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" OTTAB'A, CA-.%-An.t, April 29, 1931 .

The Right Honourable R. B. BE-,rErr, Ii.C., \I .P.,

Prime Minister of Canada, Ottawa .

SIRi--I have the honour to submit herewith the Report of the Commis-

sion on Trading in Grain Futures . The Report is pursuant to Order in Council

of April 10, 1931~ a copy . of which is attached hereto.

I am, Sir,

Your obedient servant ,

J. C. STAMP,
Chairman.N



P.C. 853

CERTIFIED to be a true copy of a° Alinute of a Meeting of the Committee of the
Privy Council, approved by His Excellency the Governor General on
the 10th April, 1931 .

The Committee of the Privy Council on the recommendation of the Right
Honourable Richard Bedford Bennett, the Prime Minister, advise that

Sir Josiah Stamp, G.B.E.
The Honourablè J. T. Brown, Chief Justice, Court Of King's Bench,

Saskatchewan, and ,

W illiam Sanford Evans, Esquire, Winnipeg, ''Manitoba, be. appointed, under
the provisions of Part I of the Inquiries Act, a Commission to inquire into and,
report upon what effect, if any, the dealing in grain futures has upon the price
received by the producer: .

The.Committee further advise that under the provisions of Section 11, Part
III, of the said Act, the above named Commissioners be authorized to engage the
services tif such accountants, engineers, technical advisers, or other experts,
clerks, reporters and assistants as they may deem necessary or advisable, and
also the services of counsel to aid and assist them in the inquiry .

(Sgd.) G. G. KEZAR,

Asst . Clerk of the Privy Council .
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INTRODUCTION

(1) APPOINTMENT OF THE CiO NiJiISSIO_\'

The Commission on Trading in Grain Futures was appointed by an
Order-in-Council of the Canadian Government dated April 10th, 1931 . The
personnel of the Commission consisted of :-

Sir JoszAH ST IUaIP, G.B.E., (Chairman) .

The Honourable J . T. BROWN, Chief Justice, Court of King's Bench,
Saskatchewan .

NILIaA:u SANFORD Evars, Esq., Winnipeg, Manitoba .

Mr. Travers Sweatman, K.C., Winnipeg, and ;1ir. L. B. Pearson, First
Secretary, Department of External Affairs, Ottawa ; acted as Counsel and
Secretary, respectively, to the Commission .

The terms of reference of the Commission were as follows :-

" To inquire into and report upon what effect, if any, the dealing in
grain futures has upon the price received by the producer . "

(2) RF.coRD OF pROCEEDI2CGS

The itinerary of the Commission was necessarily a somewhat concen-
trated one, beginning at Winnipeg on Monday, April 13th and ending in
Chicago on April 25th, the three succeeding days being spent in the prepa-
ration of the report .

Hearings commenced at Winnipeg on April 13th and continued at that
place during the next three days. The Commission then moved West taking
evidence at Regina on April 17t11 and at Calgary on April 18th . Returning
to Winnipeg there were further hearings there on April 21st and 22nd .

It was our custom to hold two sessions each day, one in the morning
beginning at 10 and one in the afternoon beginning at 2 .30 . On our final
day in Winnipeg, however, we found it necessary to meet in the evening as
well . In all, sixteen sessions were held in Canada, and fifty-two witnesses
were heard. The exact list of such witnesses is attached to this report as
Appendix I .

The commission did not confine its work to Canada, visiting Minne-
apolis on April 23rd and Chicago, April 24th and 25th . Our procedure in
these places w as naturally somewhat different than in Canada . We held
there no formal sessions but rather had informal conversations with persons
whom we thought might help us in the solution of our problem . In Minne-
apolis we met such persons collectively in a conference at the University
which was arranged for us through the kindness of the "Minneapolis Civic
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and Commerce Association and the Department of Economics of the Uni-
versity of Minnesota . In Chicago, on the other hand, we interviewed certain
persons individually or in . pairs . .

We were naturally ansious to réce'ive evidence from every section of
opinion that w as interested in this question and feel that the list of witnesses
previously referred to shows that we were not unsuccessful in this respect .

We heard twenty-one witnesses who were' interésted in the grain busi-
ness in all its commercial aspects ; either as Officers of the Winnipeg Grain
Exchange, or the Clearing House, operators of country elevators, exporters,
millers, grain merchants, commission . brokers or speculators

. The producer's side of the question was also, we think, given adequateexpression . Every effort, was made, through the press, the ' radiô ; and by
invitation at the various meetings, to get the farmer before us . As evidence
of the results obtained in this respect, it may be stated that we heard
eighteen individual farmers and four representatives of farmers' organiza-
tions.

What might be called the more theoretical side of the question was also
itot overlooked . There appeared before us in this connection three Professors
of Economics, all of whom had done special work on the subject of our
enquiry, as well as two Agricultural Statisticians . %

. . We had also the advantage of having as a witness at Winnipeg the
Administrator of the United States Grain Futures Act, while the financial
aspects of the question were put before us by two representative bankers .

Our conference in Minneapolis was attended by Professors of Econo-
mics, members of the Faculty of the School of Agriculture of the University,
millers, grain merchants and elevator operators

. In Chicago we conferred with Officers of the Board of Trade, variou s
business men who utilize that Exchange, speculators, a Professor of Econo-
mics and the local representative of the Grain Futures Act Administration .

It was our constant desire to keep the enquiry on a purely economi c
L•asis and not to allow other considerations to obscure that fundamental
issue. As it was an economic and not a judicial investigation, the proceed-
ings were informal in nature and evidence was not taken on oath .

It would probably not be an exaggeration to say that the wôrk of the
Commission aroused considerable interest throughout western Canada .
This interest was shown by the very large attendance at all of our sessions,
the halls where we met being nearly always filled to overflowing, and by the
great amount of correspondence which we received on the subject of our
enquiry. .

We paid visits, during our itinerary, both to the Winnipeg Grain
Exchange and the Exchange Clearing Association . . . , .



INTRODUCTORY EXAMINATION OF THE QUESTION

( 1), PRELITiINARY CONSIDERATION~ OF TIIE REUIT, OR TERMS OF REFERENCE.

(a) "Effects": Before embarking upon a detailed examination of our
evidence and proceedings and the formulation of views thereon, it is, per-
haps, as well to classify the separate conLiderations involved by the terms
of our reference, which are less simple and unequivocal thanthey might
at first sight appear.

The term "Effect, npon Price" covers a number of separate possible
ideas . The, first, "and .'most natural, is . a, Gene.ral Average Price per çron
year considered over a, reasonable period of . years . We have, therefore,
to direct ôur, minds to ascertain whether . a system of futures trading gives
the .fârmer a better average price .for his grain than would atherwise exist
or whether that system depresses it .

But the consideration of the average price is only the beginning, and
by no ineans the larger part, of the consideration of "effects" ; for the same
average can be made up of a widely different series of results :-For . ex-
ample, an average price of $1 .00 can be given by a continuous series,
fluctuating between the extreme limits of $ 1 .10 and 90 cents or between
$1 .50 and 50 cents respectively. In the one case the naean variation
measured about the average is five times as great as in the other . More-
over,'the average may be a mere arithmetical result of these fluctuations
and never actually exist as a common or normal condition itself . These
differences in the violence of fluctuation may have a material economic
effect upon the prosperity of the farmer, and the range of fluctuation has,
therefore, been a very important subject for our attention .

It has been put forward, for example, that if the range of fluctuation
is. reduced by futures trading it might even be worth while for the farmer
to have a lower general average than otherwise, for the one advantage
might more than compensate for the other disadvantage.

But the question of fluctuations does not end with their violence or
with their range ; consideration also has to be given to their frequency,

and two series of prices with the same average may be subject to the same
range and yet one be liable to fluctuations within that range at much more
frequent intervals . The less frequent the fluctuations to which the farmers'
price may be subject, the more advantageous it may prove to be for him,
other things being cqual. It may be nccez~sary to weigh one factor against
another, and the disadvantages of a greater range against the advantages
of less frequency. Again it is theoretically possible for this system to
lessen major fluctuations but to bring about a succesesion of very small

and rapid oscillations.
9
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We have, therefore, been compelled to resolve the single idea of "Effect"
into these three classes and their respective combinations .

A brief table setting out in a theoretical or abstract way how these
combinations may operate is given in appendix II.
(b) Different `ideas ôf "Dealing in "Grain Futures". '

The idea conveyed by the words "Dealing in Grain Futures" had to
be considered, of course, under the actual conditions in which we find it
in operation today, and since this is a Canadian enquirÿ we have felt it
our duty to deal with it primarily in relation to the system in vogue by
which most of the Canadian grain is affected, viz, that practiced at Win-
nipeg, with the particular method and traditions applicable to that mar-
ket. But there are some people prepared to concede certain results to a
system of futures contracts in the abstract," who ~qualify their admission
in practicé because of certain limitations or defects they see in the . systemas it actually functions, and it may be necessary for us, therefore, in draw-
ing this report, to distinguish between the résults that apply tô an "ideal"
system of trading in futures free from limitations or abuses and an actual
system which con'tains alleged defects and limitations .

Apart from qualifications in the system as it is at present organized
and conducted, we have to consider any concomitant effects on the general
public.

In brief, therefore, we have had to consider-

(1) An ideal system of futures with its effects .
(2) The extent to which actual defects in its constitution affect (1) .(3) The system as conducted, with defects lying outside it in the

hhbi•ts of the body politic.

(c) Price received by the producer .

In considering the price received by the producer we have to deal
with two different conceptions :

(1) The simple irsue involved by thé sale of his grain .
(2) The net income of the producer after taking intô account his own

dealings in futures not necessitated in any way by his own sales of grain,
but brought about by his desire to join in other ways in the opportunit3~
for speculation provided by futures in wheat . For example: advantages
gained by the farmer through the existence of the futures system as affect-
ing his own grain might be completely nullified by the temptations held
out to him to speculate and the consequent possible reduction of his net
income ; or conversely, any disadvantages suffered in the sales of cash
wheat might be made good by gains in the futures market .
(d) Abnormal conditions

We have had to consider the whole question in,its application to nor-
mal and abnormal times respectively. It is obvious that a system which
may work satisfactorily and smoothly at times when the general world
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economics are relatively stable may,be quite unsuited to withstand an
economic cyclone and a world-wide depression in trade through a collapse

in the general price level . . The whole background of the evidence has been

so definitely, affected by, recent exceptional events, or by the depression .

of 1920-21, that it is with .much difficulty that we have been able to

resolve that evidence into .the features which are valid only in relation to
the ideas and prospects of ordinary years, and the parts which reflect the

disâppointment, the excesses, and, the practical results of recent unpre-

cedented world events . . '
We have, in the main, considered that it was our duty to deal with the

question in a reasonably normal setting and not necessarily to regard a
defective any procedure which proves well adapted for general purposes
but which may be held to have broken down under special stress .

(2) METHOD.4 OF FNQUIRT

The lines of enquiry •of varying degrees of scientific validity or con-
clusiveness which have been conceivably open to us, may be set out as
follows•=

(a) To see ôbjectively what has been actually the state of affairs
respectively before and after the introduction of a system of futures trad-
ing, both in the level of prices and the fluctuations about that price, and,
subject to some logical reason to the contrary and the absence of any other
new factor, to attribute any difference between the two periods as being
due to the system of futures trading.

(b) To consider the state of affairs existing, not at two times at the
same place, but in two places at the same time, one of these places having
a system of futures trading and the other not, and to assign the difference
between them to this factor.

(c) A third objective test would appear to be the consideration of the
relative degree and prevalence of fluctuations in the price of other primary
products in which trade in futures is not available .

(d) A fourth approach is the detailed consideration of particular
price fluctuations at specific times under'the present system of futures and
a determination of their cause and effect . For example : If we examinc
particular changes in the range of prices at a particular date and find them
to be due wholly, or for the most part, to a particular activity or type of
speculation which was only possible under a system of futures trading, a
lesson of some positive value may conceivably be derived as to the effect
of such trading, upon prices . -

These four methods we may group as the Statistical Approach .

(e) The fifth method is the method of deductive economic analy,~is
from first principles and by reference to the general body of economic
theory. Here the considered analysis is subject to two checks or tests-
it must be harmonious with that general body of economic theory and fit
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into it without violence, and second, it must adopt only those methods of
analysis which are of proved value in fi elds outside itself.

(f) The sixth method involves the close description, consideration and
analy sis of the'' procedure involved in' the system of futures trading in
practice, an imaginative substitution 'of what would be necessitâtéd under
alternative systems or•under the entire absence of any such system .j'This
is pursued by close examination° and criticism of the proce dure given usby witnesses and testing at each point the procedure which might have tobe adopted if this actual one were not open to them. • -•

(g) The seventh method is that of obtaining a general consensus of
individual impressions-a kind of psychological induction-particularlÿ of
those Witnesses who are not su fficiently articulate or sufl']ciently experiencedand definite-minded to put their feelings into exact ' terms with precisereasons. This is based, of course, upon the well-known principle that
where impressions and suspicions cannot be made sharp and definite by
the production of actual evidence it does not follow that they are value-less . Whether a psychological impression is any less likely to be 'â

,
delu s ionbecause it is held by a very large number of people is a matter which canonly ° be determined by the nature of the case. But a summary of the

impressions or bona fide views of men not given to the statement of scien-
tific and legal proof tends also to a summary or consensus of their impres-sions as to what could be done under alternative systems, and hon - they-think they would benefit . Moreoever, no system affecting human con-
duct can be considered in a purely mechanical light ; it may function wellor ill according to the psychology in which it acts .

(h) Finally, there is available a systematic examination of the alleged
defi ciencies, excesses and abusés of the present systémof trading in futures
in order to determine how far a correction of these defects by admini-
strative or other means would leave the pure ,and abstract principles freeto operate without disadvantageous results. In other words, if the presentsystem is bad for the producer, is it susceptible of correction in order thatits good influences may predominate?



PART II

- ' STATISTICAL AND ECO\ O1I IC A NALYSIS :

(1) THF STATISTICAL IMETHO D

', As might be expected by any who are acquainted with the past history

of the subject, evidence with any degree of scientific validity under the
methods of inquiry enumerated under (a), (b), and (c) is scanty .

.So far as Winnipeg is concerned, although the system of trading in
futures was inaugurated on its present basis in 1904, a very considerable
proportion of Canadian grain was subject to the hedging system in the
Chicago market prior to that date. There is no clean and precise division

of time at which it can be said that their, system of futures became the

only differential, for .volume of trading, and many changed world condi-
tions, enter into such a comparison and confuse the issue so that any dif-
ference found in the two periods, could not with certainty be attributed
to the system.

Nor is this method of "before and after" easily applicable to

other places besides Winnipeg. The evidence about Berlin from 1890 to

1900 is rather inconclusive.
Professor Boyle; one of our n•itnesses, who has written much that has

a claim to scientific . method upon this subject, has quoted _some, figures
from Perlman (Die Benegung'de Weigerpreise und Ursachen) relating to
these, troubled years-years to the history of which fuller reference is
made in Part IV-and from these it appears,to us that the ten-year period
1899-1909 had a much larger co-efficient . of . variation than the ten years
7 M9-99 measured in a similar way.

We are unable by examination of the history of the Chicago futures

to establish any conclusion upon these lines. Professor Boyle has indeed
told us that he had, discerned that since the introduction of futures,

fluctuations . have been much less .'
" If we compare price fluctuations," says Dr. Boyle, " under future

trading with those before the days of future trading we see at once a vast
difference . Fluctuations of ten cents a bushel in one day are about is
common now as fluctuations of fifty cents a bushel in one day then . Of

course , part of this greater price stability is due to our better communi-
cation and transportation ; but , part of it is due to future trading . On
this point practically all marketing economists are agreed . "

Dr. Boyle has since submitted to us some of the general evidence on
which lIe relies, in', particulAr his pamphlet published in 1922, "Chicago
Wheat Prices for Eighty-one Years; Daily, . Dlonthly, . and Yearly Fluctua-
tions, and their Causes." The work was undertaken, : according to the'
summary of chapter I ; " in order to trace «•hat effect, if any, -future trad-,
ing lias on prices ." . The text goes on later:-

13
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" Price Fluctuations.-The , general, effect of future trading on
price fluctuations is to ` put on brake .' Instead of prices falling violently,
the fall is cushioned ; it comes gradually in a seriès of small steps . Or
conversely, instead of prices rising rapidly, _ the rise is stepped up gradu-
ally. The total effect is .that the market range-the spread between high
and low prices-is reduced. Thus under future trading the daily, weekly,
monthly, and yearly ranges in price are smaller than these ranges woul d
be without future trading. -[A careful study of the graphs will clearly show
the truth of this statement.] ;

" Does Short Selling Depress Prieesg=An opinion' held by many i3,
that the' selling of a large volume of wheat for future delivery by the
speculator (i .e . wheat contracts when he does not have the real wheat)'
has the effect of depressing prices .' Short selling, as this process is called,
is indulged in by the speculator who thinks prices are , too ` high and are
now ready to fall . - The short seller, in order to make'any profit "at all
from a change in price, must of course buy back the contracts at a lower
price. That is, he becomes a buyer to the same extent that he has been a
seller . Evidently therefore ; his total effect on'the market is not to depress
prices . * It takes some deeper causes than ` short selling' to depress prices
for any length of time or to any perceptible extent ."

Graphs prepared by Dr : Boyle show clearly that, " For the period 1871-
1913 (or 1921) wheat prices in 'Chicago were more stable-had smaller
fluctuations-than in the period 1841-70 :' To avoid the wâr period and also
to get a completely " pre-futures " stretch of years, he also takes 1841-60 .
The later period of forty-three years shows average fluctuations of about
one-half those of the earlier period . " This evidence shows that future trad-
ing lessens price fluctuations-` puts on the brake' against bulges and breaks
in price." The method is to take the average monthly prices each month
over the whole period and to measure the total spread which comes out
as 17 cents against 9'cents `for the later period . This spread is merely the
range from the highest to lowest, but this perhaps understates the differ-
ence since the absolute .'average differs considerably. , By 'reworking on
his figures w e compute the co-efficient of variation for the earlier period
to be 5•5 per cent 'round the earlier monthly average and 2per cent for
the later. It is probable from the charts that, taking the latter half of
the second period, the difference would be even greater, for the charts of
daily fluctuations show a narrower belt in the later years of the forty-three
.-ear period.

We took general evidence from two men of long experience in Winni-
peg extending over many years before 1904 and after, and we obtained
their impressions in general terms. One of them said that after the intro-
duction of the futures market the farmer got an absolutely better price
because the buyer previously always required a'margin of 10 cents to 15
cents a bushel which never gave an " unreasonable profit," whereas after-
wards he never expected to make more than a cent and a half . The other
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witness ; as an " old-timer," agreed with the above and was also emphatic
that a better price to the farmers resulted from hedging. ' -

. The second theoretical method which consists in comparing the facts
At places where futures do not exist and where they do, may be susceptible
of more exhaustive treatment than we have been able to give it in the time
at our disposal . It would generally involve examination on the spot, and
there are many other factors that would be present to interfere with the
singleness and validity, of the comparison for this purpose . Very general
statements have been made in this connection in relation to Australia, but
~e have not had an opportunity of examining the evidence. . In view of the
many othër', differentials that may . exist we doubt whether the method
standing by itself has any scientific certitude .

The third method-the realistic consideration of the fluctuations in
commodities similar to wheat for which no futures are available-has not
been pursued in detail _ by us. Again, it would involve a very detailed,
technical examinâtion in each case before any difference in the range of
fluctuation-or what we might call the co-efficient of variation-is shown
to be due to this particular case .

One witness declared that the futures market enables wheat to be
handled, at . a cost lower than any other agricultural commodity and con-
trasts hay for which the commission charged for selling is much higher .

