‘Whe! ‘heroffsets his.
contract b The margin is: to ‘guaran-;

by ‘a contra-contract he must pay his loss. T}
tee to the clearing member that he can pay this loss.: The amount of the margin:
is fixed in relation to the loss which he may sustain as a result of an; adverse
change in:price. When the price ‘changes so that the margin is “partially - used
up additional margin is called:for and this additional margin’is-also merely
to guarantee to:the clearing member that the customer will be able toipay the/loss:
resulting from an adverse change in price, When the governing board-of: an ex-.
change seesqa:likelihood of la‘rge:priee:ﬂaetuatians,;in«itial:margins.are dncreased
e because it-is anticipated that there will: be:a larger obligation

to pay for an adverse variation in price. ; Pt S ot ;
We have discussed the margin' applicable to the:buyer. Every transaction on

a: futures . exchange involves ' a seller and buyer. Generally: both: parties:are.
required to;put up -margin. In a normal transaction on-a stock exchange, margin .
is required only of the buyer because the seller’s transaction is completed.:On a
futures exchange every: single - trangaction -involves a -short sale and there are .
speculative shorts as 11 as speculative longs. The amount. of the: margin
and should:-be:geared ta: the obligation of:the:trader Wwihich:i '
variation in price:when he closes out his transaction whet

short, .o e T R
Whenx‘gtheygprurpos-enwﬁgmaﬁgina!‘oné‘;‘a:,ﬁiébmm@difﬁ
it-is not a.downpayment on the pric it should that
reduction inimarging will not he effective to:control ‘However,
n margins beyond the point hecessary to guarantee the obligation, ¢ ~
nay interfere with the operations of a futures exchange in facilitating the -
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