‘f'CONSUMER CREDIT PR@TECTI@N ,AC

Wh1le that is undouutedly the intent of the b111 it-fails :
;mtentlon ‘and its failue is a result of a lack of knowledge of the character of;
'margins on commodity: exchanges here: in ‘the, bill is the - word “margin”
used; it deals with “credit.” e dra jsmen. have -confused margins with credit

‘ ~-arangements because the word “margm” is used on stock. exchanges to reprev_
- gent- the difference between the price of a security. and the amount of credit
 extended to purchase or hold the security and have -assumed that the o
. meaning is: -aseribed :to:the word “margin” on a commodlty exchnge. Thus he
. bill gives:the Federal Reserve. Board power to: “prescribe. regul o
¢ the amount ‘of crecht that may be ex ended or maintail
contract.”?
Lo Since no credlt is extentled on futures contr_‘
‘changes ‘are concerned, the proposed regulations ‘would ha
“the bill should become law. and if:it should be interpreted,: S dra
" to permit regulations governmg ‘margins on:commodity excha ges, v e
‘cerned that the same misunderstanding-as to the. margins utilized. on futures o
‘exchanges would ‘prevail to the- end that- commodlty futures markets mlght lose
their economic usefulness.
* “The operation of a- commodlty futures market is technlcal and mtncate But ;
~‘one does not have ito be a n expert in its intricacies to-understand the difference
between margins on ‘stock purchases and margins on futures exchanges,The

. former regulates the amount:of credit that may be extended on the purchase. fa
security ; the latter has nothing to do with:credit on purchases an ;erely a
fund to’gudrantee the customer s obhgatlon to his

"1s a vamatlon inprice. ;
‘When a pérson-buysa seéurxty on: a stoek exchange 1
within & few:days and he:must pay: for the stock:and rece :
from his broker or other lender a portxon .of the purchase price ;ndj st
the balance in cash. What he: puts up.in cash is called margin. in § ock
actions. 'When-the margin is: 109 he may borrow 90% ; when the margin
70%, as now, he may borrow 30%: Thus -when the Federal. Reserve Board in-
creases. margins it decreases the credit permitted on stock purehases :
The eeonomlc theory behind governmental contrel.over marging on. stock ex«
'hen:eredits | 1e easy, more stock is p ‘ ‘

: ’ no-qu : ;
i -—,tha ‘hey have nothing to ado Wlth commodity - fu
is a place where people buy stock with conveni nce
.. for'the:economy generally and for the purchagers
‘to prevent them from oversextending their credit.
“is mot set:up as:a place where people buy . commodlt
: for reducing: the risks of price changes by. affordlng;
sors and merchants an opportunity to hedge those risks.
2 When g jpergon enters; into ‘contract to:pu chase 8
- ‘change (whmh is'a contrt | d tim
-~ ‘not incur an obligation to pay 'for that commo i
~case of a:stock purchase. If he retains his contract until the dehvery date,
.- _he rarely does, he pays the: full purchase price in, cash, The margme.cou
by the bill- ‘have: nothing to.do with those transar:tmns which culmin:
livery and are.the exception. In the usual transactlon'an‘ almost
‘ age of 4 smculator, against whom the.bill is aimed, the '
*_to buy will actually not purchase the commodlty but w111 1nstead dl‘s Ppls
- obligation to purchase by an oﬁsettmg contract to sell an, equwalent amount of' '
_the commodity. - L '
. The margin whlch a purchaser of a: cont ract - .
qumed to put up by exchange rules is not a- down payment on the purehase
price, as in the case of stock It has a dlfferent funct1on.~ It 1s to protect the’ "
-clearing member of the exch :

= '.,transactlon W '
 petween the dat e customer en i . '
- .date he cancelled 'his . contract by a 'soffsettmg sale ;‘If; there iy a pnce change o