" Every . man . that : handles hay from the producer to the consumer
speculates largely and takes great chances as there is no way in which
he can hedge his trades . For this reason the fluctuations of his market are
large and often a few dayswill show a variation of values from 25 per
cent to 50 per cent ." (19th Annual Report of the President of the National
Hay Association at Kansas City, 1912) . In evidence it appeared that the
limits of the market in hay due to the expense of transport relative to
value, are disabling from a statistical point of view .

Evidence was given to us in Chicago on the futures market in lard, but
again it did not lend itself to statistical treatment.

We have had occasion in the, course of cross-examination to employ
from time to time the fourth method, inasmuch as our attention has been
frequently directed by witnesses to the particular fluctuations at particular
moments, subject to the statements with varying degrees of conviction by
the witnesses that these fluctuations'must have been due to the system of
trading in futures or the alleged excesses arising therefrom . Conversely, our
attention has been directed to the relative absence of fluctuations in cir-
cumstances where the change in the conditions of supply or demand might
have been expected to have produced important changes .

Some ôf these fluctuations have occurred at times of tremendous world
stress with a break in the general price level of which wheat prices were
only one symptom: Thus,'specific cases of " unfair " price change which
stimulated suspicion against futures were on examination found to relate
to war conditions when the 'Exchange was about to close or had just' been
'opened, or to the sudden downrush of world prices in 1920-21 or 1929-30 .
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We have felt unable to isolate the change as due to futures trading, but
whatever valid residue of advantage may be said : to have.resulted froin
this . method of ad hoc examination of : particular fluctuations, we . have
utilized consciously or subconsciously in' .. arriving at our conclusions a s
stated hereafter.

(2) THE FCONODSIST'S vIEW

I

The general body of accredited economic doctrine on this subject is
remarkably composite and ilniform : • It was put before us in its' main lines
with accuracy ~and distinction,`in the evidence given by Professor A . B.
Clark, Professor of Political Economy in the University of Manitoba.' He
is in the direct tradition of the, classical economists from his early training
under Shield Nicholson of Edinburgh, and thus, while representative, has
also, by his long residence iw1` innipeg, had particular opportunities for
studying this actual problem in its economic setting . In this section we
shall use his statement and that of other economists, in a presentation `of
our own, designed to bring out the relationships which are of most import =
ance in the pa r

The economic definitions of futures and hedging given'in evidence are
as folloRs :=

"Trading in futures 'l speculation in the technical economic
sense, meaning estimating'the price at a future date of a commodity liable
to price fluctuations, : and acting on that' estimate : " Now the speculative
market in produce, of which the future contract is the characteristic feature,
is a modern' development arising from the operation of the causes which
have substituted for the local market; with its known conditions of .demând
and supply, the world market with its everchanging conditions and conse-
quent risk of price fluctuations"

" It is the need of taking care, of, this element of price-risk, that has
made the marketing of such commodities, as cotton and grain"a business
quite distinct from tlleir production . ; By a process of :division of, labour,
it has given rise to a .new industrial .class; 'the speculators 'or spëcialists
in risks who are 'now organized in the produce markets . This risk-bearing
class provides û continuous market ever ready to buy, or 'to rell . Tlicsé
speculators thus meet the wants of producer and 'consumer, of farmer, élevà-
tor' company, merchant or miller, who may, n•ant ~to pass on to other
shoulders, by . " hedging " sales or . purchases, the risk of loss arising from
future fluctuation in the price of the commodity in which they deal ."

Fluctuations must exist at all, times _ under modern conditions, f but
they, are especially important When the commodity. in question is subject,
as at present, to an especial extent to natural hazards affecting it in demand
and supply, and also to the large unavoidable causes lying behind changes
in the general level of prices throughout the iworld resting upon . a gold

(a) Definitions

standard.



" Hedging ' is a, device by which ' the holder of n heat, say; seeks to

protect himself against the risk of loss from an actual sale or purchase,
through fluctuations in price, by balancing against it an equivalent purchas e

or sale for future delivery ."

(b) Specializing
Professor Marshall has in the same way insisted on the importance of

this system, in that it enables the farmer, miller, shipper, etc ., to concen-

trate on his proper business . Instead of hundreds of worried amateurs
doing the Rork of "prospect-judging ", each as an incident in his business,
it is treated as a special business, with able men as experts performing
the services for . all, under the definite spur to efHciency ; which a direct

profit and loss connection with the degree of success attained must afford .

Professor Marshall describes " prospect-judging" as a special thing . (In-

dustry and Trade, p. 252. )
The mechanism of dealing in futures, with its utilization for " heda

ing" purposes, enables men to shift speculative risks of price almost

entirely to a special class, and this special class takes speculative profits
as their compensation for performing this economic service .

(c) ~ Capital Limits in Risk Bea ring

Some economists point to the undesirability of persons of small capital
being in the risk-bearing business, not merely for themselves, but because

of their influence on the stabilitp of ' general bûsiness . Professor Pigou

'develops the importance of short settlements for weak dealers taking too
many risks, in relation to the general stability of business conditions as

a Rhole . (Industrial Fluctuations, p. 8 1 . )

(d) TheContinuous 31arket and Speculation
The majority of economists emphasize the importance of a " con-

tinuous market" and this itself entails futures. It w as put characteris-

tically to us in evidence : " This economic service of the risk-bearing
class-the maintenance of a continuous- market for hedging purposes-is
made possible only by dealing in futures . ~ The market in futures, commonly

though erroneously regarded as exclusively a speculative market, really
provides in the . hedge an effective means, and one extensively used, of

avoiding speculation. So common has the practice of hedging become that
the elevator - company, the wheat merchant, or the miller who does not
protect himself as far as possible against the risk of an adverse movement
in price, by hedging, is with reason regarded as extraordinarily reckless .

" Paradoxical as it may sound, the man who avoids the speculative market
is the greatest speculator of them all ." (H. C. Emery, Economic Journal,

1899. )
Professor Seligman refers to the " paradox of hedging." Professor

Marshall teaches that for futures to be useful wide markets are necessary .

-(Industry and Trade .) ' Practically all economists agree that the con-

. tinuous market given by futures involves speculation by the specialists

27320-2
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I

who do not themselves buy or sell grain or perform any. . other service

upon it .
But the futures market does not consist merely of people who are

hedging and just enough speculation to balance them . , Many dealings in

futures are not for hedging purposes, and the common criticism of futures
trading fastens upon these transactions . Speculation in the strict sense

of the term is commôn in the futures market. Dealers,` in' other words,

" sell short " or " buy long ", simply with a view to profiting from antici-
pated price movements and not because they themselves are moving wheat
itself, or enabling those who move it to insure against fluctuation, There
are many intelligent people who recognize the economic utility of hedging

and yet advocate government interference to prohibit entirely, or penalize

by taxation, this pure speculatimi:'
But it is generally agreed by economists that the existence of an

active purely speculative market in futures is an essential prerequisite of

successful hedg:ng. You cannot hamper the one without hampering the

other ."
There is no possibility of providing a good hedging market by think-

ing only of, and providing only for, hedging operations . In any purchase

and sale of futures, both parties to the contract may be hedging, or . both

speculating in the strict :ense, . or one may be hedging his grain and the

other speculating in the fluctuations . of price . "\'ow, even if it were
possible to determine in each case the motive of the dealer-surely aVery
difficult feat, and clearly an impossible one in the case of orders from out-
:ide markets-even if we could determine motive and prohibit or penalize
pure speculation, we should simply have so restricted the, market, by
driving out the ri~k-bearing specialists, as to render the arrangement of a
,successful hedge a very difficult and rare achievement . Think, in this

connection of the plight of the elevator operators forced to hunt for hedg-
ing purchasers to take up their enormous hedging sales after harvest .- At

other seasons, the buyers of hedges might be in a majority, and thus find

themselves in a similar plight "
The purely speculative operator has a recognized economic part to

play by meeting such situations and by equating demand and supply . The

continuou s market enabling the farmer, the actual grain merchant, the

elevator company, the miller, each in turn to get rid of the risk arising
from fluctuations in prices is provided by the speculator so that to " pro-

hibit or, penalize speculation in grain futures would mean to destroy or

weaken the continuous market for hedging."

(e) The Speculator and the Producer .

The economist has no very great regard for the old or popular . dis-
tinction between " productive " and "unproductive " labour with its semi-

ethical implication . The speculator, in so far as he is a special student of
risks and gets an income which depends upon the accuracy of his judg-

mept, is as . much a "producer " in a moral and economic sense as the
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farmer. An actual physical product is not made an economic good merely
because someone has done a lot of manual work upon it. Before it has

" value " it must be put where it is wanted, when it is wanted, and the
nearer it is to the point of demand in place (Transport and Distribution)
and to the point of demand in , time (Finance in carrying and storing .

Risk` bearing which makes storing and carriage possible) the greater the

"value" created . Anyone who takes part in thi.sproc2ss, even if he sits

in the office and never sees the product, is a creator of value . He does

not batten upon the other producers if the reward he takes for his ser-
vices is not'in excess ot this addEd value created by him. In evidence lie
sometimés began to ' be' made to look as a person performing functions
that were not verv proper, a kind of " social outcast," but the speculator,
who is unfortunately too often confused with the gambler, and almost
invariably so described-by the critics of the futures market, may be and
often is a man 'of high professional attainments.

" Speculation in price movements is an attempt to profit from one's
supposed superior power of forecasting prices . He who buys in anticipa-
tion of a rise in price, or sells in anticipation of a fall, is really acting in
the belief that his own estim~ate of the future 'ï .s more reliable than that
of the other party to the*contract" He takes the risk of that just as every
business man takes other risks in stocking goods which the public may
suddenly decide not to want, or to buy elsewhere, or in making things
which others may make and sell for less money . ' The ordinary process of
business is to take chances, other than those of price fluctuation . He does
not deal in'the unknown, for " risks assumed in pure speculation are
already existing risks which must be borne by someone " and he learns
to measure as precisely as possible by sight what is not y et accurately
measureable by touch. The speculator who buys wheat in the reasoned
expectation of selling later at a profit, voluntarily undertakes an already
existing risk of an adverse price movement, and what one speculator gains
another loses or misses. " But the gain of one does not cause the other's

loss. - Indeed, the success of the first tends to lessen the loss of the second,
for the more accurately the speculator forecaste the trend of the market,
the more will his action tend to lessen price fluctuations ." To -make a
demand on a falling market is to lessen to some extent the loss to the
seller, and to part freely in a rising market is to lessen the rise in price
and thus to benefit the buyer. '
-' The expert and knowledgeable speculator performs a socially use/ul

scrvice, fully leaitimate in its economic basis . He adds to the economic

utility of the commodity dealt in . Having, by careful study of the situa=

tion, formed a reasonable estimate of the probable future trend in the

price of the commodity," he buys or sells according to his expectation of

the rise or fall in price . Take the case of the " bull " or Speculator for the

rise. Buying when the thing is abundant and cheap (i .e . of little marginal

utility) he holds to sell when it is scarce and dear (or of high marginal

utility) . To repeat : he adds time utility to the thing . Similarly buying

YJa2o-~j •
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in one market to sell in another, in the same day, he gives place utility
to the thing.

(f) Stability of Price .

It is definitely the teaching of economists that the main 'service ren-
dered by speculation of this order is the steadying of prices, and more stress
is laid upon this than upon the actual lowering of average price . Thus,

Professor Marshall, referring to the accusation that cpeculators keep down
the pricé of wheat just after harvest when farmers have payments to make,
and raise it later on, quoted with approval 'the finding of the Industrial

Commission (Report VI, p. 223) after a full hearing . " Prices prevailing

at the time when producérs dispose of the greater part of their produce
are greater in comparison to the 'rest of the year than they,R•erè before the
advent of modern speculation . Farmers' organizations complain,that specu-

lation in futures lowers prices, and millers that they have the opposite

effect ." He refers to the inconclusiveness of statistics on the point, but is

quite définite that the amplitude of fluctuations is lessened .
Professor Seligman says, that speculation tends to equalize demand

and supply and by concentrating in the present the influence of the future,
it intensifies the normal factors and minimizes the market fluctuations .
Speculation, hence, exerts a direct influence on price (Economic Principles) .

In evidence, this economic view was expressed :-" Not only, does pure
speculation provide a continuous market, it tends on the whole to steady
prices, instead of aggravating price fluctuations as is commonly supposed .
It helps to distribute the supply more evenly throughout the year, lessen-
ing the extent of the fall at one timé and the rise at another . The sellinâ
of futures, far from depressing the price after harvest, really tends to spread
the supply over a long period, and thus to check the tremendous fall in
price which would inevitably take place in the autumn . "

The fluctuations to which economists refer in these analyses are not the
long-period secular trends of price shared by all commodities over decades,
for it is not suggested that the system obviates or affects these. Nor are
they the small day-to-day and hour-to-hour oscillations of market price
in a vigorous competitive market. They refer to the month-to-month
fluctuations in particular, and the, year-to-year, ffluctuations in general .

It was brought to our attention by Professor Boyle that in a case before
the United States Supreme Court in 1922, twenty-two economists declared
their belief by affidavit, and eleven more were cited in evidence as teach-
ing, that with infrequent and minor exceptions, futures trading has a
marked tendency to stabilize prices . The authorities included Professors
of economics in the chief American Universities, with five from other
countries. Dr. Boyle's view was that economists generally would stand
one hundred to one in favour of the view that futures trading stabilizes
prices .

The analysis of the case for stability is well tested by the actual rela-
tion of spot and future prices . Cash prices are often said and seem to
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follow futures prices, and thus the farmers think théy are placed at the

mercy of the speculators to their detriment. There is always a very close
conneetion between the two prices,as may be seen from the price paid to
the farmer by the operator of 'a country elevator which is largely governed

by the price he knows he can secure by the sale of his future . " But the

futures price is'not the ultimate cause of the movement in spot price, but

rather the herald or advance w arning of such movement, anticipating and

lessening its extent." .
The relation of old supply to the expected harvest is an important fac-

tor in determining the relation of the spot price to the future, i .e . whether it
is more or less than_the " cost of carrying " over the period . If, for example,
old wheat is scarce and a good harvest expected, the spot price may, for
a time, be higher than' the futures price . But as hârvest approaches
the low price of futures w ill cause a sympathetic fall in the price of cash
wheat if that is abûndant, thus stimulating consumption in advance, and
so lessening the over abundance and fall in price after harvest ."

In a likë manner, ân unfavourable prospéct for harvest during the sum-
mer makes speculators tend mostly to buy futures, and, with compétition
forces at work, futures prices go up. The chances of making profit through
buying and holding cash wheat are greater, and so its price will go up. The

rise in price will have a slight effect on consumption, and . prevent the actual

rise of price after harvest from being as much as it might have been . Specu-

lation thus " takes the sharp corners off price fluctuations, or smooths out
the price curve." But the futures price can hardly be said to determine
the cash price, or the cash .price the futures, for both are in the long run

determined' by each other ; and the price is jointly the result of the actual
conditions of demand and supply of existing wheat, and the demand and
supply of wheat on its R ay. This double judgment of the economic equa-

tion, and the relation of one equation to the other, is the task of the true
speculator . If he does it well, he rénders a truè économic service, and he
gets as his reward a profit by intelligent anticipation . .

Futures contracts change hands ofteri'véry many times before the final
çettlement of wheat delivery takes place. "The more active the market

the more perfect is likely to be its achiévement in steadying prices, for the
more frequent thé bids and offers the keener is the competition and the
closer becomes the âdjustment of priceto the actual relation of demand
for and the supply of the cominodity:'

(g) Effect oit average * price.
Many economists go on to show', 'howev er, that not only are fluctii-

ations reduced in amplitude (and less definitely,' in frequency) bût also+ . :
that the average price recëived by the farmer is better n here futures pre-
vail. "Destroy the futures market and the ele~atôr operator will hedge

his risk by paying a lower price to the farmer," is the common expression .

-' Given no change in the final' consumers' price ; whence arises the sav-

ing in cost which-enables a higher price to be afforded at the first stage of
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ownership by, the purchaser to the f armer? It may arise in one or al l of
three ways :-

First, the. service of risk-bearing should be performed by experts at
a lower cost to themselves than can possibly • be assumed,by numerous
inexpert and casual dealers in risk hearing . The economic reward required
for a period by anyone before he will bear a risk, is greater if his risk is
more likely to mature during that period. The greater his spread of risks
and the greater his judgment and knowledge by specialization, the less
likely is a net loss to mature within the period and therefôre the large
scale expert will take a series of risks for less aggregate reward than would
attract . an aggregate of small single risk takers . •

Second, the several processes of buying grain, from the farmer to the
importer or miller, are made possible, to a great extent, by credit advanced
by the banks and the ultimate title to thé grain passes to the bank as
the security for the loan. They may sell it at any time, if there is a
continuous market ; which can alone be given by the speculative market .
1Vithout a futures market, competition amongst purchasers for the grain
would be much restricted-for only the few larger firms with considerable
capital resources and good credit could take part. "Thus, not only does
the futures market relieve the farmer from the risk of price fluctuation,
it also permits of more and keener competition for his, grain, and so
again insures him a better price ."

. Third, insofar as the supply of risk taking from the speculators in
general may include not only, the supply from those who provide an actu-
arial risk but also those who take chances on non-actuarial lines, the addi-
tional supply of risk-taking tends to be provided, if not below net cost,
at any rate below cost plus the normal remuneration for service . Wherever
the lottery element enters in, the characteristics of the real lottery : may
be found to a greater or less degree . A lottery can be quite successful in
selling all its tickets,where the aggregate prize money is far less than the
aggregate entrance money, the entrants having each a non-actuarial pre-
ference or fancy for his own luck . ., Where judgment purports to enter
also lie often has an unwarranta-ble faith, in his own judgment and thinks
more of his successes than of his failures.

Professor Clark says. "It should here be observed that the profits of
speculation, in, the wheat market as in other fields, are on the average far
lower than is commonly supposed ." Adam Smith referred to "The over-
weening conceit which the greater part of men have of their own abilities,"
and "their absurd presumption in their own good fortune," and these human

.weaknesses lead .in general to a great overvaluation of .the chance of gain
in risky ventures. "The few who succeed, too, remain and are conspicuous,

.but the many,who fail disappear and are forgotten. It is the losses of .the
failures that help to . build up the fortunes . of thé successful:' - :

(h) Gamblers
This last consideration leads us back into the question of fluctuations,

or rather, perhaps, into "oscillations .", The gambling element, in provid-
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ing some risk-taking at less than cost, contributes something to the effect
on price in increasing the sum paid to the farmer, and thus it may partly
or wholly offset its provocative effect upon oscillations and their detri-
mental consequences . - The economist says that speculation is not, as it
i4 often described, a form of gambling ; but gambling is a form of specu-
lation-that form in which the risks speculated in are artificially created .

It has no economic virtue. The gambler creates an unnecessary risk and
does not deal merely with those that exist nor does he deliberately and
by great experience measure them. He has no expert knowledge enabling
him to forecast the probable movement - in price, but proceeds blindly,
taking a"flyer" or "flutter," on the principle of the throw of the dice .
"Going with the crowd he is more likely to aggravate than to moderate
price fluctuation . His gain, if any, is the uncompensated loss of another,
and the gambling transaction is the cause of that loss . In most cases the
gambler is . a ' bull' speculating for therise and he is almost invariably a
buyer in a`rising market, thus aggravating the rise . ` If he is a` bear,' he
is generally: selling in a falling market thus aggravating the fall." He
thus performs a social disservice-is in fact a social parasite who seeks to
reap where hé has not sown. 1n cross examination he was likened to the
"poor moth" who could< not' kéep away from the flames and therefore
burnt his wings. He brings discredit upon the whole economic service
and is not ïeally welcome at the Exchange . Any man' who makes goods
beyond a possible market by using no good judgment, equally misuses
capital and labour and loa•ers'the price also for the good manufacturers .

