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Commodity Markets:
An Integral Part of
Our Free Market System

All kinds of evil ore ottributed to commodity markets
by dedroctors; all kinds of good by benefoctors.

by Leoc Melamed
chairman
International Monetary Market

URING THE PAST several

months, a number of Congression-
al commitices, federal agencies, and a
host of consumer groups have sudden-
ly becume most interested in commod-
ity exchanges This sudden burst of
joint interest—aside from its some-
what flattering aspects—has cavsed us
to ponder upon the cause,

It did not take us long to come 10 an
obvious conclusion. Agricultural com.
modities, particularly food produets
have experienced an inordinste rise in
prices during this year, and commodi-
ty exchanges are inexorably interre.-
lated with the agricultural complex of
this nation. That this price rise is of
major concern to our nation is elear,
That futures markets, with their con-
Unuous predictions of even higher
prices, were most prominent in Lhe
public éve is equally clear.

As a matler of fact, futures markets
as would be expected by their very
definition, provided the nation with
the first glimpse of what was coming,
and during the year continued to warn
us of our problems as their prices
climbed upwards. This in fact, is one

—

This article has been excerpred from
testimony given by Leo Melamed
Before the Subcommittee on Special
Small Business Problems, Select Com-
mittee on Small Business, House of
Representatives of the U. S., Wash-
ingtan, D. C,, Sept. 26. Melamed is a
former chairman of The Chicego Mer-
centile Exchange and remains a gov-
ernor of that orpanizarion,

of the functions of such markets—
price projection—and if it had not giv-
¢n visible and public display of the
prospective reflection of conditions, it
would bave indeed failed in one of its
primary duties to this nation: alas, s

failure might have given it shelter
from the eventual torrent of unfavor-
able publicity.

However, bad publicity notwith-
standing the truth of supply and de-
mand, or sl least the consensus about
the economic picture as it developed
end was assessed, displayed itself in
the public arcna called futures mar-
kets.

Futures markets are 2 ocomplex
mechanism and hard 1o understand. In
fact, they are quite often misunder-
stood. All kinds of evil are lald to it by
detractors, and all kinds of good are
claimed by Its benefactors. Actually,
and in the simplest terms, fotures
markets represent a giant computer
—a computer that offers lemediate
and moment-to-moment analysis of
the projected computations of all con-
cerned with or in the market This
barometric effect Is attained by the
interaction of commercial users and
speculative action on the basis of their

use and interpretation of the economic
factors regarding a given commodity,
These factors are in constant Aux and
wvariance; thelr interpretations may be
real or imagined. The result is a pro-
jected price which changes from mo-
ment o moment, day 1o day, and week
1o week until it reaches the time when
it is no longer a projection: Le., until it
matures into reality and is phased into
the price structure of the cash product.

Insurance for the Former

During its lile span, a (utures mar-
ket offers unique and varied uses for
the agricultural community, It can and
does serve equally the producer and
consumer, It acts as & marketing tool
which has no equal and cannot be du-
plicated In any other form. Over a
peried of Ume, it levels out the natural
and sometimes severe valleys and
peaks of prices of cash products. 1 acls
as an insurance pelicy for the gambler
of all gamblers—the farmer. It aids in
assuring the consumer of & constant
flow of products at relatively stable
prices and prevents total lack of sup-
ply during the slack perlods when we
await the arrival of new seasonal pro-
ductlon. It serves as a prominent edy-
cator. It organizes and disscminates
statistical information relating W
prices, supply and demsnd with an
efficiency that is second to none.

Unlortunately, by its very nalture, it
i often damned. Because in order for
it to function properly—in fact, in or-
der for it to function at all—it needs
speculators as well as commercial
users, And speculators are considered
at best an off-color bunch. That this is
not so, that speculators are not neces-
sarily doing anything wrong, that in
[act they are risking their money and
performing an important funetion, un-
fortunalely are arguments which do
not always seem to make much differ-
ence.

Moreover, the operation of comemod-
ity markets requlres open and contin-
UouUs access to mass media. This, of
course, is sdvantageous to producers
and consumers for [t gives them op-
pertunity for planning and guldance.
Through full disclosure, it Intensifies
compétition which furthers the result
of open, efficient and honest marketing
of food. However, this means that the
gyrations and Buctuations are readily
and loudly visible and prominent in
the public eye. As a rosult, futures
markets have & mysterious and wild
aura about them,

Little wonder, then, that when
Prices started rising, it was the ¢om-
modity markets that called primary
attention to this fact. Little wonder,
then, that when the search for a cause
was begun, commodily markets were
on the primary suspect list,

Will it help if we of the exchanges
emphatically protest that we were not
& causalion factor? WUl it help if we
state that we did not effect the short
supply of any produst or cauvse the
large demand? Will we prove our case
when we tell you that futures prices
predominantly remained below cash
prices during the entire spiraling cy-
cle? Will it be understcod when we
explain that in any event our prices
were only reflecting a prediction—one
that, by the way, has already drastical.
ly changed, thank Geod. Perhaps it will
help.

