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The wave of
the lutures

Chicago’s innovative exchanges have
way beyond soybeans and pork bellies.
Wall Street’s soft underbelly may be next,

by Jack Star

W Wrange and wonderfial thing o5 happenang on the Nooc
L\HHHMMEM o LaSallc Strecl. Sue
Levy. o clerk there, tears two pisces of paper from some re
cently imytalled teleiype machings and brasskly carries them 1o
& man slanding behind 2 high desl.

The picces of paper are common wock twders. One, from
8 Bache Halsey Stuan affice #t Rochefeller Plaza in
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separately for the round lot of 100 shares and the 26
odd ot

million fewer mvestors today than it bad four years ago, e
Board of Teade has never been bealthier, doing half of
America’s commodity rading.

gone

McGuire, a5 chairman of 1he CBT board of directors.
helped cransform the staid Bourd of Trade into something new
m markets. (8 his 28 years on the Noor. be has won and Josi
sevoral fortunes, but he has mosthy won
of Trade's big sxccess. Untl the early 19705, commodity
prxer had remained relatively asbic. Grain bins were filled
with the agricultural overabundance of the 1960s. The rest of

which 1
When the US dollar was devalued in 1971, however, per
commodicies became cheaper abrosd. Bad westher in Lhe
Midwest in late 1972 delayed the soybean harvest Soybear
B tupplement for Hvestock and poultsy feed.
up $100 8 ton 1o nearly $400 3 foo by the summer
of 1971, The anchovy {when ground NP, B COompenior of sy -
Dean meal) disappeared from ity normal haunts off the eous of
Peru. Arother devaluation of the doltar made US agricultural

5 big gran desl Bad westher deluyed corn and soybean
pantng. By late 1974, the carryover supplies of som weme a1
their lowest point since 1944,
&HdMnmmrmumtnmm.mﬁq
the Chicago Board of Trade a very buny and profisable place
for many (dut not all) traders. And the unceraintes of Uhe
Prssang syslem made bedging more important than ever. CBT
speculslons, in effect. serve 4 ssurange men, selling Tutere
Price msurance to larmer, eltvasor pperators. millers. snd ex

Funuph.nm-fum.uhﬂmhmh&;
Epring, estimates 1Bat it will cost him $2.50 a bushel 1o
produce mm,ﬁmhhnry-mm-m

;

the furure. Seeing that Decsmber corm futures are besng U aded
2 $2.60 & bushei—s price that will give bim & modeu
profin—ne wells bis broker 1o contract on he Board of Teade
10 841 hss corn crap there in December, He has nio intention of
hhmﬂhmmﬁﬂnluuﬁk*mﬂhmm
a nearby grain elevasor in Jowa. When he is ready 10 0o 10 The

futures has also fallen 10 $2.40 & bushel: the farmer has his
braker buy 10,000 bushels an the Board of Trade o sansfy his
odligation ko Celiver 10,000 bushels thete st $2.60. The farmer
thus males a 20 cent-a-bushe! profic on That transaction. This




Jﬂrhnwd’fq ¥ ol & fined rate, to
the buyers of his houses. This (8], when the homes are com
pleted wnd he goer oul 1o Nind the mortgage money, he may

trenesedonsly

Mot thar every ides was an ungualified success. The CRT
wed 10 imidte e Merc by bnstituting live canle contrats,
but the Merc had the marker sewn op wnd the Board of Trade
had 10 abandon trading. A new wheat contract failed to sppeal
o the big exporicrs, whi found 1he old contrast mare 10 their
liking for hedging.

Speculstors, at well as hedgers, have been siracied w

the commodities markets—op 136 percent in volume in the
past five years, compared (o oaly 80 peroont for the New York
Siock Eachange. W & U who sometimes give
CBT the reputstion of & “Las Vegas Easi” as Warrea W,
Lebech, 35 vear oid peesident of the Board of Trade, puts it
B e demies that speculating u gambling. "o you're playing
cards or rolling di0c. you are creaing risk by polting money
oa the ling.” be 1ays. “In contral, wixe speculating on & ¢Om-
modiay future you're assuming a risk that already exisli,
You're an insgrance man, not a gambler,”

Lebeck s quick w0 adimit that 3 good number of the 150
member 300 eviedy year are chapoiad of by wadirs who
have pone T here had Lo be & loss for every gain,” be
says. “That's srading.™

The CHT presidens is more semsitive about the poblic’s
uading lpsses. Fewer than 300000 Americana have ever
traded 2 futures contract, whercas 23 million persons own
siocis; but the number of futures traders s fast inCremsing.
The speculators among them Jose moncy & often @y now
perhaps more ofton. “We hive siways preached 1o them.™ he
says, “that you must have risk capital, money ihat you can af-
ford to lose. Onherwise, stay oul”

most wunning revolosion ol the Board of Trade s one

that Chairman MoGuine says began, almosi by accident,

in 1971, “We had 8 liotnse 10 irade i securities bot Badn’

sraded a stock since 1953, be says. “The SEC said that it was

going 1o cancel our license. We didn'l wanl 10 Jose it Decauss

&t the moment the commodies business was vesy thow. Thit

started us 10 hinking sbool @ marie in wock oplions which
then were traded only ower the counger.”