Economists agree generally that the potential "bullish" sentiment of a
crowd of occasional gamblers tends to promote the existence of a class who
batten upon them, egg'them on by titillating their peculiar psychology
with "tips," suggestions, organized initial movements of price . The exist-
ence of these people tends, in turn, to increase the number of gamblers .
But they do not admit that bona-fide expert speculation can do much to
affect the main broad fluctuations . In evidence we learnt " To suggest that
the price rises or falls because the large speculator is buying or selling seems
to put the cart before the horse ; it would be more correct, in general, to say
that the large speculator is an active ' bull' because he foresees a rise in
price, and an active'bear' because he foresees a fall. Thus he simply' anti-
cipates and spreads a movement over a longer period thereby lessening its
intensity ."

ï It is commonly urged that dealing in futures by hedges depresses the
price after harvest, but this overlooks the fact that successful speculators
look for very small profits on each transaction, and that to reap that profit
the sellcr of futures must also sooner or later buy. Thus a very slight fall
turns the "bear" into a bull . Professor Clark said : "It is scarcely correct

to speak, as is currently done; of speculators as a whole buying at one time
and selling at another, to the detriment of the producer . , Every sale involves
apurchase, and the dealing is largely within their own body . It is easy
enough to point to a group of bears on a highly -speculative market like that
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general fluctuation curve .

of Chicago, w ho are " short " many millions of bushels at a time, but it
must not be forgotten that there are other groups who are ." long." ,

It seems to be a general view of economists that temporary manipula-
tions of the market by "bears" or "bulls", on a very small scale are possible,
but far less common on the grain market than formerly in its earlier his-
tory, while their effect on the general price movement is small . They
"resemble merely wavelets on the tide .", The statistical evidence, so far
as it goes, certainly supports this view. By the rules of the Exchange all
manipulation is discouraged and punished when possible, for the gambler's
personality confuses and complicates the task of the speculator who has not
only to know all about wheat demand and , supply but also the likely
behaviour and activity of the gambler. He has thus, in addition, to study
minds, an even more incalculable element ,

Great stability of price and a smaller range of fluctuation-in price is
to the benefit of the producer, even if it does not affect the long-run aver-
.age . If over a period of ten years the.average price is one dollar fluctuating
from $ 1 .50 to 50 cents, and a system of insurance like hedging then re-
duces the fluctuations between $ 1 .30 and 70 cents, stabilizing effect on the
profits is . even greater. Suppose the cost per, bushel is about 80 cents .
There is in the first instance a net profit of 20 cents on the average of years
throughout, fluctuation for particular years being between ; 70 cents net
and minus 30 cents. These fluctuations are then reduced to 50 cents net
and minus 10 cents net . By the application of, the economic principle of
"diminishing utility" and "marginal satisfaction," the aggregate satisfaction
is greater where the fluctuations are less, by a very important difference .

In our judgment, no economic analysis can do justice to the problem of
the influence of speculation and gambling, respectively upon price .which
does not distinguish carefully and cônstantly between :

(a) long period trends of world commodity price-
(b) periodic fluctuations between crop years, and from month to month

in the crop y ear-

(c) short hour to' hour, and day-to day oscillations round about the

This distinction, together with the effect of marked and uncontrol-
liable changes in the trend in . creating abnormal as distinct from more
normal or gradual movements, is of great importance in resolving the
puzzle of many of the 'conflicting facts brought .forward by competent n•it-
nesses and . of views bona - fide, held by.them.. , ,

(i), Effect of Elasticity of Deman d

Some special points have emerged of a theoretical economic character
during . the . course of our enquiry : which have not' bcen to our knowledge
very fully examined by .economists generally, and which do .not .form any .
part of nzdel,y, received economic teaching on . the subject of hedging or
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speculation. . One relates to the incidence or resting place of a differential
introduced into the chain of économie -services and'costs between the *pro=
ducer and the - final consumer . The doctrine that such a differential will
rest upon the producer, either as an added advantage, or, if it be an extra
expense, an 'added disadvantage, depends inter aliâ- upon the fixity of the
flnal i price-that is to say, the elasticity of . demandl in the consuming
markets . The' determination of this factor is a very complex issue. Some
previous ; evidence went to shon= that, in the neighbbourhood of a fairly
settled average price, demand would rise by about the percentage of the
fall in price . This " unit of elasticity" was found by Warren and Pear-
son (Interrelationship of Supply and Price, -1927) on the following lines :
When the world crop was' 10 per cent below normal ; wholesale grain prices
were 9 per cent above normal in Berlin, 11 per cent above in Liverpool,

14 per cent above in Kansas City, and 16 per cent above in "Minneapolis .
When the world crop was 10 per cent above normal the prices were below
normal 7, 9, 11' and 13 per cent respectively . In the effect of sùpply on
total value of the crop, the 100 normal total of Liverpool was also 100 total
for a crop 10 per cent below and above normal . Berlin lay between 98
and 102. There is reason to beliéve that this considerably exaggerates
present elasticity, and that a fall in price of 10 per cent would not increase
the quantity'consumed by anything likè 10 per cent .' The present results
may well depend on the quantity bought, and the increase in stocks car-
ried over are an important factor, masking the results of actual consump-
tion.

The willingness to carry over depends on the existence of futures, so
that the elasticity itself would be different without futures . In the second
place on a larger price difference probably the elasticity is much greater
than on a small, for really low price stimulates the use for feed, and a really
high price brings in the good substitutes vigorously. In the third place, it
is unlikely that the elasticity is the same on both sides of the normal. ;

(7) Incidence of a Dijjerential Cost.

The matter is of importance when we consider the possibility of pass-
ing a cost to .the consumer. A relatively small one, such 'as wiping out the
economy of insurance by the system of futures the n•orld 'over, might very
well be put mainly into the consumer's price '%cithout much diminution of
demand. But it is a very different situation with a partial abolition of
futures as, for example, in a supply of the magnitude of the Canadian . •
For there is not much possibility -of pushing . up the ' n•orld • price when
the affected supply is only a fraction of tlie whole. In these circumstances,
â verysmall shift betn-een the relative supplies might result in a micro-
scopical enhancement of thé- consumer's price, and the bulk of the differ-

°• llfthe demand falls off by about the - same percentage as the price rises, or vicererss, the elaaticity is neither . great nor small . If small changes in price make greatdifferences in the quantity demanded, demand is elastic. - If large changes in price make
little differences in the quantity taken, demand is inelastic . • . . . . . .

I
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ential cost would be worked back on to the producer in the affected area .
In the converse case of an advantage belonging to one area, if its supph-
is a small part of the whole, the K orld price, may slightly_ tireaken and the
demand increase to a like extent, but the case will not be markedly differ-
ent from that of a fixed price. This will leave the advantage . belonging to
a limited market resting, not on the consumer, but somewhere in the chain
of producers . : By, the competitive process it is most likely to get back
to the first stâge, namely, the producer himself . In other words, - if the
futures market were to be given up for Canada and that were to make
the process of risk-taking more costly, the extra cost could not be thrown
effectively into the consumers' price, but would most certainly rest upon
the producer who would get a lower price for his product . This would
have the effect of, retarding and disturbing some farmers' operations and
d'iminishing the Canadian supply as a proportion of the whole .

, However, if our conclusion, as n-orked,batknards from the consumers '
price, end, is that the differential : will tend to rest upon, the producer, we
have to consider the. effect . of a change in . the, price he receives upon the
elasticity of his supply. If the farmer is discouraged to amarked extent,
farming will diminish and supply will diminish . - The evidence : goes to
show that farm lands, under, cultivation, and their : output,, R ill . increase
more rapidly in response to; a rise, in price than they will diminish - in
response to a fall. The effect, therefore, of introducing the . differential
which lowers the farmers' price is probably that in view of the different
elasticity on the side of diminution it will force the farmer for many years
to accept a diminished standard of living . . Aioreover ; many of the farmers
are pioneers without any capital beyond what is already employed . They
have no power of substitution, no mobility, and circumstances may force
them for a long time into a lower standard of living without any reactions
at all upon supply .' It has been estimated that the reaction of : actual
supply - is not greater than ten per cent potential supply . It is,' perhaps,,
unnecessary for us to examine the case of a world elimination of futures i
to go through intermediate stages, and to decide upon the relative 'elas-
ticity of demand at the consumers' end for the whole world, and elasticity
of supply•at the producers' end all over the world . , Some minor considera=
Lions of this subject would also, involve the application of the law o f
diminishing returns in agriculture . `

(k) Remuneration'oj Speculation ,

In another part "of this
I
Report .Re quote from evidence of I a broker,

that speculators as a whole put more money into the grain market than
they take out. This witness liken.4 the money in circulation to

I
a re v Iolv in .,,

insurance fund to cover existing risks-one Fpeculator one day having a
larger share of the fund than another, and so on. ' , The main idea is con-
tained in a passage quoted from one of the documents put in as an exhibit .
(" Features of the Open Grain 'Market," "Grain Trade \'eirs " 1921, by
IV. Sanford Evans.)
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" Nothing is directly contributed to the speculative fund either by

producers or consumers. The effect of hedging is that merchants pay in to
the fund, if the price goes up, the profits they would have made if they
had not hedged, and they draw out of the fund, if the price goes down,

the amount they Rould. have lost if they~had not hedged . The speculative

fund is an insurance fund for merchants, and'for the rest it circulates
back and forth among speculators, * paying brokerage at every turn. If

any one man owned all the fund, lie would never allow it to be employed

as it is in the futures markct. It is an exciting game for the speculator
and calls for the carcfui study of all _developments in production, con-
sumption and finance, but it does not etisentially differ from games of
chance' in the respect that money merely changes hands ."

It would seem that the economic renard paid for speculation stands
in rather an unique economic classification. An the ordinary way, the
reward for a service is drawn steadily from the total volume of current
production, and is the gents remuneration for what he has contributed

to the production or for his protection of it . In this case, however, a large

amount of existing capital, without being diverted .from its objective uses

is brought under potential risk, and to a large extent, the rewards and

losses of speculation are. met by the exchange of vouchers of ownership in

this accumulated fund . "Men become richer and poorer in a capital sense,
and it is on this basis or understanding that much of the insurance of

hedging is provided. Insofar, however, as men live upon the results of
their speculation and consume it, the fund must either be drawn from
current consumption or else there must be re-used again, as income, what
had previously been stored up from income as capital by the other specula-
tors who have now lost it. . There is a set=off against this, however, to the

extent that successful speculators drawing rewards from the incomes of
others-which would have been spent as income-turn it into a capital
by saving instead of spending .

With a majority of industries, large current production is drawn upon
by current consumption for the reward3-of production . But this is prob-

ably much more limited in speculation for futures than in other occupatiom,
though it is impossible to quantify the conception . So far as brokerage fees

or the incomes of brokers are concerned, ` no doubt the incidence follou-s
almost entirely the ordinary course and it comes' out ; of the added total

value which higher margin of utility of the product, R hen put at the place it
is'mostn•anted, provides . In the case, ho«'evcr, of the brokerage fee of an
exceptionally active gambling market, which has no functional relation to
the volume' of wheat produced, it probably rèsts upon the cost of capital,

like astamp duty upon the exch :inge of bonds, or commissions on the

Stock Ex change, and touches only tery remotely the price of the product
through tlie total cost of inveçted capital for an indnstry .

~, _ ., . . . . ~ . _ . .,, , . .



PART III

THE EVIDENCE SUMMARIZED

(1) THE ORGANIZATION OF THE STSTE11i ; FOR DEALING WITH - FUTURES

TRADING-THE WINNIPEG GRAIN EXCHANG E

No attempt has been made to give` an exhaustive statement on this
subject . It is to be found elsewhere, and we, are only concerned to present
those facts which came before us in evidence as being particularly germane
to our inquiry.

(a) What the Exchange Is.

The Winnipeg Grain Exchange is a voluntary association -and is not
incorporated. Its objects according to its constitution are :

Section 2-

(a) To compile, record and publish statistics and acquire and distri=
bute information respecting the grain, produce and provision
trades, and promote the establishment and maintenance of uni-
formity in the business, customs and regulations among the per-
sons engaged in the said trades ; to inaugurate just and equitable
principles in trade, and generally to secure to its members the
benefit of legitimate cooperation in the furtherance of their busi-
ness and pursuits .

(b) To organize, establish and maintain an association, not for pecun-
iary profit or gain . but for the purpose of promoting objects and
measures for the advancement of trade and commerce rei-pecting
the grain, produce and provision trades for the general benefit
of the Dominion of Canada, as herein provided ; to acquire, lease
or provide and,regnllate a suitable room and place for a Grain
and Produce Exchange and offices in the City of Winnipeg, and
encourage the centralization of . the grain, produce and provision
trades at the City, of Winnipeg, "Manitoba; to facilitate the buy-
ing and selling of the products in such •trndes ; to promote and
protect all interests concerned in the purchase, sale and handling
of the grain, produce and provision, trades ;, to inspire confidence
and stability in the methods and workings and integrity of its
members ; to provide facilities for the prompt and . economic
despatch of, business ; to, avoid' and amicably adjust, settle
and determine controversies and misunderstandings between per-
sons engaged in the said trades, or which may be submitted to
arbitration as hereinafter provided : To all of which ends the said
association is hereby empowered by vote of its association, t o

28
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make all proper and Ï needful by-laws, rules, and regulations for
its government, and . administration of the affairs generally of the
said association, provided always such by-laws are not contrary
to law, and further, to amend and repeal such by-laws, rules an d
regulations . ,

In order to avoid any confusion of thought it should be clearly borne
in mind that the exchange itself does not buy or sell grain but only records,
transactions and makes available to the public the prices at which actual
sales have taken place . . The exchange itself performs no commercial func-
tions and pays no dividends . The fact that the trading room and the offices
of a great many of . the large grain companies and grain dealers are in the
same building, which is called the Grain Exchange Building, : probably
accentuates this . confusion of thought and gives rise to the popular idea
that there is a central organization of all grain interests which defines and
directs the policy and operations of country elevators, millers, commission
men and brokers. This is not the case. Each branch may have its own
association in the same way and to the same extent as merchants in other
lines of business have their own association, e .g ., The Retail Merchants
Association, The Fire Insurance Underwriters Association, etc . In a similar
way various members of the Grain Exchange have formed the Lake Ship-
pers Association simplÿ to facilitate the physical movement of grain
through the terminals . Similarly the country elevator• owners have formed
the association known as the Northwest Grain Dealers Association .

(b) Dtembership .

Any male person of legal age may be admitted to Membership in the
Association by the Council by a vote of not less than three-fourths of those
present . The constitution provides that such applicant shall execute a
written application upon a prescribed form and an agreement covenanting
to be bound by the constitution, by-laws, rules and regulations of the
association and all amendments thereto and the usages and customs of the
Exchange. . Such applicant shall also present a certificate of unimpaired
or unforfeited membership duly transferred or pay a membership fee of
$50,000. The market value of these 1liembership3 varies from time to time,
the last sale according to the evidence was for $12,500, but no sales have
been made at any sum approaching the sum of $50,000 above mentioned,
so that the practical effect of prescribing a sum so much higher than the
maximum market value is to restrict the Membership to the present num-
ber. ,

At the present time, the 'Membership, while composed largely of indi-
viduals and firms engaged in grain handling or trading, resident in
Winnipeg and elsewhere in Canada, includes many representative con-
cerns in important grain marketing centres such as Minneapolis ; Chicago,
Kansas City, Duluth, New York, Philadelphia, San Francisco, . Portland,

I
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Liverpool, London, Paris and Tokio. There are at present 463 members,
and w hile several may be engaged in more than one phase of grain business,
the main business done may be classified as follows :-

Elevator Managers . . . . . . . . . . . . . . 110
Cash Grain Commission Dlerchants . . . . . . . . 13
Millers and Dialtsters . . . : . . . . . . . . . . . . . . 18
Cash Grain Brokers . : . . . . . : . . . . . . , . 23'
Futures -Brokers.' . . . . . : . . . . . . . . . 79
Brokerage O ffi c e s . . . 61
Exporters and Shippers. 108
Insurance and Vessel Agents . . . . . . . . . . . . : . 13
Rai1R ays : . . . . . . : . . . . . . . . . . . . . . . : . . 2
Bankers . . . . . . . . . . : . . : . . ' . . . . : . . . . . 5 . .
O$îciâls . . . : . '. . . . . . . . . . . . . . : . . . . 4

. \ on-active . . . . . . . . . . . . . . . . . . . . . . . . : . 27

The evidence in connection with the changes which from time to time
take place in the personnel of the membership of the Exchange disclôsed
the fact that there has been lately admitted to the Exchange a number
of members from the United States: The question was raised whether
these gentlemen were joining the Winnipeg Exchange for the purpose of
transferring speculative operations from the American markets, where the
government had, to some extent at least, restricted their operations by
the imposition of the Grain Futures Act, to the Winnipeg market where
operations are unfettered by Government interference : There w as, how-
ever, no evidence adduced before us to support this suggestion . In some
cases at least, these new members had already been trading through the
Winnipeg Exchange, and membership -entitled them to receive . the benefit
of the preferential rates on commission accorded between members in their
dealings on the Exchange when acting on behalf of one another. The idea
that it might be to escape regulation was inspired merely by inference from
the fact that the list contained the name of a well-known speculator . It
transpired, during the conversations which we held in Chicago with the
individual in question, that his motives in joining the Winnipeg Grain
Exchange were solely for the purpose of entitling him to the lower rates
referred to .

(c) Contro l

The Exchange is managed by a Council consisting of a President, two
Vice-presidents, and twelve other members of the Exchange elected by its
members at the annual meeting . There arenlso lft" number of committees
which for convenience administer the various powers delegated to them
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by the Council but which it is unnecessary to detail in this report . The
council at all times exercises control over its members and may, on proof
of any, breach of the rules or regulations of the association or of non-ethical
practice in the conduct of commercial transactions censure, fine, suspend o r
expel the offending member.

(d) Functions of . the Clearing Ilous e

IMembers operating in the futures market also have a separate organi-
z:ttion entitled . the Winnipeg Grain and Produce Exchange Clearing Asso-
ciation (commonly, called the Clearing House), for the purpose of clearing
ccntracts for, future , delivery .

The primary function of the Clearing House is to clear futures trades.
It performs . transactions in grain futures which the bank clearing house
performs for the banks. In the latter case the clearings involve the owner-
ship of money, the value of which is fixed, and the balance payable from
day to day to each member bank . In the former . case the operation of
the Clearing House is complicated by the fact that the clearings involve
the transfer of ownership in grain futures of definite grades but of fluctu-
ating value. . .Upon the acceptance by the Clearing House of transactions
in grain for future delivery . the identity of the original buyer or seller is
lost and from that time on the Clearing Association assumes the position
of buyer to the seller and seller to the buyer in so far as its members are
concerned . Settlement is made by each member for the day's transac-
tions by writing a .ingle cheque based upon the closing price of the market
for that day, either in favour of the Clearing Association by the member,
or,by the Clearing House Association in favour .of the member in accord-
ance with his net position on the market and the closing price of the
market;

Its advantages may be summarized brieflv as follows :-

(a) The convenience it gives in facilitating the handling of the im-
mense volume of transactions by the Grain Exchange.

(b) In relieving the members from the task of depositing margins
between themselves in the cumbersome forms formerly used .

(c) In guaranteeing the fulfilment of every contract .

The Association guarantees the fulfilment of all trades which are
accepted by it and actual delivery is properly made of the grain required
for the fulfilment of all contracts on their delivery date . Thus, through
the Clearing Association there, is secured to the grain trade at Winnipe g

(1) Close 'scrutiny of its personnel who are members of its Associa-
tion .

(2) An efficient, economical, and safe method of keeping all futures
contracts cleared to the market daily .