Perhaps, however, it will be mare
belp if we suggest what some of the
fundamental eauses of the spiral really
were. Perhaps it Is more important for
us (o examine who the real “villains"
of this seenaric were.

Continued..



A Lot of “Whys"

To get to Lhe Sollom of the cauges of
the price spiral, we should bepin by
asking some of our own government
officials, both past snd present. why
we maimiained a deficit budget for
such an extendad period of time? Why
we allowed our balance of payments
struclure 1o gel 2o enlavarably out of
hard? Why didn't they realize sooner
that the inevitable resull of such pol-
icies would be inflation and eventual
dollar devaluation? Wasn't it obvious
that devalustion would sct as a lurther
pressure on inflation? That & cheaper
dollsr would allow foreign dollar held-
ers 10 pay less and g1 more of our
relatively  chesp commuodities? And
while vur officials are before us. Jet
them adsmit that they, in fact. encour-
aged forelgn agricultural sales because
it was in the long run beneficial 1o our
balance of payments although in the
short run it would hurt our supply.
And allow us slso 10 sl them why
they instiluted freczes and price con-
trols on agriculture, when they must
have known thet such sctions would
prove  counter-productive. causing
shorlages and higher prices?

Next, perhaps we should call on the
officdals of Germany, France, England,
Belgium, Switzerland, Italy, Japan and
others and determine from them why
they ollowed their country's inflation

to gel out of hand and why they
created o much more disposable in.
come with which their people could
demand and purchase so much of pur
food grains and boed,

Thén we should ask some of our
own consumer tepresenistives why
they created o much pressure on our
government 1o act In lowering food
prices so as to push our officials Inlg
action? Didn’t they realize thai they
were fsking for action In & field that
could net be guickly scted wpon, Inan
arca where there were no indtant rem-
edivs or magic arswers? Aliow us also
to ask them for the reasons why the
public’s eating habits have changed so
much that each person is now eafing
Bi%t mure beel than he did 20 vears
sga? And why our comsumer now
wantt all thiz readv-made or essv=1io.
prepace food, which is more sostly, in-
stead of the old-fashloned food he
used to prepare laboricusly by bend-
ing over & hol stove the better part of
the day” And why our public hat so
much more dispesable income with
which they enn demand all thess fancy
steaks and buei?

We should also ssk some of our ls-
bor leaders te admit that wages have
risen by 1407 in the last M years
while beesne food prices went up by
anly €0%. And that because of the
higher cost In everything clse, farm
products allen became unprofitable to
produce and over the years had to be
subsidized and were long overdue for
a large adjustment.

We should alse quesiion soine farm-
ers and Snd out of it's true Lhat be-
eause of the unprofitabality of breeding
cows, their herds have been diminish-
ing over the years. And st the same
time, shouldn't we allow them 1o testify
about their rising costs of production?

Bcts of God

'mafraid that before we would be
through with this investigation we
would face some impeasible taaks alse.
We would have to ask the Almighly
why did He cause the Peruvian ancho-
vies to change their normsl pattern pnd
move thelr schools of fish 10 differem
shorelines and thereby couse & dra-
mutic shorlage in our fsh meal supply.
And why alse did He cause such
inerodibly bad westher last  vear
throughout the U'S. Russia,~China
and Africa which resulted'in such poor
orops and large death Joss 10 five-
stock? And, particulsrly, why He al-
lowed all of the foregoing and other

facters o converge and climax sl one
Ume?

We could go on with other sugges-
tions, but [ think the point is clear,
These were some of the fundamental
couses for the spiral in feod prices
which we experienced. These were the
real “villalns." They were simply a
terrible combinetion of economic fac-
lors and acts of God which, unforiu-
nately, butlt up 1o en inlensibed do-
gree and climaxed within the same
time {rame.

It is true that same of these couses
require action, bul much of the action
concerns basic changes in our budget
management and production ineen-
tves. As 1o those facters which are
cvelicn] in nature ar temporary, no ae-
tion is required. In fact, po action ie
desirable, What we must fear most is
sction which may look good on the
surface, bul does nol relate to the
real problem—or worse, interferes
with a system that has worked so well.

A good case In polnt is our recent
food price controls—centrols which
many of us in agricultural marketing
implored our government pot fo im-

pase.
I we learned anything from this
leszan, it should have been that the
only fundamental law that governs
prices is supply and demand, and thai
there I3 no magic remedy for short
supply or high demand, and mare lm-

poriantly, that in this complex area of
agriculture; the best medicine is to
further encourage aur free and highly
productive system to continue in its
previous sucoessful ways.

