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Foreign Currency
Futures Market

by A. J. Naylor

he dramatie

changes in the
International Mon-
ctary System have
prompted the Chi-
cago Mercantile
Exchange to devel-
op # futures mar-
ket in foreign cur-
rency, according to
Leo Melamed, Chi-
cago Mercuntile

Exchange board chairman.

“This type of futures contract,”
Mr. Melamed said, “had been under
serious consideration by our exchange
for over a vear, ever since it became
obvious that the Bretton Woods Sys-
tem wns on the way out. The antici-
pated monctary developments and the
recent apreement for wider margin of
fluctuation of foreign exchange rates
have made it imperative that we pro-
cred with this new market #8 s0on as
possible, hopefully early next year.”

lle discloged that Dr, Milton Fried-
man, the renowned economist and pro.
fessor of economics from the Univer-
sity of Chicago, had been retained by
the Chicago Mercantile Exchange to
anulyze the feasibility and need of
such a futures market,

Mr. Melamed stated that Dr. Fried-
man's preliminary special paper on
this subject fortified the Chicapo Mer-
cantile Exchange opinion that a fu-
tures foreign currency market was
necestary and realistie.

In this paper, Dr. Friedman glates
that, “it is clearly in our national in-
terest that a satisfactory fuotures
market (in foreign currency) should
develop, wherever it may do so, since
that would promete U. S. foreign
trade and investment, But it is even
mare in our national interest that it
develop here instead of abroad. Its de-
velopment here will encourage the
growth of other financial activities in
this country, providing both addition-
al income from export of services and
ensing the problem of execating mon-
etary poliey.”

Dr. Friedman points out that an
cxpanded band on exchanpe rates
“vreates a major need for a brond,
widely hased, active and resilient fu-
tures market,” and explaing that,
“foreign trade is often ecopducted on

narrow margins, A range of plus or
minus 2.25% in exchange rates offers
a visk to the trader selling poods for
future payment that he may reecive
4.60%  less-or-more-than he might
judge from spot rates. This could
make a substantial difference in the
profitability of a trade. The actual
risk may be even greater if he is oper-
ating in different currencies.”

Dr. Friedman expanded on this
premisce and concludes that, “lforeign
trade will not he hampered by these
risks if, and only if, there iz a futuyes
market in which they can be hedged.”

As to the place where such a fu-
tures market should develop, Dr.
Friedman emphasizes that the “U. S.
is a natural place for a futures mar-
ket because the dollar is almost cer-
tain to be the major intervention cur-
rency for central banks and the major
vehicle currency for international
transactions, Exchange rates will al-
most surely continue to be stated in
terms of the dollay.

“In addition,” Dr. Friedman as-
serts, “the U. 8. has the largest stock
in the world of liquid wealth on which
the market can draw for support. It
has the lepal structure and financial

stability that will attract funds from

abroad. It has a long tradition of {ree,
open and fair markets."

Mr. Melamed pointed out that al-
though there are presently forward
markets in foreign currency in Lon-
don, Zurich and New York, they do
not have the breadth or depth that is
needed nor do they have the wide
communications apparatus necessary
to make the market viable.

“The Chicago Mercantile Ex-
change,” he said, “will provide this
market with facilities, communica-
tions, public participation and know
how of a major exchange.”

AL the present it is contemplated
that at least four major foreign cur-
rencies will be listed. Canadian dol-
lars, Swiss francs, English pounds
and Deutsche marks are almost cer-
tain, but the exchange is studying
other possibilities. When present ne-
gotiations with various major banks
have been finalized with respect to
the delivery svstem, the C.M.E. will
announce all the detailed specifica-
tions of this new market, as well as
the opening date.

Mr. Melamed concluded that if this
action of the Chicago Mercantile Ex-
change is successful in establishing a
viable market, “it will prove of para-
mount significance to the U. S,, as
well as for those engaged in inter-
national foreign currency trans-
actions.”