(3) A guarantee of safe-holding and proper delivery in all trans-
actions in futures trades .
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(e) Spreading and Scalpin g

Spreading in the Grain and Produce markets corresponds to`ârbitrage
in the security markets .' When one market is" out of line R-ith another,
operators will sell on the one which they think is'too'high and büy 'on the
other which is considered too low, trusting that when their relative prices
become normal the result will be a profit . These operators tend to keep
the prices on markets separated at great 'distances from each other in line
with one another and their activities supplement the trade of " hedgers "
in the maintenance of a world price level. For example one witness said
that at the time of giving his evidence one house in Chicago was advising
its clients to " buy " Liverpool and " sell " Winnipeg against it .' They
thought Liverpool was too cheâp and Winnipeg too dear . ~ Similarly'there
is spreading between different ' futures months in the same market n-here
operators are prepared to enter into a contract to take delivery in some
future month of wheat at current prices because they believe-that by that
time grain will have a higher value, or because they believe that,' at some
point before delivery date is reached, the y will beable to dispose of their
contract at a profit . Others are prepared to contract to deliver in a future
month because of their confidence that in the meantime they will be able'
to buy cash grain at a lower price with which to make the delivery, or
that they can transfer their contract at a profit . Furthermore, elevator
operators owning grain in their own elevators use this method to guaran-
tee their carrying charges from one delivery month to another .

Scalping on the other hand consists in trying to obtain a small profit
such as an eighth or a sixteenth from the minute to minute fluctuations
which occur on the exchange during the course of a trading session . The
scalper usually carries no transactions over into the next day . His opera-
tions constitute a great multitude of transactions which in the aggregate
amount to a very great volume of trading . Evidence was adduced to 'shon
that both spreading and scalping operations greatly assisted the market
in making it more liquid so that those requiring hedges were able to obtain
them on a more satisfactory basis .

It also tended to show that the spreaders and scalpers might be the
direct acceptors of hedging bids' or offers and therefore might be direct
parties to hedging operations .

(J) The Privilege Market

Privileges commonly called " puts " and " calls " were formerly not
recognized by the Exchange . They were bought and sold by the members
of the Exchange before, during or after market hours, but the Exchange
accepted no responsibility in respect to their performance. ; In . recent
months, however, the Exchange has organized a regular market for pur-
chase and sale of privileges . They are now dealt in for only half an hour
after the close of the regular market and members are expressly forbidden
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,to deal in them at any other time. The word " privilege " aptly describes
ïthese transactions . : They are purely options whereby, the purchaser,of the
privilege, has the, right to exercise the option to purchase or sell, as the case

. may be, a given quantity of grain futures at a specified price. The, price
charged for .this privilege : is $1 per thousand bushels, normally good only

Auring the succeeding ' market - day. For example, supposing the market
for, the May option closed 61 cents and a member . bought " calls'',, in the
privilege market at 63 cents. Jf 'thé following day the market went to 65
cents then this member has'the option to take delivery of ; the wheat at 63
cents,` thus insuring himself'against loss . ' If on the other hand the market
did not reach the call price'of 63 cents or,"'go through ". thé call price as
it is termed, the privilege' simply lapsés by effluxion oftime, and the seller
benefits by : the pricé paid for ttié optiori, viz ., $1: per . thousand . bushels . -

.The function of "privilegés''_ is to'act as a sort of insurancé against
price fluctuations overnight,, to bridge the gap and éase off the 'difference
from one day's trading to another ; ` Accôrding to one witness they . have 'no
long run influence on price. Objections to the system, however, appeared
to arise from two sources. Some of those who were opposed to the futures
market were evén more opposed to " privileges " as 'an especially'obnoxioüs
aspect of that market : := On the other hand,, there, was opposition to the
system on the ground that as futures limit fluctuations ; privileges tend to
limit them still more and, as one speculator himself . remarked, "some

e,

people like â wild market .
" It is interesting to note'thât if these objections had equal weight, the y

would cancél 'each other out .' '

(g) Cash. Closing Prices . ~

That there is an intimate relation between futures prices -and cash
prices, `was brought home to us by the' evidence. ' Buying and . selling of
cash grain goes on continuously side by side with futures trading, and the
basis on which cash trades, are concluded ' is generally an agreed spread
below or above the futures quotations at the time of closing the transaction .
At the close of the market for the day, cash prices are recorded and posted
and these are officially made public as the closing prices .

With regard to - the method of recording the closing prices of the day ;
the Chairman of the Cash Closing Price Committee gave evidence before
us., It is the duty of this Committee to recordthese'closing prices for all
grades of grain., The evidence disclosed that it was the highest actual sale
or the highest bid received within approximately. the last twenty minutes
of the trading day that was thus recorded . Where there had been no actual
sale, the highest bid .was obtained from cash brokerswhô are in touch with
shippers, ; millers, and terminal interests. : .These bids . are based ' on the
closing , futures price of . the nearby - option and' could not fall below the
price of that option by more than carrying and handling charges to delivery
date. The evidence before us shows that on many occasions competitive

t7320-3
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.bids create premiums, over' and - abôve this deduction I for carrying 'and
handling charges . The evidence was to the effect that the "Chairman had
two assistants in making a record of these closing prices ; that in the case
of grades other than contract grades, it ~ quite frequently happened that
there' had been no sales'at all that . day or •within the last twenty'minutes
of the closing market session, and then it was 'the highest bid which could
be obtained that`was'recôrded on'the official closing card .- It was repre-
sented that members making these bids I could ; be ` compelled - to accept
delivery if any grain was offered . The cash closing prices are used by the
Northwest Grain : Dealers Association ~ as' the' basis of ~ prices -which are
broadcasted by radioeach, day, to all branches of 'the trade at country
points to be paid to producers by the country . elevator : buyers on the fol-
lowing day or until the next broadcastwhich may be the following morning .
.The evidence disclosed that meetings of the Committee as a Committee
were seldom held, and that the procedure of securing bids by_the Chairman
of theCommittee was not very definite or formal-and might be,open to
abuse.

2. THE PRACTICE OF, DIFFERENT SECTIONS OF THE GRAIN TBADE AFFECTEI )

BY TIiE SYSTF-M OF, FUTURES TRXI)IN G

(a) ` Countrÿ Elèvator Operator.

The commission received evidence on behalf of ; six . of the largest
operators of country elevators in Western Canada . , This evidence showed
that it was the` invariable practice of the country, elevators, to . hedge . all
purchases of grain from the farmers.

This hedging was done for,two main reasons- .
(1) As an insurance against fluctuations in price . . ;, .. ;
(2) To facilitate the financing of their_ operatiôns.,, This second reason

is dealt with subsequently under section . (d) . ., . , . . . , _

, The owners of country elevators disclaimed z any' desire to speculate ,
- being interested only in- the making of a profit ~ from the storing and
handling of grain. All stated that hedging was their invariable practice
and the method seemed to be the same in each case ., As the elevators report
each day their purchases of grain the firms then sell futures against the
amount purchased . Sometimes these'futures 'are sold the same day, . some-
times the following day. _-0ccasionally,° in abnormal times,' or in seasons of
the year when the grain is moving heavily; hedges may be put on during
the day, before the reports of purchases arrived . ~` But the genéral idea'is
.to hedge as quickly as possible and to keep even with purchases. Some
witnésses claimed, indeed: that it was a purely automâtic process .

The very great proportion of these hedges; 90 to 95 per cent of them
are " bought back" or closed out by purchase `of an equal amount. Hence,
as the companies buy, they sell, and as they sell, they, buy .', In only a few
cases is delive made •
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;, It is apparently the practice of the country elevators to hedge in dif-
ferent future markets, October, November, December, May, and July but
always, with rare exceptions, in Winnipeg .- As the Winnipeg price is based
on Fort William, the sale of,wheat has to be for the grain in storage at that
place . ,Therefore the month the dealer buys his future would be the month
he thinks, will match, his transaction . ., It is often necessary to - " switch "
hedges, that is to transfer the hedges from one . futures month .to another
by buying back the . hedge in one . month and selling in, some other . This
may be occasioned by the fact that the grain is held for a longer or a shorter
period than is . first anticipated, or, by : the . fact that . advantage must be
taken ' of . temporary differences . in ; relative prices as between months . to
work out the carrying charges incurred in holding grain in elevators .

There would appear to be, on the 'eyidence submitted, two exceptions to
this automatic hedging process . . . (1) Occasionally the firms are tempted
to hold the grain and speculate, or, as it has been put, " the automatic
machine begins to think for itself.", ; (2) In rare cases with low-grade
grain, it has been considered to be less of a speculation to merchandise than
to hedge .

. . There can be no question of the value attached by the country elevator
operators to the futures market and hedging. - Their evidence was unanimous
on this point. An example of this value was given by one witness in con-
néction with the 1929 crop.' His company during that year bought wheat at
all stages of the market, from $ 1 .70 all the way down : Some of it was sold
at $1 .10 and even lower. However, because of their invariable practice of
hedging, his firm did not suffer any losses in this drop because the risk had
been transferred to the futures market, and, because of such'transfer, the
producer, it was argued, benefited as well . , Hedging, by'reducing the risk
to the country elevator owner, enabled him to work on a lower margin, and
this, in turn was reflected in the higher price which could be paid the farme r
for, his grain . - ~ ,
. Dr. Boyle gave, a definite instance to support this contention :-" In

the years 1917 and 1918 I was employed by the federal government of the
United States to make a study of the grain trade.,° In the course of this
investigation I discovered 'that in our Northern States country elevator
managers were financed by . terminal, market commission merchants, and
these commission merchants requiréd the country, elevator manâger : to
hedge. In the Middle States, such 'a .s Kansas and Iowa, I found the coun-
try elevators were largely financed locally and . were not required to hedgé
and many' did not hedge. `, In these Middle States I found that the country
elevators,' due to this nôn-liedging policy, had larger speculative losses and
large speculative gains, . and they also did business on a larger margin-
that is they paid the farmers less."

= But this is' only one case and it might well bethat there are examples

I

`of the above kind which would show precisely the opposite result .
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( b) Jfiller. '

On ~ this question we heard the President of the Canadian National
Millers' Association-and also discussed the subject further'with prominent
millers in the United States, one of whôm operates mills in Canada at
Saskatoon and Peterborough . All were in agreement that it was absolutely
essential for millers to hedge their purchases of grain .', It was pointed out
that millers in Canada situated east of the Great Lakes require to obtain
their supplies at minimum transportation cost. In consequence, they, bring
across very heavy quantities of wheat in the fall to the Georgian Bay ports.
Quite a few of the millers indeed bring over sufficient wheat to carry them
until the opening of .navigation. This wheat is bought with no forward sales
of flour, but in the anticipation and hope of such sales.' The millers could
not possibly assume the risk of ' a market decline on such large quantities
of wheat, and they therefore protect themselves by hedging :' Orders for
flour are'very ûneven and spàsmodic, but as sales are effected, the hedges
are lifted. One witness cited the advantages of hedging for a milling com-
pany producing package goods. He pointed out that it was impossible to
change the price of package goods readily, but by means of hedging they
were able to advise the buyer of the price the product could be retailed, for
months ahead : They were thus able to regulate their sale of package goods
by purchases for future delivery. By becoming independent, therefore, of
all other consideration the millers are able to stock wheat with' two special
conveniences, first, to suit the exigencies of transport, second, to satisfy th e
manufacturers' ' " working-cost " convenience. . . . .

(e) Exporter.

There is a definite relation between hedging and the export business .
When the exporter has accumulated sufficient quantities of grain he has
to arrange in advance for sh'ipping facilities, on the Great Lakes and on the
ocean. All this time he keeps his grain hedged, until eventually he is'able
to sell the cash wheat `which has been forwarded . • He may also use the
hedging market in a different way . He may offer at night by cable to,his
overseas agent, a certain quantity of grain. If he receives an acceptance of
his offer, he buys enough futures to cover his sale, unless he had anticipated
it by buying the futures the day before. The exporter thus protects himself
on grain which he may even have sold before its actual receipt .
- . All the witnesses :who were in the exporting business 'stressed the
importance of the futures market for the above purposes ; in giving them
the opportunity to eliminate risks and hence to do business on a large scale .
Indeed they contended that its abolition' would be for them disastrous . The
head of one of the largest export firms expressed himself in this connection
as follows:-

" Speaking from the - point of view, of an exporter, with sometimes
millions of bushels of grain sold abroad, I can say that we would not dare
consider selling this grain on a fraction of a cent profit, for delivery some-
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times months' ahead ; if machine ry were not set up such as to absolutely
assure us of getting the grain that we had purchased. That is, we could
not bind ourselves to deliver grain in Europe months hence for a small
profit per bushel if there was a possibility of `grain advancing greatly in
price and the people from whom we had bought for any reason whatso-
ever refusing to make delive ry ., The machinery ;of our, Futures Market
provides for this contingency." : -

(d) Bankcr. :

The`evidence brought out that there was also a very distinct relation
between the practice of hedging and the financing of the crop .' Everÿ
witnesswho referred to this matter agreed that one of the chief values of
the hedging system was that it provided a basis for Bank credit .' Without
that basis the financing of the marketing of grain would be considerably
more difficult . The country elevator operators who gave evidence stated
that they hedged, among other reasons, because the banks who financed
their operations were willing to advance 85 to 90 per cent on hedged
wheat whereas it would be very unlikely that they would go beyond
60 per cent on unhedged wheat, and'even this would depend also on the
level` of'price And the `size of the commitments : ` In other words hedging
enables the country elevator to obtain large lôans ;' as aiesult of which a
company might carry on 'a considerable volume of business with only a
relatively small capital : Without hedging, on the other hand, .a very great
amount of capital would be required and * this, , in <<turn, would : make it
almost impossible for the small business to survive . : Hence, the grain trade
would be confined ; to a! comparatively small number of very powerful
companies and the salutary effect of competition would be minimized :

The two bank managers who appeared before the Commission con-
firmed, by their evidence, the above conclusions .'= They stated that it was
the practice of their institutions to require their customers in : the' line
elevators to hedge their grain in which case they asked for only 10 per cent
to 15 per cent margin . .They did not. ask the Wheat Pool to hedge during
the past' season because they. had considered that the initial price of
60 cents, which the Pool fixed when wheat was at $1, was conservative.

It does'not follow.from the above, however, that if the futures system
were, abolished . and hedging thereby made impossible, the, bânks, would
be forced out of the financing of grain altogether . • It merely means that
in such a situation, where the risk attaching to loans would be so much
greater, the security would have to be proportionately higher, and-the
margin ~ greater. ' A financially- responsible man : could still - borrow ; the
bankers agreed,• up to 50 or 60 per cent . But, for that purpose, as it has
graphically been stated, he "would have only his wheat and bis own blue
eÿ es. "

,Hence, the abolition of the futures market would seriously affect the
financing of - grain marketing, : and would result in a ;marked curtailment

I
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of banking credit .to grain dealers, thus throwing the trade into the hands
of a few. large people and reducing the competitive element .-, ,

(e) Farmer., ; .

Witnesses were practically unanimous that a large- number of farmérs
I

must séll their wheat éarly in the fall to meet liabilities alreadÿ incurred:
Others who are not compelled by this reason, do so becausé holding wheat'
is regarded by them as equivalent to speculating for a rise, or because
they are convinced that the early price is the best price. Individüal, esti=
mates of the average amôunt of wheat held by the farmer, varied ,widely,
but a statement,was filed based on the result of returns of twenty elevator
companies showing purchases and receipts monthly during the crop years
of 1929-30 .(see .Appendix IX (a) ) . 'Wb may here cite the following figures
from this statement:- . .. . . ., .~ . . . . , . . . . .

_ . Percentag e
, of Deliverie s

Purchased : ,
bu Companies

By end of Aûgust . . - ..
.

. . . • 45 a 85it I

t It It
. N'ovèmber,

. . . ~ .. .t . • .
. . 75•78,i •' . « Anril:: '. - -

. , ' '. . .
80•94',

. .

Ï It will be' obsérved that by the end of Novém}ier 'over` three-c{uarter s
of thé total delivered to these' companies by the farmers had been sold and
had • passed into the hands : of the trade. One witness said that approxi-
mately forty-five per ~ cent 'of . the . farmers hold - their ~ grain as long as
possible, ' bùt ' most farmers are obliged to sell. " The average , farmer can-
not hold his grain because he has not the money." :{ In , instances where
evidence was presented that farmers were holding grain beyond the fall
months, thé explanation was offered that the farmer had sufficient capital
to enable ' him to adopt~ this course . . :+ .

The opinion' was expressed that, even if the farmer had sufficient
financial strength to market his grain at what seemed to be the best time
of year,' and if his crop came in early, he• coül& sécure the bést price by
selling it at once: : Where, however, threshing was' completéd : later in the
season, there appeared to be a general desire to hôld ; if possible,' based on
the belief that a better . price would ' be obtained . Oné farmer stated he
sold one-half in, the fall and the balance in' the spring = witti a . view to
averaging his price. , . . .. t ,' ..

SVhether the general trend be towards an : increased holding back by
the fa~rmer of his crop to sell at a later date or •towards a more rapid rate
of delivery; appears to depend on certain forces which 'arein conflict with
each other. On the one hand it was pointed out that the improved mechan:-
cal conditions of har'vesting=trucks, tractuis' ànd •côintiines=along with
the fâinier's neciwity to •sell his crop as"soon as possible wôuld mean that
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the bulk:of'the;crop'wouid be'placed in the'hânds'of thè trade .early . :: On
the other hand the opinion was expressed by the - manager of "a company
elevator that f armers • tend to, hold more : grain now ; . than, formerly . -i He
based his'view upon the idea that the farmers now possessed more capital
and a better knowledge offutures , . . .' i

A few farmers said they made a practice, of selling .their actual wheat
and of buying a future. In this way, they relieved : themselves of storage
charges, and were able to sell their _future when they believed the price
right. . One farmer who employed this : method said he felt he studied the
market . more carefully than the majority of farmers .

There seemed to be a very considerable bôdÿ of . opinion that as a
result of .thérecent price collapse' farmers had lost'very large amounts in
pure speculation by buying and holding .wh'eat in the expectation of a rise,
This was brought to `the : attention'of the .Cômmission'.môst vividly' a,t tne
sittings held at Calgary' by"thë` Vice-President ôf'the- United Farmers of
Alberta .""Hë said : :" The'price ôf .wheat; particularly when a good crop is
in sight, is the . most engrossing thought to, tens of 'thousands of our
people. It is, therefore, not to be ; wondèred - it that they, should be
intriguéd with 1 the idéa- of making money on the Grain Exchange. i Fight-
ing from year tô :year âgainst' insect pests,' drought, hail, frost, and in
some cases' too much rain and snow,'many farmers have come to regard
wheat growing as in the nature of agamble: Seeing men making profits
and in some instances becoming rich - in - wheat - speculation many are
induced . to cease attempting,to discriminate between what they consider
to be, two forms of . gambling: '. . . ; ., . , . . . . .

Some impressive estimates were made as to the losses of the people
of, Alberta and Saskatchewan, by speculating in wheat futures during the
twelve months preceding June, 1930, but we could . not satisfy, ourselves
that the actual sums mentioned had any, basis of authority. ,, ,

On* . the other hand .: anâtlier witness, contended that .the number of
Western farmers who speculate .in, grâin' futures is",very, much,'less than
is geaeTally suppâsed . He'sasd that a survey of the books of his company
showed that of all the farmers who marketed their grain 'through his côm-
pany's line of, three hündred and thirty elevators, less than one per cent
used their, monëy, to 'speculaté in futures .',' His evidence is not necessarily
at variance with the estimates ôf fârmérs' .speëulatiôn lôsses given ûs, but
the inferencé 6, reëoncile both 'wôuld be 'that individual ~ f ârmers who did
so speculate*suffered, fairlv substantiâl losses during the period in questiôn .
As one witness said "The farmér is neârly* ialways âbull", ând so he tin-
doubtedly was severely hit by thé - .shârp dechne in prices. - ,~. . . . . . . .e ) , . , . . ., . . . . ,,, . i, ; t

,(1) The Pooi . ~. : !
.~ . , . . .. ', . .. , . .,, . . :~ . .