Afver severn! years of thought, with §2.5 mullion spent on
research, the CBT was ready April 26, 1973, 10 set up b spin-
ofT exchange for stock opelons in its old smoking rooen next w0
ihe trading floor. 11 was called the Chicago Board Options Ex-
change. To keep the SEC from istrediog sn the sffairs of CBT,
the Boaré of Trade made it clear that the new exchange was

For stastup costs, free memderthips were offered 1o the Board
of Trade's 1,402 members for ihesr personal irading., and M0
iraders are now members of both Other mem.
berihips were fired sold for $10.000. Today there are §.500
murnbers ané 8 membership 8 worth $75,000--2 €540 peccent
imereass in Lhree years.

The CBOE i an ides whose time has come. The average
daily volume in [00-share contracts increased from 13,000 in
Janary, 1974, 10 123,213 in Jencary, 1976 The monthly
dollar volume rose from §77.4 millson 10 almoss $1.27 billioa
last January.

What & a stock option? It is 2 contract 10 buy A $105k a2
& oerinin prade three, six, or pine months in the future, The ex-
change corrently deals n 84 clegant suocks. including [BM,
Xerox, Polaroid, and Avon By paving what is called &
shout 10 percent of the going price of & stoci,

of
¥0u get & piece of paper confirming you own an opsion. I is

Amerwcan Stock Exchange i New York and the Philadelphas.
Balumore-Washington Stoch Ewchange in Philadciphia w
begin trading options. The Options Corp.. located
bere. handles the complicazed paperworl all three e

a tight coiled spring—is & man in o burry.
& result of his eoergy. the Chicago Mercantile Exchasge, of
which be has been board charman on and off since ) 969, has

protpered and eapanded slmosz beyond belsef,

Melamed arrived here in 1941, ot the age of 9, speaking
enly Yiddish and Polish, a refuges lrom Bialvsiok, Polard. He
grew up on the Norttresst Sede whee his father was » teacher
of Yiddish snd Hetwew (mclamad means teacher of Yiddish).
At 20 bhe entered Jobn Marshall Law School, working
meanwhile g & board marker a1 the Merc

The Merc. when Melamod firse started (here in 1942, was
o Tudéy duday place dealing mainly ko butler,

m.mmmmmmw.
seil. began trading full ume in 1966, and was elected 1o the
board 2 year tater,
. Melamed was & spobesman for the handful of young dis
sigenty whis thought the Mere ba¢ started on 15is road in the
early 1980, when it introduced a revolutionary lulures con-
tract in frozen pork belles {12 14-pound slabs of uncured
baconl Within three years bellier were ar amszing vucceis
and speculators swarmed 10 the Merc. Mainly because of the
belles, the Merc was on s way to becoming the worid's
seoond biggrst commodily evchange. But Melamad and the
dissidents were not salfigd
“We wanted 10 move IO markets thas the older members
i 5 oo e K WS g e s
& , live ™ e "
e e S hogs.” he says. "It ook a ot
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*' YOu knom.,” he asks, referring to his spesch, “1hat in
1964 1he total tramactons of fatures at all American ex-
changes amounted 10 6,245,409 The Merc did 249,554 irades
of that total of .8 pereent In 1975 the totel industry transac-
tons were 32200100, und che Merc's were 6.401.9% or
shogt 20 peroenL
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speculaors. The smalier contrects were tailormade for them.
MudAmenca could handle a 7000 bushe! hedpe. wheneas o
the CBT a farmer had 1o buy two 5000 bashel futores con-
tracts

The eachange dealt in corn. whest, soyheany. silver, and

nesds of the average farmer. The exchange now irades 13000
such contracts 8 month. “You wee,” says Charles J. Fanaro,
Jr.. enecutive direchir, “wi'te proving Ihdl we arenl jusl
mmmhmﬂmW“

Fanaro s an interesting case in poial. A y man close
1 40, whose grandparents came from Sicily, Fanaro studied
' i the University of Chicago. A plonger from the
beginning., be once tried 10 charier 8 barge and Gl it with Hoa-
duran oranges when 2 frost destroyed mosi ol the Florida
crop. Then he took 10 the commadities market and lost a pood
desl of moncy gong short on pork bellies.

“Iwﬂd;ﬂﬁnmﬂmur1h:
enough money for 3 membership on or the Board
Trace.” savs Fanara. “So, m 1966, 1| bought a membership 2
the MadAmerica for $830 and commenoed trading with 3250 |
hat borrowed.”
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scats oa the Bosré of Trade, but
MidAmerica mcmberships,

“In Mact. they did so well.™ says Fasaro, “thet in 1975 the
MidAmenica’s revenue acteally declined from 1974 Owur
biggest traders were spending their time &t the Board of Trade
Bul this proves (hat Uhe MadAmerics » 8 pood place w0
learn—you can limit your losses. 1t's fike when learning how
to play poker: you piay penny antr instend of table stukes.™

The newly svcceisful boy millionaires, like Dennis. m-
wracted the attention of Chicago’s fascinated financial writers.

Fanaro bought his
All this prosperity has enabled the MidAmenrica tr move
o maore in bt [nsurance

respeclabic guarers
173 West Jachson. In & high-¢eilinged room an
second . which bomsts the luxury of its own priviie wash-

the blackboard.
The changing numbers trigger Joud offers to buy and sell
from the nowy Ireders. Several direct line telephones on the

trading MNeor enable the membets to deal directly with e
Board of Trode and the Mesc. The welephone link helps assare
Tiguidity : if & trade ean’t be executed here it can be executed

more KMIactive. _

With New York disintegrating.” says the financier,
“Chicago will want to take over its share of the busineis that
New York is going 10 lose.™ L



