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Chicago’s “Merc”
and its Now Generation

Business Booms as Young ldeas
Topple Old Traditions

by Victor Wortman

S TANDING guietly on a shelf near
Lo Melamed's desic is a curio nol
comnon 1o the offices of many bus-
pegwmen. Leo Meleamed hos o wom ball
machine. But Leo's machine dispenses
Gelusil.
Leo Melumed i= the 38-year-old
ehulrman of the board of governors of
the Chieagoe Mercantile Exchange. He

Trading floor of CME is 100 ymall for presont ard anfio poted crowth

ccoupiad since 1927

also heads hie own firm. Dellsher [n-
vistmenl Co. through which he spocu-
lates In futures.  Whal
amounts to two full-time sccupations
keepe Belamed on 3 [asy 12-:0-14-
hoursn=-day track. And thus, it's vital-
vy important to his stomach kst he
keep his senze of humar,

As CME's chief executive, Melamed

commedity

Guarters hicve besn

presides over what & perhaps the hot-
test exchange in the world More
things haye hoppened in less tie than
in the entire history of the business, In
the past 10 years, the Mere has under-
todn]  preorientation—
anly (weo contracts are now traded that
were traded @ decade ago—and s
hog  established strong
plans to allow the (nstitution {0 move
more vigorously in the [uture. Evis

goive  dlmust o

leadersh ip

dinee ol the payoff exists in that in
1964, the CME, =till laboring under 1=
old "butter and epx image, handled
only three pereent of the cornmmadity
I"il'll Fes COMTTraets In U I‘:,H. Ln'.‘.‘\'l Y,
itz share had climbed to 40%, Obsery-
ors concluded that the Merc held un-
ibehind the
Chicago Board of .r:':ll'.';{“l, and its mo-
mentum shows ne signs of slickening,
In 1964, Mere scats went lor $3.000;
late Lot veor one went for $90,000,
Everotle B, Haurris, CME president,
tends 15 eredit the influx of young moen
guch as Leo Molamed for the drumatic
revival of the Mere's forlunes. “As for
back us the end of World Wor 11" he

says, “Young men began te come to

disputed sevond plsce

the Mere with their oves on stcoess.
They dida’t have the ‘butter and egg’
tradition and tht.‘_‘.r‘ wenren t caught up
in the old [raternal {ewling

of the long-standing members hod.
the piciure
you'd lind an ingraired conservatlsn,
and X~
chanpes alike, But these vounger fel-

many

Throughout exchang:

in  securitics commodities
lows wanted o explore.”

Harris ks fond of saying that maost
pragress is made by people who sren'l
aware that what they want 10 do can'i
be done. And in foct, this pet phrase
nicely describes the kind of attitude
that has come to pervede the Chicago
Mercantile Exchange

Age of the Pork Belly

The present ern st the Mere began
with pork beilies, the slabs of uncured
side meat that eventuslly become ba-
corn. The pork belly contract, intro-
duced in September, 1961, was the ex-
chunge's first entry into livestock and
ment futureds. The bellies contract al-
most  immedintely  became  volume
leader on the exehange: and in 1964
trading in pork bellics reached & dollar
volume that exceoded tots] trading
done ot the CME [n 1007, In 1569, belly
trading soared another 586%. In the
first half of 1970 the contract again was
the exchange’s pacemaker, I is fnr nnd
away the most active trade n the coen-
modities businoss
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Boord of Governors Choirmon Leo Melomed
guided Merc through most octive year, 1969,
also officioted over exchange’'s commitment
o big building and relecation plon,

CME doubled velume in 1949, ofter steady
four-year climb.
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With the pork belly contract gain-
ing momentum, Mere leadership took
another new step in 1964: introduction
of a futures contract in live cattle, This
move was in direct opposition to all of
the established principles of commod-
ity futures trading. Needless to say, “it
couldn’t be done.” Nevertheless, first
half returns for 1970 found the CME
live cattle contract running second
place to pork bellies. In 1969, more
than a million cattle contracts changed
hands,

Particularly significant in the intro-
duction of the live cattle contract was
that it released the Merc—and the
commodity f{utures business—from =a
tradition that had, in fact but unbe-
knowns, been a serious handicap to
growth. The tradition was that in or-
der for a commodity to be tradeable on
the futures market it had to be store-
able. Past livestock trading had all
been done in s cash market. The con-
viction that it was the only way live-
stock could be bought and sold virtual-
ly dominated the thinking of traders,
commission men and economists. De-
spite this, the Mercantilers realized
that over the years production meth-
ods had changed substantially, to the
point where growers essentially were
involved in a manulacturing process.
Supplies could be controlled, for ex-
ample, and new technologies became
available to the large scale producer.
Through careful breeding, quality and
uniformity could be controlled. with
the result that cattle were gradeable
prior to slaughter. All of these factors
combined to make a contract for deliv-
erable cattle possible.