I

1 ; : The,President of the Central Selling Agency, of, the Pool said that the
Pool, had not , availed, themselves of the - practices of ~ hedging as . it was
usually understood, but,that they had at times acquired large,volumes of
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futures in connection with their sales of cash grain ; that the Pool, as'was
customary in the trade, took bâck these hedges but did not always immedi-
ately dispose of them. The effect was that while' the Pool had disposed
of a certain quantity of cash grain, they contined to obligate themselves
to accept a similar quantity under these futures contracts . He `also gave
évidence to the effect that the Pool had bought long lines of future whea t
for the purpose of stabilizing the market. -

(3) CERTAIN(3) ASPECTS OF THE WORKING OF THE STSTEM

(a) Hedging and Ins uirance

in . return 'for the payment of a small individual premium; â ould côver,

That hedging by. wây of grain futures is undoubtedly a form of insur-
ance, was, recognized on all sides. ' Even though the protection it afford à._ . . . ._,
is not always complete it is undoubtedly cheap and effective

Insurance or risk-bearing may be divided into three klnds:

(1) . Where there is an actuarial or arithmetical : set-off like life insur-
ance with : a definite calculation of ,the ~ percentage required t o

., ; r .meet a particular: risk.
(2) The lottery type where there is no . actuarial relating of the total

:, loss or the total gain to the total premium paid .: , ." . . . - I t
:(3) Another kind half way, between the above two where the reward s

,are partly due to calculations, partly : to' luck,, where only th e
man , w ho calculates wrongly ultimately pays : a premium . :

Hedging insurance may be put ` in the 'third class though ' somé' who
appeared before us preferred to place it among the lotteries . ` That is why
they ` did .'not approve ôf it. • They admitted - it . might be effective but
argued that it was not sound or satisfactory, in that it restcjd on a basis

k . .'S.. .,' k . . .

of spéculation, of gambling
. More than once thé' suggestion was made tô w itnesses that possibl y

an element of certainty might beintroduced into ` the field' of ' insurance

against price fluctuation by basing the `risk upon actuarial probabilities
rather .th8n upon speculative manoeuvcrs . " Thë question' wa8 put as ` to

whether there could not be a great international insurance company,`which,

all, risks. Could such' a4cheme, started ât the right ~ time,' ; ttiât ' is; in
a periôd of relative price * steadiness, not attain ; with a sufScient`âccumû-
lation" of "premiüms, asound position? Would it be " more' impracticablé
than explosion. insurance where, likewise, the risks cannot bè spreâd in
any ône year but only over a

-
long period of time?

We found little encouragement
scheme. In two caqes where it was found that some consideration had
been given the idea the verdict was that it was not feasible ; that it would
require too high a premium . The rate" for instance, in the United States
at present is five per cent merely to insure

,
wheat against the hônesty

of a conntry . dealer. . t How much • higher, would it •}iave to be to ' insure
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wheat âgainst price fluctuations? T As' one witness said, "The schem e
seems rather a dream . "

The opponents of hedging insurance preferred to fall back on a system
where the producer bore his own risk,- either individually, or, = and this
was more popular, co-operatively. Dr. Alonzo Taylor, Director of the Food
Research Institute of Leland Stanford University, California, gave evidence
to the effect that on the Pacific Coast where there is very little hedging of
grain, the millers,' exporters and holders of wheat bore their own risks of
fluctuation. - Great - uncertainty, ~"therefore, prevailed ; profits ' and losses
were :'equally high : `Without the' insurànce provided by hedging • they
required an unusual amount of active capital and `a discriminating banker.
Of course, they might have pooled ,their risks for a number of years, tak-
ing a premium in good years ` and paying out any losses in bad ., Indeed,
Dr. Taylor stated that -they had considered such a scheme ' and ; found it
actuarially feasible* but had 'rejected ,it because it disturbed the competi-
ive elements : of the different organizations engaged in the trade.

How, such a system Rrould conipare with the indirect or direct cost by
which the risk is transferred through hedging to -a group - of , speculators
cannot; of coursé, be determined, but we do know that in such a case they'
carry all the risks amongst themselves and no unsuccessful speculato r
pays theirnét premium .

(b)'The Spread of Prices-lYinnipeg Futures' compâred with Cash Price s
and with World Prices ,

Although grain may- bebought in various positions for cash ; - the term
4`cash price" is usually'restricted ' to mean the price obtainable for grain
in store in a'terminal elevator 'at'Fort William or Port Arthur . This price
varies from the level of -the fùtures price at different times of the year
depénding'ulïon a'variety of circumstances . For instance, after the close
of navigation on . the Great Lakés, a buyer of wheat in store at' Fort Wil-
liam' will ordinarily have to hold his,purchase there until the opening of
navigation in the spring. This entails' charges for storage and insurance :

The rate for these services is 1/30th of,a' cent per day . There is also the

interest upon the - money invésted in the grain purcha.qed : F Under 'these
circumstances 'the spread between the câsh' price of 'wheat in store at Fort
William and the May future is normâlly wide 'enough to take' caré of the
cost of cârrying it until it'can be shipped.` The'spot price, however; cannot
fall below ~ the futures if carrying charges are taken into considération ;

except possibly to the éxtent of 1/8th of a cent.
On other occasions during the shipping season, wheat in store at the

head of the Lakes may command a premium over the level of the current
or néârby, ffuture." ' This, premium'may be Aue'to congestion' n3 the `east ;
at,the ocean . ports, . or, it may be congestion at the,Bay ports . , At other
times, a .premium may arise from a shortage of .some particular grade to
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fill, the space provided: for. ;that shipment - at Port Arthur or Fort William:

When any of these situations occurs, premiums of - three ; or four, cents : a

bushel over the futures price . may , be paid but much' higher premiums have

been paid on exceptional .occasions.,'- `
That' all , leading, grain • markets ; were - inter-dependent . and co-related

was the opinion expressedto :the Commission by all witnesses dealing with
this question .~ i, Trends might develop : in ~ any ; single ' market ; , but ï through

transfers : of trading ; to ; the : more f avourable . market - and -`` spreading," or

arbitrage, •a steadying influence was applied by the rest of .the world and

prices rweré brought again into, line. ." So far as 1 the Winnipeg market is
concerned, it was stated that prices might on occasion rise above the world
level due to local causes or local opinion, but that they . could not fall and
had 'not been' known to fall at any time, by . more than a slight fraction ;

below a parity,with the Liverpool prices . , As a striking example of Winni=

peg prices rising ' above those at Liverpool, the conditions in-the summer
and autumn of ., 1929 were i cited . , ,The . charts . submitted ; (vide : Appendix

III) . which ; . show : separately ; Liverpool , prices and ;`jiinnipeg - prices in

relation to world , crops, . indicate : a'_ close general ; . relationship ; between

these markets . - A,further chart of , Liverpool and Winnipeg daily prices

for, the , months of: August, September, October and November ! in 1928,
when the volume of wheat being delivered in Canada éxceeded that dur-
ing any other similar period, shows a very direct relationship between the
two markets in this period in accordance with the views expressed (vide
AppendixIV ) . ~ ~ , .. z :

.

This co-relationship between the 'principal' grain markets, which, on
the evidence, exists as•a practical fact, and which the facilities of trading

and the nature of ~ the various hedging and speculative transactions _ should

tend to maintain at all times, : becomes a- factor of fundamental import-

ance in . the whole problem of grain , marketing . , . It is the resultant, of

world ~ conditions of supply, and world opinion of values that ï tends to
appear as the price level in all markets . A heavy load on any one market

tends to be distributed over all markets and shortage in one market tends

to be made - good from other markets .
Occasions on which rising prices in , one market,, due to - local condi=

tions, are checked or a decline is , brought about, because of conditions in
other markets, naturally attract the attention of producerb in the district
affected and may seem arbitrary and open to suspicion, whereas the com-
pensating occasions, when local prices' are sustained or increased because
of conditions .in other . markets, pass unrecognized . Effects in ; both direc-
tions • must occur in a co-related . system of, markets, and this must be
realized . , ;• ~ . : t

!c; The Nature and Effect of the lncreased Speculathon in a Bull 3farket.

Witnesses were questioned closely as to what really happens whén'a
g7eat numbér of newcomers enter an active bull market, and as to who
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were the bears that could balance such a rapidly and sometimes obstinately

rising account .` ;It was clearthât, to begin with, witnessesclosely engaged
in the trade found some difficulty in -accounting for,the selling on a largely

increased scale. It was,agreed that the public came in inilarge numbers,

and were almost invariably bulls . Those in the brokerage business locally

seemed, on thesè occasions_ to have a, majority ; of, long accounts, . and at

first~ sight it appears that the bulls,were local and,that the bears, must be

worldwide. .But it gradually- emerged that the chief 'methods - of balancing

the account were as follows --, ;

Of,the `grain âctually' in the elevators at anÿ particular time"a"large

amount therein (see Sec. 2 .(e) above) belongs .to the farmer and is being

held ôn his âccount unhedged. ' This comes' out rapidly dùring the mârkct

advânce' an&is .sold, the purchaser'who buÿs itat the same time selling

a future: During a bull market, therefore, theré was actually a very large

increase in the quântity of grain, hedged:' ` So far as 'finânce ! is concerned,

the movément'wouldresult in an iricrease .in'the farmers' bank balances

and a decreâse in' those of the elevâtors . ' But the banks' are enabled to

lénd more to the . elevators out of the new, ddeposits of the farmérs : -- Some

of the ' evidence •went to show ' that ; though ,the ~ farmer rarely, • spéculates

'Fs à bear, he is learning the advantagé
.
of seiling his grain `quickly, and

thérefore ;'the scope for his grain'côming into tlie hedged market to balance

the bull' activity is getting' smaller.-

The second line of' aétivitp is that many, who have bought at lower

prices become profit takers: This,'of",course, doés not increase the total

volume of hedging, but it serves tô meet the entirely new public demand
from outside if existing holders' of hedges are retiring from the market .

• In thethird plâcè, ~ thé professionâl spreaders at once take advantage
of the' differences ` caused by the ' rise in the local market, ând' the bull
appetite in one lôcalitÿ is silently fed by the agencÿ of the spreâders from
a11 ` quarters where, by 'hypothésis, the pricé : is lower. '' It is obvious that

a veryconsiderable demand in'one locality can be made without a very per-

ceptible change frorri ôutside sources .'Next, unsold stocks of `Argentine or

Australian wheat, or stocks' on`the ocean which have hithertô' not been
hedged, may be sold on the stimulated price ; and the conseqûenthedging

come into the Winnipëg market. Theie are, of course, transfers of actual

l edging from * other hedging markets to this ' one .

Finally, the profession al specnlator who is not afraid of â bear posi-
tion when the bull side' is made up of , a• crôwd of small 'gâmblers,' will serve

tô make .ùp' the difference . ; As one of the witnesses said, the world wheat

markets are so' interrelated that there cannot be speculation of a 'strikin h

kind in futures , in' a' pârticula'r market' withont having rapid reactions o
n

cash and edged ,wh~eat in all m~arkets ; for the' futures market reflects

better the
' up

hâctual world condition than any other method . ,

f .ïi : ' t • `
- . ~ . ~ ~. .t ~ .. . . . ., : . ;i r .i .
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One of the grain commission merchants, and a spreader and speculator,
felt that the bulk of the bear market were the speculator ; the new hedger,
the sellers on advance, the farmers selling to country elevators, the farmer
who sells his wheat lying at Fort William ; the merchant in Liverpool who
thinks Canadian wheat isr too dear, and the importer abroad .

The manager of the ` clearing house said that there were numberless
people who were prepared to sell wheat . "I can quite imagine that a man
in Liverpool having a hundred thousand bushels of wheat bought for milling
purposes who cannot get a price for the flour equivalent to the price of the
wheat, would turn round and sell the wheat . , I am told this has often been
done."

We directed our attention to ascertaining, if possible, whether striking
bull movements were instigated ; and encouraged by speculators amongst
the small, occasional gamblers and whether the general public,were whipped
up as far as possible, and then taken advantage of by the instigators who
could . turn around more quickly ; and take their profits. The most precise
work done in this connection was that published by Dr. Duvel on the

Chicago May futures of . 192G. , It is perhaps unnecessary_ to describe- his
results here, except to say that by, separating the speculators according to
the size ,of their trading and making a group of eight large speculators,
with a ; secônd_ group _ for smaller, speculators, it was felt that there was
evidence to show that the market was, directed by the larger group . , j : ; s

"Contrasting the curve," says Dr. :Duvel, ." of the eight large
speculators with that of the 15 clearing firms, it will be seen that the
market position of -the small traders moves in general in the opposite
direction to that of the large traders. It is clear that on days on which
large traders , sell, . someone must buy; and since hedgers, change
their position only gradually, and scalpers ' even up' . at the close
of the day, and spreaders are concerned only with relative price
changes, itï follows r that . the group that . must buy . are the smaller
speculators .. . The ; significant, observation to be made from, Figure
9 is, the, opposite relation which, the, two net position curves : bear
to the price curve . The net position curve of the 8 traders changes
almost always in direct relation to the price changes ; that of the
15'firms in inverse relation to the price . . .The direct relationship
between the price and the, net position . of the 8 largest traders
has already, been , considered . .When statistically , compared they
were found to, be directly, correlated• to the extent • of -}-0• A9,
with a .probable error of -{-0•03. When

I
the 15 firms, representing

the small speculative traders are correlated with ; the : pricé, ~.they
are found to correlate inverselÿ to the' extent of : a,.-0•?4, with
a probable error of -{-0•02. . Both ôf these corrélations were made
for the 'period October 22, 1925, to and including April 26,,1926,'

•Perfect direct correlation is indicated by -}-1•0, and indirect by -1•0, no rela-
tionahip at all by 0 ; anything higher than •5 tends to be important.
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• the period' during which the, total open commitments in ;;11Tay .
wheat exceeded the open commitments in,any of the other futures ."

". The larger • the net trading , or net position of individual
speculators, the more certain it becomes that the trading -, will
directly . influence prices . ; In contrast, futures prices generally move
in the opposite : direction to the ` operations of the small and
medium-sized 'general public' trader." .- _

The information 'already . presented indicates that the manner

in which sales or purchases are made rather than mere ,quantity,

vitally affects the course of prices . Table 2 shows that there is a
vast difference between selling 5,000,000" bushels of wheat futures
during the course of one day and the same operation spread over

several days. Figure 8 shows the, vital differencé between a pur-

chase' or sale of .5,000,000 : bushels made by sevéral hundred small

traders sending in orders intermittently, to ; be executed ` at th

market,' ; and the purchase or sale of . an equal amount, by one or

two individuals closelx directing the manner, in which their orders
are executed• and noting their effect : upon the price: ' -

; ~ ' In considering whéthers these' results are ,'typical, we have nothing
to show whether they, hhave beenrepeated at later periods, or, whether
similar conditions exist -on `the 'Winnipeg, Grain Exchange . , It appears

in'evidence that the Tradér,.(1) - and (2) in' Dr ., Duvel's tables had a

powerful influence upon the results and that if ; they were removed from
the calculations the correlation would be' far less striking . There is = no

evidence to show'that any traders analogous to (1) and (2) in Chicago
exist in Winnipeg. < However, some criticism of a technical character_ was
directed to the'se resnlts,- to indicate that no undue weight should be
placed upon' theni. Dr. 'Alonzo Taylor : }ias , indicated' that the' general

public `came into Jhe market in such' numbers AS' to take - full ' control

away from the so-called big traders, and that the small . group did s not

control or manipulate the prices . "When the two later reports are par-
ticularly analyzed they show the big traders are operating on both side s

of the market about equally, and hence : the bear influence of, one off-

sets the bull influence of the other . . The big trader disturbs, but does not

control market prices ." •- He says Dr. Duvel's result shows ; that ~" their

influence on pricès was very small and very, temporary . , Their, influence

as contrary : to world conditions would soon - be overridden by the, other

factors ; otherwise those five traders could get all the money ; in the world

by always being right ; 1 but ~ those ' big : traders ; do not accumulate such
great fortunes, in factôccasionlly one of them goes broke, and quits th e

market ." %
Some doubt also whether observations based merely on . closing posi-

tions, ` even taken `daily, really . reflected - what was,' happening in the

market . ``` Because à man was good in the evening it : did not . follow~ h e

had been good all day." ' 's
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When ~ every reservation hashowever,' been -. madé,' the impression

left on our mind by ` Dr. Duvel's work tends to confirm the ~ common view
that the skilled speculator, who can act quickly with large resources can,
for a'short period, get'the better of small gamblers who rely on tips and
mass suggestion,' and do not and cannot turn' around quickly . . The very

fact that many give their orders to their brokers to act upon a' given price
or better, means, in most cases, that their order is executed automatically
at the price,' whereas à single directing mind can secure a shade of differ-
ence to his advantage.

. . . . . . . ., . . .. . , . 3 . . _- . . . ., . . , ~ . . ., • . . ~ . . - .

(d) Does Short Selling Depress Price?

'On this question the answers of representatives .of the grain trade was

that short selling does not unnaturally depress prices . To permit` specula-

tive buying and at the same time prohibit or ` restrict speculative selling
would unduly' upset the 'balance of ,the market and eventually destroy it

entirely . "" Short selling cannot provide a fictitious supply of grain : If its

immediatè ' effect is to depress prices ` its ultimate effect must be in the
opposite direction, for the short seller `automaticâlly *becomes a compul-

sory buyer." No one of the trade witnesses could recall an occasion on
which an attempt was made unduly Ao depress prices on the Winnipeg

market . ~ So far as general statistical material was before the Commission,
it appeared that both during the ten . years . before the war and . the, ten

years following the opening of the futures market after the war, the mean
price line in each year rose or fell in general conformity with the relative
increase or decrease in total world supply of wheat and the changes in the

value of money. No outstanding distortion of price levels by years, either

up or down, was revealed . In respect to oscillations of price the only

material before ~ the Commission was ; the studies of Dr. : Duvel, of the

Grain Futures Administration in the United States, to which reference ha s

been made already.

(e) The Sale of .". TVind" Bushets-Specidation and Hedging ,

That a substantial amount of speculative interest is necessa ry to create

an adequate and ready market for hedges, particularly during the periods

when hedging sales éxceed hedging purchases,' was asse rted by . all trade

witnesses and was not seriously questioned by , any witness. As to the
minimum amount of speculative interest essential for this purpose, definite

opinions ~ had not been formed . 'It was the general view . that "a very

large amount" of in and out speculative trading must be present to create
full hedging facilities . Several witnesses expressed the view that the greater
the amount, and therefore the greater total volume of trading, the steadier
and the more useful the market became . "

` On the other= hand, the imposing statistics connected with, the total
volume of trading in futures compared with the total actual, quantity of

grain, frequently gives rise to c riticism, and it becomes necessary,to, see
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how f ar the two are essentially, related, and to clarify the statistical posi-

tion before a - proper view : of, the figures can be obtained . - ' ~' ' - '!

% •~~ As'`distinguished - from' the , " Cash " grain market ; which deals " in

physical grain of 'specified' grades~ for, immediate delivery and payment,
unless otherwise specially - ^agreed,the futures "- or " contract" market
déals in contracts for the delivéry, , of - grain - in certain named months' in

the%future. ` Although it is commonly said that grain is bought and sold
in" the` futures market it will assist 'clear thinking . on` this problem to

recognize that it is the making and transferring of contracts that actûally
takes place . .

; . . " ,

The final relationship of these contracts to the supply of grain when
the'delivery month arrives is the important matter; rather than the number

of times contracts are 'made or transferred in the meantime .