Shall we In our scarch to find and
correct some basic cause of the food

spiral, again look for » single remedy
or cilprit such as the “retailer,” the
“middleman.” the “packer.” the “pro-
ducer,” or the "commodity markets™
I we do, we will aguin be making the
same mistake. We will again be inter-
fering with a remarkable syslem that
has worked Lo s degree that its success
i= b marvel and madel for the rest of
the world.

Remarkable Statistics

Cur nation and its agriculture dur-
ing the Jast 100 years proved Lo be the
only one in the world that can econtin-
ue {0 prodizes mare food produets than
we can consime and of higher quality
and at lower prices than anybody else.

While Americans spend only 164 of
their disposable incame for  Tood
(that's 755 less than they did in 1053},
South Africins spend 709, Indin’s citi-
zens 607;, Eust Eurcpeans anywhere
from 36 wo 345, West Ecropeans and
Japanese 38%, snd even Canadians
20%.

Oedy 4% of aur people farm tie land
und produce the highest standard of
Living.

While our mid-Mareh price of air-
loin stoak was 5169 per pound, it was
$1.58 per pound in London and $279 in
Rotne: round steak was 3257 in Parls
und beel rocsts £208 (n Bonn: and in
Japan, boef loin was $11.90 per pound.
Amuricins eat on an average of 118
pounds of beel annuslly, while in Js.
pan—now also @ prosperous nation—
the average is 27 pounds,

While in 1972 we had a 435 Incresse
in foed prices, Gormany had 8 624
increase, Canada 679, the United
Kingdom T5%, Sweden 76%, France
80%, Finland 88% and Spain 394,
Only two nators, Austria and Jepan,
had a rocordable smaller increase in
food prices than the US.

During the past decade, home (ood
costs rase by 3077, while clothing rase
by 33%., auto repuir by 455, restaurant
meals by 32%, home maintonance by
354, public transportation by 634,
doctor bills by 64%. poatal costs by
T3%, auto insurance by B1% and hos-
pltal rooms by 165%.

If food prices had kept pace with
wages, then milk would be up teday by
an additionsl] 35%, eggs by an addi-
tional 1614, hamburger by an sddi.
tional 151% and a pound of round
steak by an additional 26704

Incidentally, the farmer’s share of
the market basket of food purchased
by the average (smily was only 40¢7 in
1972, That is just 1% more than it was

| five years before and it is less by 107
| than it was 25 yoars ago.

Thete are but samples of the ox-
traordinary results of our free entor-
prige agriculture and marketing sve-
tem. It is & system whose productivity
has risen beyond anyone’s droam. Qur
farm output per man-hour is 3.1 times
higher than it was 20 years ago

| (marafscturing industries  have -
creased 1.7 tomes). Twenty yoars ago,
one farmn worker supplied 16 peaple
with food. Now he produces enough
for 51 people. This record & un-
matched anywhere else In the world
In the past 1l years, livestock produe-
tion per man-hour is up BT, crop
produetion up 429, and 1the sverage
yleld per acre up 195, These are truly
facis we can be proud of

Commaditly markets are part and

pareel of this successful system of
Larming and marketing. Commodity
markets have been around for aver 100
virs in the US. and are inlegrally
intertwined with our present sgricul-
ture and agribusiness complex. It hes
been unequivocably proven, time and
time again, through government, pri-
vale and academle siudies, that com-
modity markels provide some of the
mast eeeful and irreplaceable tools for
producers ond consumers slike: that
the degroo of economic benefit by such
markets is in fact grester than most
would reslize: that withaut these wols
and services, our agriculture would in-
deed be soverely impaired and far Jess
effinent

The {oregauing, however, is net in-
tended to imply that we of commodity
markets, and of the CME in particular,
are flawless. Far from it Utapia, 1 fear.
has not yet arrived at our threshald
either. It is, therefore, axicoatic that
we pan always stand fmprovement.
Our foremost desire has been, and
continues to be, to serve the agricul-
tural commuriity and public in the best
and maost honest fashion passible, We
submit that in this Impsrfect world
our record has heen very pond,

Our exchange doss not noed legisly-
tion thrust upon it to betier jts rules
er enforcement policies Our primary
molivation has been self-regulation,
Spurred by the underlying philosophy
that industry itself should he its own
best paliceman regardless of whal oth-
er governmental agencies also do in
thst eapacity. It is our fundamental
belief that no system will work, no
institution will be best, until or unless
the system or instilution is itsell re-
sponsible and responsive to the needs
of the American people, <