Untving a Concept

As Leo Melamed says, “Once vou
become untied from a concept, you can
explore ways to use your new knowl-
edge elsewhere.,” And that is exactly
what took place at the CME, Exchange
fathers felt that if live cattle could be
traded in futures, live hogs could too,
despite some differences between the
cattle and hog industries. (There is no
conflict between the pork belly con-
tract and the live hog contract, since
there is little or no direct price corre-
lation between the two.) Following its
introduction in early 19686, the live hog
contract moved ahcad slowly, but Ex-
change officials felt. satisfactorily.
Through 1966, 1967 and 1968, contract
volume continued “respectable,” with
a high of 9,371 contracts traded in 1967,
Then, in 1969, realization of the con-

tract’s value for hedging and price
protection set in among producers and
processors, Their attention stimulated
the interest of speculators, and once
again the triangle necessary for suc-
cessful futures trading had all three of
its sides. In 1969, 63,869 live hog con-
tracts were traded, In 1970's first half,
66,028 trades were made, 554.1% ahead
of performance a year earlier.

Something Old. Something New

Similarly, the Merc’s approach to
eg futures trading altered with the
shift of the egg industry from a high
curve production cycle to a more sta-
ble, year-"round business. Now, rather
than refrigerated eggs, the exchange
offers a contract for fresh eggs more
closely tuned to supply and demand
factors. With the movement of egg
production to southern states, plus
continuously improving technology,
the storage egg contract became less
and less an economie benefit.

Such attention to economic benefit—
the only factor that can sustain a fu-
tures contract—led the CME into addi-
tional new or revised contracts. A
strong new performer (1969) is lum-
ber (random length 2x4s between
eight and twenty feet long). which
works both for lumber producers and
the contraclors who use it. Frozen
boneless beef, introduced in April,
1970, registered 1,064 trades in its first
six weeks indicating that again the
Merc had picked a winner. Presently,
10 contracts are traded at the CME,
Recently, the turkey contract was sus-

(confinued on page 38 )

Port of CME's public relations drive consists
of inviting financiol editors from leading U.S
newspopers for briefing
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Whimsicol ods set stoge for new look of
Chicogo Mercantile Exchange

CME financed Poultry ond Egg Building in
Chicogo's Lincoln Ferm-in-the-Zoo. Agricul-
ture Secretory Clifford M. Hordin (left) came
tar dedicaotion. Strolling with him ore Dr.
Lester Fisher, roo director ond Everete B
Horris (right) CME president,

Chicago's Merc

{continued from page 29)

pended from active trading because of
a long-standing lack of interest by
hedgers and speculators.

The suspension of the turkey con-
tract indicates that no contract is
sucred al the Exchange. If they don't
grow, they go. Everette Harris points
out that, with a willingness to fail in
order to succeed, the Mere has
adopted and Iater dropped contracts
such as onions, serap iron, frozen
shrimp, frozen broilers (which mean-
while make it big at the Board of
Trade), hides and apples, And, cxpe-
rimentation continues. Early this yvear,
though, the Merc put its experimenta-
tion on a controlled basis. The ex-
change hired as a vice president and
permanent administrative staff mem-
ber Dr. Mark Powers, a Ph.D. in agri-
cultural economics and whose doetoral
thesis dealt with pork bellies. Dr.
Powers is head of research at CME,
and represents the first move by any
commeodities exchange to create a stafl
position for a professional econo-
mist to effectunlly program [(uture
cconomic directions.

Dr. Powers arrived in January, 1970,
following rescarch and teaching as-
signments at the University of Wis-
consin and South Dakota State Uni-
versity. He estimates that in the first
nine months of his association with
the Mere, approximately 30 possible
new commodities have been reviewed,
and recommendations for contract de-
velopment (or otherwise) made to
the board of governors. There will be
new contracts aclded to the CME ros-
ter in the near future, he says. Be-
sides such commodity review respon-
sibilitics, Dr. Powers conducts re-
search in other areas, and functions as
coordinator of the Mere's educational
program,

Presently in work are two surveys,
results from which will be available
soon. One secks 1o find out the "who?™
of commodities trading. This, a survey
of the Merc's member firms, hos as its
objective to identify the types of peo-
ple who now trade in commodities fu-
tures, the better to direct future ad-
vertising, The other is an attitude sur-
vey, with its ohjective to learn from n
broad-thrust questionnaire just what
people think of commodity exchanges
and commodity futures trading. Again,
this survey will help establish long-
term promotional directions and oper-
ating policies for the Exchange.