Contracts to sell may be made in .the -futures market by those who

possess physical grain' and propose to hold it until the delivéry month' and .

then deliver it on the'contract, or by those having actual grain whô desiré
the temporary protection of a contract'until they find a purchaser for the
cash grain . . On the other hand, contracts to buy may be made by those
merchants and millers who desire tô take delivery of grain in the future
month named in the contract, or by those who desire the"protection of, a
contract until they are able to secure 'grain of the' quality and' in the

position they desire. : It is transactions of the above classes, primarily
entered into to minimize the risk of fluctuations in price, which are termed

°` . hedging " transactions. ; All • other -classes of . contracts in the futurës
• market may be roughly grouped as speculative, inasmuch as they involve
the deliberate assumption of a risk .

The number of futures transactions in a day in markets like Chicâgo
in a day, or' aand Winnipeg is large . The aggregate volume of tradin g

month, or a- year, is commonly - compared' directly ~ with the,' volume ' of
physical grain in position 'to be hedged and the number of times by which
the former exceeds the latter is said to be the number of times the actual
supply of wheat has been sold or bought : The apparent excess of trad-
ing, or, as witnesses described it, the sales

,
of "wind" bushels, is supposed

by some to exert a depressing influence on price levels . There is evidently
much popular misconception on 'this matter, first as to the number of
transactions that may be necessary to carry through to the final consumer
the hedging of any particular lot of . grain, and secondly, as to the nature
and effects of . the various forms of speculative transactions

. The simplest of all hedging transactions, covering grain which passe s
directly from a first purchaser to a final consumer, involves two complete
trades: in the futures market. So simple a transaction is rare . Grain
normally changes ownership many. times, on its way to the consumer, each
change being accompanied by a transfer of hedging contracts, which appears -
as a purchase and sale in the futures market and adds to the volume of
trading.,,Then according to .the length of; time grain is held before final
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disposal for consumption,, a hedge . "may be," switched" from one futures
month to another, each change appearing as a new . purchase and sale .

" Spreading " . from one futures month to another, : and at times from one
market to another, to take advantage of temporary differences in relative
prices in order to - secure a : full • carrying charge on grain* that must be
held for a considerable period,' also swells the volume of trading . -Again,

even when the' hedger is a member of the Exchange, a broker may be
employed to piLrchase or . sell, and later transfer the contract to his prin-
cipal, and in the records of the Clearing House the number of transactions
is doubled in such cases.

',An effort was made by the Commission to obtain opinions from experi-
enced witnesses as to the normal number of? futures transactions involved
in hedging a given quantity of -wheat, or what might be called the normal
multiple of grain which could appear in the figures representing the volume
of . transactions in the jutures, market without unnecessary speculation
being present . No very positive answers were obtained. The lowest coin-
petent estimate was that hedged wheat might be hedged an average of four
or five times and perhaps more, and that there might be eight transactions
without any-speculation at all. In class room discussion in the University
of Minnesota, we were informed, a multiple of twelve to fifteen .times the
quantity of wheat was . accepted. Other witnesses could account for from
sixteen to twenty hedging transactions on one lot of wheat. No one was
prepared to say, however,-how much higher the multiple might become than
those mentioned above before they, would conclude that there was excessive
speculation in the market.

Orders coming to the market in any day from those who desire to put
out selling and buying hedges may not exactly synchronize in time .or be
equal in amounts. The same is true of all other classes of orders and of
orders as a whole. But the ", Scalpers'" stand ready to bridge the intervals
of time and temporarily carry the odd amounts by buying or 'selling w hen-
ever, even slight differences in price tend to occur. These scalping trades
account for a substantial proportion of the volume of trading reported each
day, and serve to keep the market always liquid and to graduate the oscil-
lations. . . r ;

There are, finally, the "spreaders " whose operations have also been
previously referred to . '

The volume . of futures trading is composed of the aggregate of the
transactions of all these operators . It is obvious that activity in the mak-
ing and transferring of contracts under these'conditions is a different thing
from the offering, or the bidding for, equal quantities' of actual grain in the
cash markets . This'applies when the aggregate trading of a Qingle'day
is considered and is still more apparent when,the daily totals are added
together to make monthly or yearly totals . Intense activity and large
volume in any one day may result in leaving the net outstanding contracts
practically'unchanged at the end of the day, or only slightly increased or
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diminished., Daily volume :s as much due to "evening up," or withdrawing
from contracts, as to entering into new contracts . , Monthly or yearly totals,
while of ztatistical interest, cannot therefore have the significance popularly

in Canada in positions to be hedged,'which does not include grain on farms, '

,The highest 'percentâge was 75 .8 per cent on August 23, 1929, when stocks

Pool .`' T6ât' it did'not make a practice of hedging grain delivered 'to it wa s

attached to them: , . .
Figures were shown us by., the Winnipeg Clearing Association setting

forth by days, from May 1, 1929, to rSarch 31, 1931 :

(1) the volume of open trades in wheat at the close of each day ,

(2)' the volume of trading within each day ,
(3) the price of the ruling future at the close of the day ,
(4) the quantity of actual wheât in country elevators, in transit'west

- of Fort jWilliam, and in Canadianterminals, at the close of each

week during this period .

The average volume of daily transactions throughout this period of 581
days was 23,488,464 bushels . The changes wrought by this activity in the
net contracts from day to day were genérallÿ small .' The greatest single

change was effected on October 28, 1929, when, with daily ., transactions of
38,743,000 bushels, the net open line was reduced by 4,283,000 bushels . In
most cases the change in,thé open line was only from a few .thousand to a

few hundreds of thousands of bushels .
The open line during the period averaged 53,360,914 bushels, and the

average daily transactions represented therefore a daily turnover of 44 .01
per cent of the net open line. : Compârin'g the open line with the actual grai n

it is 'shown that at no tune was the open line eqûal to the visible supply as
above defined.' On the average the operi line on the day, each week on which
returns of stocks are compiled was 34 .09 . per cent of this visible supply.

in Canada,were comparatively low;
Care must be exércised' in drawing conclusions from this relationship

bétwéen open lines and visible grain . .'On'thé 'surface it might. appear that
.on the a' erage note more thân'one-third of the Canadian wheat in the visible
supply ;had been'hedged and that'hedges accounted .for . thé,total open

. accounts. In the records , of . the, Clearing House the statement of open
, accoùnts represents the net positions of the different members, but commis-
sion housés on their own books might be carrying long accounts for some
clients and short accounts for others while only the balance appeared in the
Clearing House returns . Grain in country elevatôrs . and terminals still
owned by farmers would .°or the most part be unhedged, and this would

'6e trüe also of at leâst a substantiâl proportion 'of grain in the hands of the

admitted in evidence by the Poôl, but' it',was also âdmittéd that it' took
,over he

. . . ., . .
.e.s'

. . ., . ,
dg wh~n,itYsold cash grain, so that the Pool, while it held these

hëdges; 'wonld have"an open line prôperly . attributable to hedging. ' Recoâ-
nizing that important modifications' of - figures might result if all thes e

rrsso-{
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factors were taken into the calculation, it is still notable that there has been
so large a background of actual grain to the volume of futures contracts.- =

No detailed examination of possible relationships between opén' lines,
daily volume of trades and price changes could be undertaken,` but the
month of the highest average of daily trades was the month of highest
prices, July, 1929, althoùgh the peak of the open lines was reached in ' the

following October . ; In the months of lowest prices, , activity was low and
open lines below average . . A similar coincidence of high activity and high
prices and low activity and low prices ; appears . on a general examination

of the returns of .the Grain Futures Administration in the United States .

.What is cause and what is effect in this apparent relationship could be
determined only after very careful study and ; would probably require a

thé market almost invariably as bulls on a rising market, and go out almost

'and the 'finâncial losses lie suffers from time to time in that ' field would

broader base of fact than yet exists. ,

. , . , . , ,
(f) Gambling and its Effect on Producers .

We feel 'that we ought to refer `specifically to an objection made by
many~ farmers to the futures market, that it provides `scope for the gamb-

ling instinct,
I
and that niâny farmers and the general public enter the mar-

ket with resulting financial loss and demoralizing consequéncés .

The evidènce showsthat many farmers and many of the genéral public

throughoût ' the ' west do at times gamble in wheat futures. They, go into

irivariâbly as losers. ' The farmer, gambles in wheat rather than in` some-
thing élse because his 'daily occupation largely centres around the 'pro-

'duction and marketing of wheat,' ând it is quite possible that ' if there'were

no' futurès trading in wheat, his gambling instinct would remain dormant

not be sustained. As one witness said" The ~ farmer is not" so {apt'to
gamble in'oil as in`whéat : He thinks he knows more about Rheat for some
reason or other." On the ' other hand; another told the Commission that h e
cÔnsidered the two worst spéculators in the World were the grain merchSnt

!a nd the far mer. He pôinted 'out that the actual work incurred inlândling
both being ' too greatly impressed with events with which theygrâin' led to

weré' in direct" contact' and' both 'therefori tended to lack' the imagination
and perspective nécéssarÿ tnsuccessf ul' speculation . A' genèral ` conclusion
that` may' be drain - from' the evidencé isthat the average'farmer is ill
equippéd to enter' the spéculative' field :

r, ,Like other gamblers, the farmerdoes not seem to learn from éxperi-
ence. , He is anxious , to make some éâsy money, and . too often continues
the experiment only to find that he is usually beaten at the game. ., In that
respect he is

-
not a ' speculator in the true sense, bëcause he usünlly

'
enters

the, market without , any sufiïcient ôr ' adequate knowltdge of the world
factors that govern priceâ . He is a gâmblér.

► r '
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The : figures' of , loss estimated by witnesses do not . show the losse s

suffered by the farmers as a class as distinguislied from the general public,
and we believe` it would be a' grosa exaggeration to suggest that in normal
years and as a' general rule, the farmers who gamble in grain futures 'are
nearly so numerous as in'1929, or suffer anything approaching the losses

that characterized 'that year

If it appeârs that the 'futures' market is in the interest of the producers

as â`
,whole in the price that they receive for their grain; it can scarcely

be condemned because a limited number are foolish enough to gamble in
futures rather' than 'confine their energies to the growing of grain, a safer

and more familiar field. We can, in the light of evidence, without hesitation

advise and even urge upon - farmers, as well as on the general public, that

gambling in grain futures' is for them, as a rule, a'very, dangerous and

demoralizing operation. If, however, they are determined to enter that field

and take the risks invohed, there does not seem to us to .be any way of

stopping them, without'doing away with futures trading, altogether, and
thus destroying its usefulness as a means of vitally assisting in the market-
ing of the producer's grâm, . and securing f or him : a price which otherwise

he would not likely receive .

J4), . SUALRiARYOF EVIDE\CE L;PON THE "MAIN QUESTION OF THE REmrr

Although the witnesses wére,' of course, generally presenting differen t

and partial 'aspects of the~ whole'problem describing their relationship to
the futures system, we were àt sôme pains to address to them, either at the
beginning of their evidènce, or by way of summarizing it, thenmain ques-

tion: '=Whàt 'do , you personâlly think is the effect of the 'futures system
tipôn thé `price received bythe prodùcer'? Occasionally it was necessary

to put it negatively and `say :; What do'yoû think w ould be the difference

if there were .no sy stem 'of futures?---~and sometimes to 'refine'on the dis-
tinction between the ' averâgé pricé, and' fluctuations in price . From such
an extremely variéd cross section of all the intérests affected, it is interes-

ting to suïnniârize briefly thè ânswers`tô this quéstion;

(Q) THE VIEWPOIhT OF THE FA8➢tER

. . .a ' ,T , .

~ I .i Over, a, score of ' farmers, 'or those with ~ farming e~.-perience, gave
evidence for themselves, or of farmers' views within their-own knowledge .
They were about evenly divided in, their opinions on,the main question,
for . and against the present systeni . ; ; In some cases the idea in the back-
ground was that the whole principle of futures was,economically unsound,
in others, . that the, present system through .which the; principle is -worked
out was defective ; .while several,were opposed to futures because they, had
in, mind that : some alternative •methods would yield them better, results .
One very typical witness said that the system built up a wrong psycholog y

M20-4i
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in the minds of'the farmers and by tending to increase'pioduction incréased
the fluctuations ; so that'thé'farmers could not get their "proper :pricé " :
Another avoided the main question and went strâight to the demoraliza-

tion of gambling, its influence -on the public and on ; the farmer, ;and he
thought there should be some . other system without, these ethical disad-
vantages which would help the farmer to hold his . wheat . He thought
that a rival system of.regulation would give him the best price, an unregu-

lated market the next best, 'and the futures system the worst. Further
objection was made to an organized group " having power to depress or
increase prices," but he hesitated to confirm the logical consëqüencé of his
views that an .open market would give wider ` fluctuations and poorer
receipts . ,

In this connection a farmer of long standing, and with much experi-
ence in public life, spoke as follows :

Q. "In' dividuals within the Grain .Exchange have the power to depress'
and raise pricés and that is bad for the prôducer ; is that your point?"- A.
" Yes, that is bad for the producer.

" Q. "Well, how, do they do it? How do they raise or depress prices? "
A. "By uniting their power and either buying or selling large quanti-

ties: '
Q. "Do they in fact unite and act together in that way? "

''A. "That is my belief . . . . I have arrived at that conclusion that they
have the power to depress and increase prices ."

Another farmer of wide experience in farming and in public life said :
"I do not look upon it as an ideal form of marketing for this reason . 11ias-
ket.ing .in those circumstances is a speculative institution, and where you
have speculation on a market with large operators, those operators will at
times manipulate your market. ~ I have no doubt in my mind about that,
and when . the market is deflated . and is manipulated by large operators,
the price goes down and down . : . .My opinion is that it (the Grain Ex-
change) should -become a public body properly incorporated and subject
to public authority ; that there should be not only supervision but con-
tinuous supervision. I do not mean by that silly meddling with business
matters . I should regard that as a calamity. I do not think there is any'
need for regulations. The,very fact of it being known that they were under
continuous supervision would be the best of all regulations in itself ."

Occasionally a farmer 'vritness would attack *thë system on grounds
môre nearly approachirig the purely economic :-

"I further claim," said one, ""that thé" speculative 'system' is eco-
nômically unsound: ' To the extent that Canada's wheat crop is hedged,
sold on futures to millers, exporters and speculators, the financès of the
country are tied up in margins, and as we depend upon the public to supply
fundà and find pûrchasers for the futures market they are unable to do so .
To' this extent the' futûres market is ünable to function, which is reflected
immediately' in the price 'thé farmer ûltimâtelÿ receives' for his`grain ."

.{ -
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. . : ~ Another took it from the angle of contribution to production, and him-
self put the question: -"Does the . Grain Exchange produce any . wealth?"
To him, anything paid to this institution must come out of the real incomes
of the "producers," within his meaning of the word. One witness put, in
order of advantage to, the farmer, first some alternative system, then the
futures system, and last, and worst, a complete lack of regulation or method.
Ceveral . pressed ; the,view that futures increased ; fluctuations, " boosting
them higher and depressing them more ." . It was sometimes enough that an
exchange, existed which worked for its own advantage, and the non sequitur
that'the farmer must necessarily suffer was the burden of their evidence .
Only one or two brought forward . as their main reasons for feeling that
"prices could not be right" the fact that "the crop should not be sold two
or three times over. . ., only owners of wheat should sell wheat " or " no
money shôuld be advanced on articles not sold ."

Abuse of a system, otherwise useful, by speculators ; the desire to limit
futures to the growers of wheat, or the desire to improve on the system by
control methods, were not uncommon comments . Attempts to be specific
about particular price advances that did not get back to the grower were
very few and, when given, seemed .to have come at completely abnormal
times and to be susceptible of special explanation .

. Indeed the number of specific instances of the abuse of prices arising out
of the futures market brought fôrward by farmer witnesses, as distinguished
from` theoretical . arguments presented, , was limited to two or three .
A farmer at Calgary cited, as an example of abuse, the following incident :
"In the winter of 1925 I was hauling wheat with sleighs and 4 horses to the
elevator, and in the morning I hauled a load, I think about 160 bushels,
as near as I can , remember. That was before the radios were in general
use. The morning's load was unloaded on the price of the day before.
Then I came in right after dinner, about two hours later, hauling the same
kind of wheat and the same number of bushels in the load from the same
bin, and my load was worth about $22 less than the load in the morning.
I did not know what it was but something .w as the matter beyond the
power of any producer."

This decline in value represented a fall of about 13 cents per bushel .
It' appeared that on the occasion in question, the price originally stood
about $2 per bushel and, after the break mentioned, gradually declined to
$ 1 .35 or $1 .40. This particular c.hange in price levels was also mentioned
by other witnesses as an example of the effect of futures trading.'

Another specific instance of what was held to be an abuse was brought
to the attention of the Commission by two producers, one at Calgary and
the other at Itegina. Circulated market opinions on a particular date had
expressed the view that'wheat would sell at $2.25 per bushel, barley at
$1.25, and oats at 95 cents, and had advised farmers to take An advance
upon their shipments and to hold their grain' for a favourable market .
Such opinions, said one of these witnesses, are "not à direct inducement but
by inference they are building up a psychology that prices will go higher .'

.
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In general, farmer .witnesses attacking the futures market, relied upon

general theories of their . inju riousness rather than , upon specific instances

where it could' bé shown that an, individual bad suffered , loss :

. ' A number oU these individual farmers defended the system in their

answers to the main question. - One farmer was indefinite as to whether

ûuctuations were more or less ; but -felt that the system "never did him any

l.arm." ' Another, who, is also a speculator, in a very elaborate' and well
reasoned document,' showing acquaintance with much economic ~ literature;

from Gregory King onward ; defended the market as `eqûalizing prices, and

said that he dealt re gularly-in futures himself . He classified in a system=

atic statement, the advantages of the system as follows ; first, it provides

an omniprésent or ubiquitous market ; second, a high capacity market ; third,

a representative market ; fourth, a quick market ; fifth, an orderly market ;

s ixth, it makes possible à low margin of handling costs ; seventh, it , opens

the industry to small capitalists ; and eighth, it furnishes economic methods

of carrying commodities . ;

Another considered that, though subject to occasional manipulations i

which tempted the farmer to use the market with the cash he had obtained
from his wheat, the market was beneficial to him: "I see no objection to it ;

1 know no other system that I should prefer to it " . '

One, a little more positive, "believes it is a fine thing and should be

very sorry - to see it go out,- thought it' hüs gotits laults:" He had met

many people who had got into'trouble through it : . "People go into this

thing and make fool bargains and then want to get out of it. I would like

to stop this ; but to the people who use'itproperly it helps ." On the same -

point,• another farmer declared ` that speculation w as human nature, and

"if you cut it out here ifwill go elsewhere. We should not get over the

gambling trouble ' and we should lose all of the advantages of this'system

in vain ." ' Another claimed that
I
the systém formed an element : of safety

for the farmer,' otherwise buyers would "cut the prices very low,indeed ."

Still another claimed that he had used the, futures market to great advant-
age,' and that it had also given the farmer a better price . `

When we come to those who spoke as representing farmers on a large

scale-the presidents' Of . f armers' , associations-the representative view

expressed was .overwhelmingly against trading in futures . One spokes-

man claimed to represent as many as 50,i000 mem'bers ; and another said

that out of his 84,000 farmers the vast majority would support him . There

were four of these, representative witnesses, and we found, it difficult to
determine precisely the extent tô which their members had given indi-
vidual assent to • the , views expressed, and .with what degree of active
feeling, or how far the views had been ,formulated • by their leaders and

allowed to go by the passive acquiescence of the majority. One thing nas

clear, however,- that the views expressed on , behalf of _the farmers, wer e

much more positive and definite than those that were given in evidenc e

. • . .?~ .'
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by farmers when speaking ; for •themselves .,, -As the ; upshot ; of ï our enquiry
we were perfectly prepared, however, to accept their statements as a bona
fide effort to represent the views of the majority of their members .