Where these latter exercises are
lumped together under the heading of
“internal” research by Dr. Powers, an
equally strenuous program of “exter-
nal” research is being carried out, One
probe in the external program is di-
rected toward colleges and universi-
ties. The Merc provides a basic form of
assistance by providing data, method-
ology and answers to various theoreti-
cal questions about commodity trad-
ing, upon request

Long-Range Payoff

In another effort, the Merc provides
scholarship help, At one time, this as-
sistance was confined to midwestern
schools. But recently it has been
opened to nationwide participation,
under a new “Fellowship in Futures”
program. Under this rather general
banner, graduate students who need
informational help (theses, papers,
ete.) are given it, and those in need of
financial assistance may apply to the
CME for consideration in its grant
program. Professors involved in re-
search related to the commeodities
markets are also eligible for both in-
formational and financial help. Profes-
sors in teaching who wish to know
more about commodity futures trad-
ing, and who wish to spend some time
learning it at the CME can become
“visiting stafl” under the Visiting Pro-
fessors program. Here, they learn the
ropes by on-the-scene observation
and participation. The exchange fur-
nishes both encouragement and
money,

And perhaps one of the most un-
usual projects included in the Merc's
college liaison program is s limited-
installation distribution of its com-
puterized price quotes, which are fed
automatically into some nearby college
classrooms. Dr. Powers says he hopes
to see the program expanded. “The
exchonge has taken the approach of
long-range payofl,” he says. “The ex-
istence of the exchange depends on
its use by hedgers; if they leave, spec-
ulators will too. Now, the guy who's
going to be in a management position
in major hedging companies in 10
years is in college right now, If he
understands commodity futures eco-
nomics, it will be good for the ex-
change, because he will be able o use
it to better advantage.”

Under Dr. Powers' direction, mem-
ber firms and their solicitors are also
getting new attention. Many firms

{eantinued on page 43)
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Chicago's Merc

{eontinued from page 38)

don’t have formal education programs,
he says, so the Mere helps to fill the
void that sometimes exists between
the solicitor's enthuslasm and his ex-
pertise. Seminars to teach manage-
ment and employes about the market
are planned. For, says Dr. Powers, the
image of the exchange depends on
broker performance. The education
program now being developed is in-
tended to help build and sustain a pos-
itive image in the minds of present and
potentinl traders. Dr, Powers is, him-
sell, involved in the development of a
single qualifying examination for so-
licitors, He is head of a three-man
committee, with other participants
coming from the Board of Trade and
the New York Exchanges.

Protecting the Public

Such efforts naturally redound to
the benefit of member firm customers
And, early this year the CME insti-
tuted another, more concrete customer
benefit: a $1.5 million trust to provide
financial security to members of the
public who deal through exchange
members, The move was a pioneer one
in the commadities ficld, and similar 1o
actions taken by the New York, Amer-
ican and Midwest Stock Exchanges re-
cently. The fund intends to serve as
partial security in the event that any
L'l-f thf’ E!-i'l.“']"l.fln};l_' c |.1'::|r|::|'1g house meme-
bers (brokerage firms) become insol-
vent. “This trust is an important addi-
tion to, and fulfillment of, the self-im-
posed responsibility of this exchange,”
Chairman Melamed gaid. in announc-
ing establishment of the fund. None of
these strategies could have taken place
so quickly and 0 smoothly just a few
years ago, Melamed and Harris con-
cur,

Says Melamed, “We have a young-
thinking board of governors that is
interested in pushing new ideas. So,
one of the things that has developed is
a new outlook toward our committee
structure. A few years ago our com-
mittee posts weren't much more than
honorary positions. Now thev're real
working groups, and they're probably
the most viable, effective tools the
board has. The committees have an
important role in governing the ex-
change, The board doesn't turn down
committee recommendations, usually,
unless there are strong arguments

Movember

against them. As a resull, we've got
excellent morale AMOoOng our members,
and a lot of people involved.”