O ve character: of the evidence, onen this question of the representati
witness, formerly a member of the Council of Agriculture and an official of
the United Grain Growers, said that the opinions expressed by the repre-

sèntatives of 'the.' farmers séemed 'hardly fair .' and that -these 'witnèsses
did not re3lly'réprésént the sepârate 'active opiniôns of so many farmers as

was snggésted ; môst~ôf the farmers did not have, as a burning conviction,

the views put forward'on;thèir behalf .' Xmight 1be'added that his own

ëxperience as a farmer and official of a farmers'- grain company was that
the futures market was â clistinct bënefit to them as a class .

The main objection', to ~ the futures system of those,représenting
farmers' ôrganization was; first, the temptation to 'the farmérs to speculate

second, the . selling of ~heat many tiines over . which,and losé their money ;'second,'
in st necéssa'ri1y be détrimental to their . best interësts.

The Vice-President of the United, Farmers of , Alberta . testified as
., •
follows: "If the Western Cànadian -Âgricultural Community, dependent
so greatlÿ as it is ûpôn the prosperity of . the grain-growing . farmers, is to .

be enabled to ineet ; éxport conditions intelligently and successfully, thé
right`of'thè Grain' Exchange and its concomitant s stem of trading in
futures as a ` marketing Àgency'of Canadian wheat must b e ;demonstrated:

Its ôperations' must be brought to the ' light ` of day,
.
and such measüres

must then be taken•as' the'facts shall'show'to be necèssary . At present

we cannot'get the"fâcts. : The'United Farmers of Alberta have advo-
cated and urged for many, years, at district and annual " provincial con-

vëntions; the investigation ' of the Grain Exchange ' and of speéulation in

wheat futures . . . The business of wheat marketing has beén envelôpcd in a
veil of mystery'behind-which thousands 'of intèlligent'faririers' havé "tried

in sain 'to obtain a'view'of the facts .:`. The farmers have 'concludèd'that
the feverish interest of speculators in futures accounts to a great dégree'for
the eagerness with which crop reports "are 'compiled and : read, ând' have

many times over the years watched a good crop maturing in the field, and

read news items
.
in the press about bumper yields and, at the same ;time,

of declining prices . Rightly or wrongly they, have deduced that the price,
decline which has robbed them of financial returns ânticipâted on the basis

of previous ~ price -quotatiôns, n•as broughtabout, nât' so much by. : a"con-•

traction of démand on thé part of bûyers due to the possibility of a world
surplus with` resulting 'low prices, as by the opération of ,the speculativé

element in the futures market. . '. . SVe do'not pretend to be` able to give

answer to the • question before this' Commission : ' The-effect' ôf • futures

trading on the price paid to the- producer . we, believe, to' be detrimental :

But we have no positive proof . There can be no proof so long' as thè

operâtiong of the ~Exchange remain enshrouded in mystery ." And finally

he summed up in effect as follows : We do not know, we cannot find out ;'
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and we would like to have some system introduced which would give us

an assurance.
The-Commission believes that the view s` âbove recorded can' be'said

fairlyto representthe feelings of 'a large nümber of'the farmers of the
prairie provinces.

Much was made by the above witness of the demoralizâtion through
gambling amongst the'farmers . He was not concerned with "questions as

to whether millers could dô without' the systém ; where the` capital wôuld

be forth-coming for the industry ;as to'continuityof supply, or insurance •

against falling markets : These he described as' "academic questions ." To
him the chief fact was what wheat, the major item of production in thé
life of two and one half million people in Western Canada, has become
involved in' a complex system in which gambling is a prominent feature
to such an' extent that producers,' considered either singly or in' great
organized groups, cannot carry ontheir function intelligently . His people

believed the effects of futures on the price paid the producer were detri-
mental,-but they could not answer the question before the Commission for
they had no positive proof (1) owing to mystery (2) 'owing to gambling,,
nor could they show that unhedged commodities had smaller fluctuations .

In the minds of many farmers one of the outstanding'objections to the
Exchange, is'this "secrecy" or "mystery" . concerning its operations . They
have witnessed price fluctuations, at times of a very marked character, tak=
ing place ; sometimes 'on the same day, and frequently'during that period irt
the fall of the year when he is compelled to market his grain . They some-
hoiv feel that these fluctuations cannot always be explained on the basis
of sùpply' and demand, and suspect they are brôught about by manipu-
lation on the part of the speculator .

Several . farmers gave their personal views on this matter, and in other
instances the heads of large farmer organizations gave what they regarded
as the views of the membership of such organizations. One farmer, a.
leader in his community, gave the following evidence :-

Q. " What sècrecy is there `about it? (The Exchange)".-A."The•
operations in so far as the physical operation is concerned, are open, but to
the best of y m knowledge it is utterly impossible to find in this country at
complete record of transactions in grain. Across the line you can . . . . . . I
would like to know the actual amounts that went through the Exchange
as compared with the actual productions . . . . . . * I would know whether
the abuses which are alleged are correct or not ."

Q. "'Are there some abuses which are alleged?"-A.," Yes, that the
market can be manipulated . , I have no proof of that, it is simply a general
statement, a general idea °1. $'

Q. " And that is an opinion quite frequently held . by f armers?' =--A_
" It is quite a common opinion ."
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The President of . the Central Selling Agency of the Pool said that in

the Saskatchewan Pool, of which he was also :President; there, were some

84,000 farmers the vast majority of whom would support him in declaring :

"The organized farmers for many years, and as stronglytoday as at any

time 'in_the past, -feel'that the present system of futures trading .does

not work out in their best interests . They feel the price they: receive for

their wheat' from day to day is largely influenced by the attitude of mind
of the uninformed speculating public, and that such a method of determin-

ing or influencing the price level is too insecure and unstable a ; foundation

upon which to build .any industry. , They, feel : that the, effect of uncon-

trolled speculation results in much wider, fluctuations in the market price

than would otherwise be. the case . , : A much more steady ; price level than

now obtains would be of inestimable value -to, the ; producers . . . . the

majority of western farmers are ' equally of the opinion ; that . the effect

of futures, trading on the price . they , receive is detrimental. . They , have

no definite proof as they have not the facts on which to study t,he whole

question."

His evidence was rather negative as to whether or not a perfect
system,' to which these ' various allegations would not apply,` would be
beneficial. ' ' "The records are insufficient " . ; ' He ' agreed, however, that
the advantages obtained in the ' other' ~ links of -` the chain of 'grain
marketing might benefit'the farmer indirectly ; - but his view was that the
farmer himself did not get the same share of protection. He further agreed
that there was nothing that the Pool could do for the farmers collectively
in relation to futures that the farmer could not do for himself, if rightly
advised ' and intelligent. Everything that his organization did was done
in'the interests of the farmer entirely, so that in so far as they them-
selves had traded in the futures market they had done it in the interests
of 'the -farmers. Nhile favouring I a different system ` of marketing, he
admitted that ûnder the present system the options market, even as it is
now, could be and was ' being used' in the ; interests of the farmer, apart
altogether from the benéfits derived by him from anything done by the

: .others in the chain .
The head of the' United Farmers of Saskatchewan ` spoke as follows :

" I wish to express to you myopinion that the trading in futures in the
w heat business is detrimental to the best interests of the farmer who pro-
duces the grain . I am firmly convinced that the fluctuations in the price of
wheat caused by this trading are not warrânted solely on account of supply
and demand . Prices change so rapidly from one day to another, and we
know .that the supply has not changed: '

:,,,In the case of another farmers' ; association this question of futures
trading had been mentioned at a number of their meetings where it had
been systematically canvassed. There was a well defined conviction that
it did not operate to the advantage of either producer or consumer " .
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Theywere paying remuneration for services to the grain trade'not repre-
sented by any added value to .the product. :- -', : ' f i' ,

: At no point in the evidence did anyone .allege - that smaller fluctuations
were not a benefit to the farmer, or show. any indifference .to' the fact of
fluctuations. One - :witness brought to - our * attention : a : report in ;which
we read; " It is - a well recognized fact that fluctuations in prices are detri-
mental either to the producer or consumer! . :(Report to the Government
of Saskatchewan by James Stewart and F. W. Riddell, 1921) . : :

Much of the farmers case which is valid consists of (a) .the demoraliz=
ing effects of gambling with moneys that neither he nor the ôthers . who
have indulged in it, can' afford to lose ; and (b) ' the suspicion which in-
evitâblÿ attaches to a self-appointed and self-judging corporation that there
is "secrecy," and the possibility at least of abuses and manipulations . •At
times, when experience of loss is bitter, these become overmastering without
any increâse whatever in the tangible evidence `on which to base them . '

: . . . . , . . , . ,.

The bankers gave evidence, : as representative . of, all ;those . who are

B. THE VIEwPOINT OF THE TR&DE '

involved in financing the grain trade, to the effect that abolition of futures
would seriously, affect the .financing of the trade, and in consequence the
grain dealers would protect themselves by, reducing the price to the farmer
and the grain would be hurried to the market with .undue- rapidity : Their
evidence was unequivocal to ;the effect that the present futures, system
benefited the farmer in his price.

The representatives of - the various elevator companies : and ! groups
made their opinion clear that the elimination of,risks by hedging,enabled
them to give the farmers" a better, price . One witness said that each member
of the chain would otherwise expect a higher remuneration and thought the
questiôn of effect was " academic "-the hedging really'did not affect the
price-it was settled by supply and demand, and he could not see where
the cost fell. : Generally, the ; evidence of those : interests and that of . the
commission agencies and exporters, was that it would be impossible to
carry on in any of these stages without hedging. - "An exporter would not
dare to consider selling,the grain on a protection of a cent profit to be
delivered sometimes months ahead; if there ivere any possibility of grain
advancing in price and of the'people from 'whom he had bought, for any
reason'whatever refusing to maké delivery in' . the country :, he would not
be able to pay as high a price relative to the world'price 'as hé now pays
the producer .' . , there must be a wider spread between'the exporter
and the importer in Europe . the elevator operator andshipper
cannot work for any less profit than they are getting now they
cannot get a higher price , from the consumer ." The net éffect is ~ that
the producer must benefit. `
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; A broker declsred that speculators as a whole put more money into
the grain . market, than they took out, and by so doing, they enabled the
producer .to secure a higher price for his grain . As mentioned previously,
he likened the money in circulation to a revolving insurance fund to cover
existing risks-one speculator one day had a larger . share of the fund than
another, and so on .'! He said .that speculation ought to be encouraged in
every way . possible from the standpoint of the producer .

' A witness, à raiser of seed grain, and engaged in educational research
and popularizing all agricultural information on scientific subjects, reached
màny interesting conclusions on a rather distinctive liné of évidence . He
declared that the system reduced the minor fluctuations on the wider price
swings and : that people ~ forgot ` the gold 'position . A : grain commission
merchant; while declaring that the farmer got a~ better price and long
period fluctuations were reduced, admitted that probably the tiny oscilla-
tions were inereased . '

`- The millers said that some other form of insurance would have to be
.cievised and it would be more costly, or else they must assume their own
insurance risk. : In either case,," the protection afforded to the producer
of wheat on the options market results in a higher price to the producer " .
They said it would be very serious if, other . wheat growing areas had the
advantage, but did, not lay much emphasis on a difference of . fluctuations .I

' The manager of the Clearing House, at one time a farmer, remembers
bow the farmer got better prices when people began to hedge in Chicago-
"the open market is the only "method by which"you can handle grain
economically . and efficiently and give best results to : the producer." He
was quite definite that when a,complete systematic market,for hedging
operations was ; brought in, it was clearly better . for the trade and the
farmer, but he could not form a .judgement as to whether,these better
prices had increased production .

The two witnesses who had had extensive experience of the marketing
of. wheat both before and after the futures market was established in ;tiS'in-
nipeg distinctly stated that the price to the farmer after futures was intro-
duced had improved ., "We had actual expenses," said one, ", and a flat
margin of ten cents a bushel from farmer to the buyer in Europe on straight
grades, and fifteen cents on other grades, until the futures market started .
The moment the option - market started we were closed out because the
business was done on the basis of one or two cents or less a bushel profit
and we organized into separate : units and did not export. : What was pre-
.viously costing ten cents only cost two or three .' . . . farmers after the
option market certainly got a better price than before .'.' . Here again he was
not so sure about the fluctuations .

The other witness said that in the old days he bought from the farmers

r

and sold to the Winnipeg syndicates and got two cents off the ten cents
~sprëad for handling through the elevators or thirteen cents in the case of
the offgrades . . He afterwards worked on a much, closer : margin ' and the
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producer got a better price . A grain dealer in Alberta desired to extend
the principle of hedging because a hedge at Vancouver at present was not
very complete . He thought that if they could get a complete hedge the
farmer would get better terms .

It is natural that the grain buying interests who use the system to such

an advantage as a method of insurance should be predisposed in its favour
and attribute to it many virtues ; but it does not necessarily mean, how-
ever, that they are wrong because they have an interest in it . Much of the
evidence against it is subconsciously influenced by a background of long
disputed rivalry between two types of marketing . It is inevitably influ-
enced also by the untoward incidents of recent striking price changes which,

however, have nothing whatever to do with futures or with the grain trade
as such, or even with farming, but are part of the great world tendencies,
due to the influences of gold and credit.

There are objections which are fully explicable if it is conceded that
the present system multiplies oftener than necessary the minute day-to-day
oscillations. But these catch the eye and those who see them are often
unaware of the larger subduing price effects of the systetn which, of course,

are silent and unmeasurable. These two classes of fluctuation-the world
wide and the transient and insignificant-tend to distract attention from the
mean, steady crop-year fluctuation effects to which economists and students
pay most attention .

5. PWPOSALS FOR SUPERVISION

There is no doubt whatever that a feeling is prevalent amongst many

farmers that someone is making money at their expense unfairly by inside
knowledge, manipulation and undesirable practices . Nothing was given

in evidence of a practical or satisfactory character as to what it actually
is that is done or how it is done, and in that respect we share the experience
of the Turgeon Commission.

But we cannot claim to have been able to satisfy ourselves conclusively
as to the impossibility of such practices existing .

The fact that the Grain Exchange is self-governed without outside
supervision or regulation in its futures trading and that, if complaints are
made, the Exchange is the judge of its own cause, are sometimes used as
arguments or proofs that its powers or practices can be abused. By its

by-laws and regulations, however, it is clearly alive to the desirability of
checking and abolishing every kind of undesirable practice likely to affect
the interests of its members, and, through them, of its clients . We are given

to understand that it does, in effect, without parade or publicity, uphold the
standard of business conduct and correct any undesirable practices amongst

its members . But, apparently, all this, happening behind closed doors,

has not availed to improve public psychology and sentiment .

The feeling amongst farmers to which we have referred has persisted
over a long period of years, and it has been particularly active at timez

0



v'hen 'thére has beeff a reaction from gambling and boom markets. If
there is no substance, or small substance in actual fact, for the existence
of that feeling, it seems a pity that no way can be found to remove it .

We do not pretend that all farmers are positively antagonistic to the

present system; we believe that, as usual, the dissatisfied element are
the more conscious and articulate, and that a large number of farmers
having no great feeling in the matter are not very active in giving expres-

sion to their moderation. The element that gives rise to the impression

of the universality of the feeling consists of the active spirits who may
genuinely believe there is a grievance, who draw the resolutions and speak
at the meetings, and generally act in a representative capacity .

Any ameliorative action that might be taken, while perhaps not satis-

fying all sections, might at any rate affect the minds of a vast number
and reduce the area of inflammatory feeling. It is essential that in any

attempt to deal with this difficulty care should be taken to avoid minis-
tering to merely idle curiosity on the part of individuals and introducing
elements of individual publicity which would unfairly handicap this busi-
ness as compared to others . In the same way it is essential that the day-
to-day smooth conduct of the business should not suffer the bureaucratic
touch of regulation and inquisitorial restriction . It might be well to intro-
duce these when the moment for their necessity arises, but to put them
in merely as a measure of assurance against mere suspicion seems inad-

visable .
We have canvassed the idea in quite general terms of the existence of

a person of independent judgment and position who would have the
right to be behind the scenes at all times and places in the Grain Exchange .

He might be regarded as having three functions :-

(1) It would be possible for any farmer or other participator in
futures trading to bring to him his specific difficulties or complaints or sus-
picions, and the officer would be thus moved to inquire into the particular
point and the principles that it might illustrate, and without communicat-
ing any confidential matter to the person who initiated the question, he
might be able to give him the necessary assurances that the question had
been looked into and dealt with on satisfactory lines .

(2) By his general observation and inspection of the proceedings he
might direct the attention of the grain trade to possible improvements

and self-regulation . It would be open to the authorities of the Exchange

either to accept his suggestions or to convince him that they were unneces-
sar,y .

(3) But in the event of the officer remaining of the opinion that some
corrective measure should be adopted and the council of the Grain
Exchange maintaining a contrary view, the officer should be at liberty to
make reports from time to time to the Government, who could make such
enquiry into the matter as they thought desirable with a view to regula-
tion or restriction or other measures .



Though this is not strictly within our remit, yet the point at which it is
aimed does affect futures trading, and, through it, the price received by
the producer, for the psychology in which the whole scheme is set is not
without its influence upon the proper working of the market .

We have in mind the analogy of the Government's right of enquiry
into banking throughout the Dominion, and something which will enable
the farmers to feel that no undesirable practices could go on entirely
unchecked. Such a responsible person, not beholden in any way to the
trade as a whole, but having it under adequate review, would, we have
reason to believe, not be harmful to the trade itself or repugnant to the
feelings of those who conduct it, and yet, at the same time, would do much
to allay the long prevalent suspicion amongst farmers .

It is outside our scope to compare the value of this method of
" reassurance " with one that emerges from some of the evidence, viz .,
granting to the various co-operative bodies belonging to the producer who
are now members of the Exchange, adequate representation on the council
of the Exchange and the various committees to which the council delegates
its power for the purpose of the active administration of its functions .



PART IV

CONCLUSION

(1) THE HISTOBICAL SE rTING OF THE PfiOBLEM .

In attempting to bring together the many impressions and influences
resulting from this rapid, concentrated but comprehensive survey of the
problem as we see it in Canada in the year 1931, we feel that we ought also

to view the matter in the setting of a larger experience. In looking back

over the past history of this subject it is salutary and perhaps a little dis-

concerting to find how the problem is revolving upon itself .

In the record of public opinion of the practical use of futures there is

little that is new. A careful perusal of the literature of the last forty years

shows the old contentions and rebuttals constantly reappearing with con-

stant regularity . History repeats itself, and geography too, not a little, and
twenty-seven years after the organization of a futures market in Winnipeg
we find practically no arguments that were not prominent many years
before it, except those introduced, with political elements, by the existence

of new bodies such as the Farm Board and the Wheat Pool .

In 1893, after a careful survey of the effect of futures for the previous
twenty years in the United States and the previous five years in Liverpool,
it was stated in Great Britain that there was universal opposition by farmers
who contended that although delivery was contemplated in all contracts, in
ninety-five per cent of them did it not take place, and the difference in price

,only was paid over or accumulated for settlement day . These farmers said

that during nine-tenths of the time there were more deâlers interested in
depressing prices, and as overwhelming evidence of this, for the five years
preceding 1888 only 9•8 per cent of the whole crop was sold forward, and as
the total sales of futures equalled nine times the whole crop the sales of
futures must be ninety times the amount of actual grain sold under futures .

'(Bear : The Agricultural Problem, Economic Journal, 1893) . The defenders

said that as the system increased the number of persons willing to buy the
crop, it must benefit the farmer, to which it was rejoined that the enormous
quantity of fictitious grain created nominal gluts and reduced prices .