This attitude led, a couple of vears
back, to 8 beefing-up of the Merc's
policies, The board
formed an “internal F.B.L." the Audits
and Investigations Department. In
effect, they told members, “This is
what it's been like, Here's how it's go-
ing to be. Members in violation of the
rules will be accountable.” The A&I
department was accepted enthusiasti-
cally by members, who felt, as did the
board, that ane of the quickest ways to
dispel the somewhat flamboyant,

enforcement

We think the word above 15

HROT

dascriptive of our most

1ant 'I'H‘.{'.'ll"‘."'n in fhi’; ﬂr‘f'.'_‘-"{',-ﬂ".

eCconoImy.

In-a literal

abhout to erect the most modern
headquarlers and trading 1loos
complex ot any exchange in the
world. It will be located in the

all-new Gateway

rendering appears above
In a larager sense

been bullding tor

liquid markets for comm

l..,,':-."::i_ C CI

Sense, we are

"-.-:"Z'l:' [ n
downtown Chicago. An artist’s
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Growth Without Chaoos

"We do hnve n demoeratic institu-
Melamed says.
criticism are welcomed, solicited and
heard. The administration listens. But

tion hoere,” “Ideas and

we don't have chaos,"”

With its seemingly pell-mell growth
pattern, it is a wonder that there isn't
chaos at the Mere. In only one year,
the exchange actually doubled its size,
But oven this had been anticipated.

{continted on page 47)
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Five years sgo, manual handling of
transactions wns virtually limited to
about 5,000 per day. Expecting growth,
Mere officlals Installed 8 computer for
back office clearing operations, then
went after more business. The busi-
ness came in, but failed to glut the
procedural pipes. Now, back office op-
erations handle 20,000 and more trades
daily with ease.

Promotion

Gencration of business, 100, has tak-

en on a youthful vigor. About two
years ago, an inlernal department of
public relations and advertising was
formed, with Ronald Frost becoming
vice president. Under Frost, outside

public relations counsel is coordinated, |

and a highly sophisticated advertising

campaign carried on. New emphasis on |
advertising, alone, illustrates that the |

Merc hunts with heavy artillery: four
years ago, a total of $16,000 went for
media advertising; for 1970, the budget
exceeds $500,000, Ads are whimsleally
hard-sell, with a ecrestive approach
morée than a little like the famous
Volkswagen campaign.

Summing up the past five years,
Everette Harris admits that what the
board and administrative staff sccom-
plished was probably more difficult
than had they started from scratch to
build an exchange structure. “It's hard
to break with what you have,” he says.

"You've got to consider many factors |

—people, opinions, various vested in-
torests in the status quo, I'm sure we
bit off more than we could chew many
times.” First the Mere had to depart-
mentalize, Harris says. Depariments
which had traditionally shared many
overlapping responsibilities were de-
fined and given specific functions and
responsibilities, Most  departments
have been expanded by a minimum of
S0% , and they're still growing, Func-

tions were delineated, then coordi- |

nated via scientific management prin-
ciples until today, the exchange
functions as a streamlined, well-viled
machine,

Nuts, Bolis and Buildings

Such smooth operational perfor-
mance does not alter the fact that
there always remains a good bit of
tedious, nuts-and-bolts labor. Leo Me-

(eontinued on page 51)
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lumed takes pride, and relief, in a |
small book on his shelves that repre- |
sents 18 months of work: the new
book of rules for the CME. Recently
published, this sot of by-laws (the ro-
sult of 20 drafts), represents the com-
bined work of scores of committees.
“It was,” Melamed says, “Our own lit-
tle constitutiaonal convention.”

Perhaps the most dramatic event in
Melamed's two years as head of the
exchange was the announcement last
year that the Mercantile Exchange
was going to build a new headquarters |
building. Big and functional and five
stories high, the new Mere will rise
next to the 35-story Tishman-Gate- |
way building now under construction
on Union Station dir rights. The CME
has not owaed its own quarters since
the early 40's, when it “chose to get
out of the real estate business.” '

The new site will house trading Hoor |
and administration offices. Broker and
member facilities will be available in
the adjacent tower building. Accord- |
ing 1o schedule, the Mere will make its
move early in 1973, |

By that time, Leo Melumed.
awarded his second term as chairman
of the board by neclamation, will have
served the allowed three consecutive
terms. Someone else will be the Merc's
helimsman. '

And there may be a change in the
contents of the gum ball machine. O
h