Against the contention that the sy stem was necessary to' carry over the
'wheat until the following season, it was urged that only a small part was
actually dealt with and yet the price of the whole was àffected . But the

chief argûment on the other side was that there could be difference in
the long run, if the depressions were equalled by the enhancements of price

as the result of the influence of two equal sets of people . Against this it was

urged that this was fallacious-the numbers were not equal, bears were con-
stantly in the business, bulls were occasional, and many of them becam e
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bears after hedging. The importers who bought extensively for delivery
abroad at a fixed price hedged to secure themselves against loss in case o f

- a great fall, but as large buyers they were " weak sellers," and helped to
depress the market. Since all old buyers wanted a rise and all new ones
were anxious for a fall, the option system must depress the price . It was
alleged that there were tricks, false reports, and insecurity, while reckless,
impecunious men opposed others who had much to lose . So the system
had an effect in intensifying depression .

This typical outlook with the accompanying demand for a Royal
Commission came, it should be noted, just at the trough of a long-
continued fall in the general price level, and consequent depression in
trade in the early '90's .

A comment a few years later when the general world recovery was
well under way (H. C. Emery, Futures in the Grain Market, Economic
Journal, 1899, also Columbia University Studies) was characteristic of the
general price change . This stated that futures were still charged with
producing both high and low prices, with increasing risks and lessening
them, and the discussion thereon was bitter . The one side said that specu-
lation directs commodities to their most advantageous uses by fixing com-
parable prices for delivery at two different times, but it was denied that
these were real forecasts. The old complaint that demand and supply
were not the determinants was held by this commentator to be meaning-
less . The balance was between a speculative supply and a speculative
demand ; so far as speculation might permanently change conditions of
production or consumption it may have a permanent influence on price,
but in no other way. It was held that for a considerable time price might
follow artificial conditions and temporary manipulations. Small-scale
manipulations were frequent and often successful-they had a very small
range and duration. The agitation at that time was to forbid all con-
tracts if there was no actual delivery, but it was considered to be imprac-
ticable. All contracts were alike and no one could know whether any one
was speculative or not . In any case, big actual deliveries did not lessen the
evil effects . The comment made on the recent German attempt to do
away with speculation was scathing.

The history of this German episode is still worth reading . Thirty
years ago, the following appeared in a report prepared by His Majesty's
Consul General at Berlin (see CD 1756) :

" The Exchange Law of 22nd June, 1896, prohibiting gambling in
options and futures of agricultural produce in Germany remains still in
force . Opinions differ widely as to the effects of the prohibition . Produce
dealers, Chambers of Commerce, and other organizations of interests solely
or chiefly commercial, denounce the prohibition as the direct cause of the
increased dependence of the German produce markets on foreign, especi-
ally American produce exchanges, in the matter of prices, of the consider-
able fluctuations of corn prices in German markets, and of the compara-
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tively low prices for - German produce., They maintain . that ~ these : effects
of the prohibition do not, however, affect exclusively, or, even' : principally,
the produce dealer, but • they constitute ; a• danger: to ; German - agriculture

itself. - - Theys try ` to persuade their, agrarian opponents that the, re-estab-

lishment . of the trade in, options ; and futures would benefit the, producer
quite' as much ' as ° the ; dealer. t' .The agrarians; -on ; their . part,-: deny.-that
agricultural interests have suffered from the prohibition; .while they express
their satisfaction at the loss of business and influence infiicted' through
the prohibition upon the ; German produce exchanges, more ; especially the
'Berlin Produce Exchange, which, in- times previous to the Exchange Law,
owed its . great power : to .the veryllarge business in options and futures .
The advocates of - the landed , interest - expressly devised ; and , carried the
prohibition as, a means : of,, breaking the powerful . influence ; the , Produce
Fachange ; was - able to, exercise upon the price of agricultural produce to
the detriment, they maintain, of the producer. That the prohibition has
proved a disadvantage to the producer himself, has been repeatedly and
strongly denied by agrarian 'members of the Imperial Diet . - They have,
on the contrary, declared themselves completely : satisfied with the effect
of the, prohibition . -. They maintain that since gambling in options . and
futures had been , prohibited, corn prices in ,Germany, were - remarkably
free from the fluctuations experienced in foreigna markets by gambling in
options and futures, that . prices in Germany weré much steadier than in
such markets, that prices for German corn were by no means lower than
in other countries or for foreign produce, and that producers did not experi-
ence any difficulty in disposing of their corn . Statistics are freely used on
both sides, to support these widely divergent views, and it would be hard
to say .where truth lies" ;

: .The report went on to say that in the absence of a produce exchange,
the dealers tried to counteract " the detrimental effect of the'prohibitionprohibitio n
by substituting ~ for ' actual , dealings in options *: and futures a system ; of
fixed prices on delivery. - New `contracts for delivery .were drawn up which
carefully avoided ' all terms : and . conditions connected . : with' institutions
related to the exchange, - and closely adhered to the rules of the commer-
cial code. These new contracts 'made it possible to insure against loss
from,future delivery: to some extent, though' not to the same degree as
the dealings in futures they~ were to replace.' ; The heaviest sufferers from
the prohibition of the options and futures business, : and from the want of
an exchange, were the commission houses . ' This highly developed branch
of the Berlin grain trade, which was possessed of considerabl8 means ; held
a very prominent position in'the market., Largely throùgh'their efforts
the Berlin Produce Exchange had attained its high place among the world's
produce markets. The 'unsatisfactory staté of business ; caûsed ` a ' ntimber
of firms to ' give up' business, altogether~ while all ~ grain firms restricted
their business considerably. .-In their annual . report for the year 1599'the
`Elders -of the, Berlin- Merchânts' state -that 'heavy loss 'suffered ~ by

s932o-a
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dealers choked R ith • mérchandisë, difficulties experienced, by - producers in

disposing ' of their corn; and-. the . depression in' the milling industry were

the features of the year .' : The = prohibition of business ~ in ~ options ; and

futures continued to -paralyze business by making an ; effective insurance

against loss extremely difficult, ° and at all events very expensive, : because

foréign markets, such 'as New York and-Chicago,, had to be resorted to .',.'.

i The Producè -Exchangé and dealing in options were'shortly ; afterwards

reopened .) '
Getting down to more 'recent `times; the history • of the controversy

about futures in 'the United States ° is,' of course, full of interest ., Thé

agitations that existed there prior to 1922 on the'part of producers of grain
in connection with the operation of the Chieago Exchange resulted in the

enactment of the Act of 1922.' The genesis of this could not perhaps be

more graphically "given than in the 'section of the Act itself which runs n s

follows:-

United States Department 'of Agriculture, .lliscellaneous Circular No . 10,

1923. Graiw Futures Act 1922. Section 3 : . . :

"Transactions in'grain"involving'the sale thereof for futüré"delivery
as commonly éonducted on boards of trade" und known" as futures"are

affected with a national public interest ; that such transactions `are carried
on in large volume by the public generally and by persons engaged in the
bùsinéss of bnying `and selling grain and 'thé products thereof in interstaté

commerce ; that the prices involved in* such transactions are gënerally
quoted and disseminated throughout the United States and in ' foreign
countries as a basis for determining~ the prices to the producer and the
consumer of grain and the products and by-products thereof and to facili-
tate the movements thereof in interstate commerce ; that such transactions

are utilized by shippers, dealers, millers and others engaged in, handling
grain and the products and by-products thereof in interstate 'commerce as
a means of hedging themselves against possible loss through fluctuations in

price ; that the transactions and prices of grain on such boards of trade are
susceptible to speculation, manipulation, = and . control, and' ; sudden "or

unreasonable fluctuations in the prices thereof frequently occur as'a result

of such speculation ; manipulation, or control, which are detrimental to the
producer or the consumer and the persons handling grain and products and
by-products thereof in interstate commerce, and that such fluctuations in
prices are an obstruction to and a burden upon interstate commerce in grain
and the products and by-products thereof and render regulation imperative
for the protection of such t commerce and the national public, interest

therein:'
This legislation was intended to bring the Exchanges under supervision

and inspection. Some time after, the Chicago Board of Trade after con-
sultation with the Department of Agriculture, appointed a Business Con-
duct Committee, whose business responsibility was and is, to enforce the



rules and regulations of the Exchange. They investigate and deal with any
complaints made by any member or the public, and they are also supposed
to observe. and guard - against, or deal with, any malpractice on the part of
the members ; It is not for .us to say how far in this experimental stage the
advantages of the administration of the Act have been felt in the effort'
to, minimize or remove what are imagined to be the drawbacks of trading
in futures, nor is it clear that what may be valid experience there, has reall y
point elsewhere .

We may perhaps conclude this survey of world experience by reference
to France . .

The "Syndicat General de la Bourse de Commerce " of Paris expresses .
it s 4elf as follôws on this subject of speculation, and of efforts which havc
been made to restrict it : .

"It is recognized that futures markets may be useful to traders because
they furnish them' with the means of unloading the risks of . the seasonal
produce in which they deal ; but it is sought to forbid those'who are capable
of assuming ' thesé risks to act as counter-parties . , The ' error is , evidentlv
à serious ' ône : If the 'speculator does not intervene to take the risk that the
trader'wishes to get rid'of, who will take it? The producer,`who has har-
vested in one month ' that which is to be consumed in twelvé,' is anxious to
obtain - a, legitimate remuneration for his' labour ; he is not ' tv illing to bear
the fluctuations .to which .the produce - will be subjected" daily for'twelve
months ; he sells it to a third party, who acquires it only * because he knows
that he can find on the .commodity exchange a means of guaranteeing him -
self against the risk by futures transactions which he can effect with people
who themselves are willing to take the risk . . ., ,

" If a link in the chain is suppressed, nothing will remain . No more
speculators, no more commodity exchanges, no more arbitrage, between
producers, no more hedging for traders, no more safeguards for consumers .

'The regular R•orking of commoditÿ exchangee is in direct relation to
the number of speculators who operate there . One must have the courage
to see and sar things clearlS . 'Whether one likesit or'not, speculation is one
of the regulating factors of supply and demand . Speculation is thereforè
necessary.

". Speculation is , even indispensable to the existence of commodity .
exchanges . There is no other place and no more suitable means of arbitrage
and of hedging than commodity exchanges trading in futures. For them to '
be efficient, it is necessary that business be transacted without constraint
from wherever it comes ; that the stability of regulations be constant ;that
the market be broad ; that is to say, that enough brokers, traders and specu-
lators be admitted to it to insurb transactions on a vast scale ; so that supply
and demand may find the widest expression ."' t

(2 ) BASIC D ISTINCTIONS IN OUR CONCLUSION-

The distinction between what happens in normal times and abnormal

times is, in our judgment, fundamental. A staircase from one level . to
Z/3x 3--a}
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another may, hâve many steps-or few, may be regular or uneven,~ may be-
- steep or gentle, but thàt it must lead from one level to anothér is inevitable .

By this parallel, the change, in price level inevitably ! brings unfair losses

or. unfair profits to sections of the community in all walks of life ., ~; It may

be that the system of futures lends itself to personal gain by those few
who realize what is happening, ~ inasmuch as it is common experiénce ~ that'
these price trends are not comprehended by the general community until
long after they have happened .

A ' second distinction of ' vital importance' is that between 'the' year
to year and month to month fluctuations which will take place, inevitably,
with a product like Wheat, even on a stable price trend, " and' day to,day

market oscillations. 'The effect of futures trading upon .the fluctuations'

is, in our judgment, generally beneficial to the producer ." We view the day'

to day oscillations with rather more .hesitâtion; to some e.Ytent they are,

essential and beneficial; to some extent they are unessential and a hindrance

A .similar distinction was recently made in a Report of . the United States

Federal Board of Trâde Commission,, . Vol. 7-Pages 237 3 to 241, where,

some attention is given to the minor fluctuations of extreme rapidity . There

is no doubt that the existence of an activity which is directly interested in
the constant and rapid movement of price, through commissions, and to
whom an active market, in this isense is : a livelihood, may tend to the

stimulation of multiplicity of changes which have no economic value an d

which may even be taken advantage of by some sections, at the expense of

others . But the ease with which this almost fluid market equates itself
all over the world and enables complete continuity to be' observ ed ` and
hedging to be obtained at all ' times, is a feature which cannot well be

endangered. : . . .

'The third distinction which to us is of importance in answering the
main question in our remit, is whether we speak of fluctuations for the
world as a whole, or merely for one market, for with the abolition and
restrictions of futures in one place, such isolation will give results of a n
untoward character.

With these distinctions in mind; we may
crystallize our conclusions briefly, as follows :

pcxhaps • endeavour to

(3) ►S.IIaiM ARY OF CO\CLL'slONS

The effect of trading in futures upon the price received by the pro
-1 11, Il~ ducer. ' ~ , , . . ,

(a) ' In Normal Times

(1) There is no effect upon the long period major trends of price, which
must find their position relative to the price of other commodities in th e
long run. , , . . ; .
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(2) The effect is certainly, and materially, to lessén major fluctuations
- in -price ; extending from year to year and quarter to quarter, and by thi s

greater relative steadiness to make the producer's positiôn more ' stable
and secure . '

(3) The effect of thé system ; with the features it involves in practical
working, is probably; and more - especially ~ at times of active natural or
inevitablé changes of price, to increase the minor short-period oscillations
round about the stabler fluctuations referred to in (2) . It is probable
that a certain degree of increased daily and hourly sensitiveness and oscil-
lation is economically essential to bring about the effect under (2)," but
the 'extent of additional oscillation that is usually present through' futures
trading is in excess of that necessary for this purpose . '' •

(4) The remot•al of the 1 léss essential oscillatory features referred to
under (3) may well be desirable, but any~ disadvantages attaching to them
are not so important in their range or effect as to offset

.
the advantages of

(2) above, and it is not, therefore, economically desirable to risk depriving
the producer of the advantages under (2) by abolishing or jeopardizing
the system on account of the less'satisfactory features .

(5) The increase in the oscillations under (3) due to the futures
system, is not wholly,to the disadvantage of the farmer himself . For
some of the losses are carried by outside gamblers who lose money in such
a manner as to benefit the producers' price, while some of the losses are
borne by the farmer himself acting outside his functions as a producer,
and can be avoided by him if he refrains from gambling or even specula-
tion.

(6) It is only in the field of non-functional or unessential oscillations
that attempts at prevention by regulation : or restriction or . even - public

opinion can work without economic reactions. We know of, no • way in
practice of distinguishing accurately by a set rule or principle between
economically essential and non-essential oscillations, between the usefully
functional or the wantonly : non-functional . : In any , case, the exact touch

that would be requisite is special to particular areas and particular times
and as such is outside our terms of reference .

(7) The existence of these minor short range changes or oscillations
is more clearly discèrnible by the producers generally than the other fluctua-
tions referred to under (2) ; and they occupy a position of disproportionate

importance in public psychology . They give rise to -the suggestion 1 of

the possible existence of abuses or defects to an extent which is greater
than any tangible evidence of such factors .

It may be possible to modify the extent and persistence of the resultant
psychological attitude towards the system by definite action carefully
directed to that end (vide pp. 60-62) .

(8) Apart from fluctuations, the effect is, less certainly, 'but with • a
` high degree of probability, to increase the average price received in the

- long run by the producer, to an indeterminate but appreciable extent . * , • ;
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(9) The foregoing conclusions refer to the system of futures in Vinni-
peg, as part of the general world system . . If we had a state of affairs in -
existence in which all non-Canadian wheat was dealt with under a futures
market while Canadian wheat was being marketed under conditions in
which all the risks of fluctuations were being taken by the several parties
holding the grain in its progress from producer to consumer, it would, in
our judgment, mean a differential disadvantage for Canadian wheat in the
world market which would definitely fall upon the producer in a lower
price . This difference in price, due to the isolation of Canada in a general
world system; would be greater than the margin of advantage in . price
given to the producer by the futures system - for . the world as a whole,
referred to in (8) . ;lioreover, this lower,price would also be subject t o

, slightly larger periodical fluctuations,, although possibly the day-to-day
s!iort-period oscillations would De . less. :

(b) In Abnormal Times

(For Example, Periods of Inflation or Deflation due to large scale,changes
in the general world price levels )

(10) No system of trading in futures can possibly prevent wheat prices
findirig their position relative to other prices on all long period large scale
world changes ., The futures trading system may, if left to itself, round
off the severity of sharp turning points it the top and bottom of the long
period swings if those turning points occur with marked clearness in a
short space of time, but in practice it is unlikely that at those turning
points the system will be left to itself . At the turning points (e.g., the booms
of 1920-29), it is fairly certain that bull movements of a highly speculative
character on cash wheat will : be in operation . At the lower point it is
fairly certain that desperate efforts will be in course of being made by
means of controls, pools, restriction schemes, etc ., to obviate the inevitable
by keeping back supplies and artificially holding prices behind the inexor-
able general trend, with a possible ultimate collapse that will take prices
below that bottom point which an undisturbed futures system would have
made possible .

(11) ; In abnormal, times conditions exist for working this system of
futures and, indeed, any rival systems of handling grain, on unusual lines,

,and no inferences drawn from the practical observation of the behaviour
., of prices and of markets at such times have any necessary `validity as
indications of the economic value of futures in normal times . It is at such
times .that some features" of the futures system may be most .open to

, criticism, ; and it is at such times that the disposition to criticize will be
most excited, but it is precisely at such times that fair tests of the normal

, .working of the futures system can least satisfactorily be made., °~ •
(12) No quantitative statement of the several effects above referred

to in general terms can safely . be laid down. ° They are not statistically



determinable, and, in any case ; would not be constant at all points . But
these limitations .of exact statement do not, in any - way, weaken our con-
clusions that such differences due to futures ; actually exist .

(13) The Turgeon Commission in 1925 made, inter ali,a, a specific
inquiry into the complaint: " That speculation either on the câsh or futures
market injuriously affects the farmer and the community : (a) the price of
grain is thereby unduly depressed in the autumn when the farmers are
selling the bulk of their crop ; (b) lucrative profits are made by speculators,
scalpers, etc ., through gambling with the farmers' product ; (c) disastrous
losse :i are made in speculation ."

Their conclusions within our own remit, were stated as follows :=

"(1) That a futures market permits hedging and that hedging by
dividing and eliminating risks in price variations reduces the spread between
the prices paid to the farmer for his product and those obtained for it'upon
the ultimate market .

(2) That hedging' facilitates the extension of credit and thereby re-
duces the cost of handling grain by making it possible for grain dealers to
.operate on less capital than would be the case otherwise .

"(3) That for the same reason hedging makes a larger degree of com-
petition possible in the grain trade, on a given amount of capital .

(4) That hedging is of advantage to exporters so that, even ' in
instances where grain is handled under a pooling organization where the
initial risk is carried by the farmer himself, in order to handle successfully
the export trade, such organizations find it desirable to make use of the
futures market .

" (5) That a competent speculative element in the market ensures a
continuous and searching study of all the conditions of supply and demand
cffecting market prices .

"(G) That speculative transactions tend to keep prices asY betReeri the
contract grades and as between present cash prices and cash prices in the
future in proper adjustment to each other and to future conditions of supply
and demand .

"(7), That prices thereby tend to be stabilized and fluctuations
reduced . _

"(8) That a speculative element is necessary in an exchange to ensure
a continuous market ro that when a crop is dumped upon ; the . market in
the fall the farmer will not suffer loss by a heavy drop-through absence of
demand for immediate use .

"(9) That individuals who engage in speculative transactions without
adequate knowledge or capital not only usually lose heavily but also are
a disturbing element upon the market . Their transactions become mere

gambling ."
' In order to leave no dubiety as to the extent of the difference between

their findings and our own, owing to the different methods of statement,
we have made a specific examination of the evidence given up to date in
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order to determine how far we can confirm these views' as an alternative
statement of . our.- conclusions : and appropriate to the present situation .
Subject to the additional distinctions we make above between trends, fluctu-
ations, and oscillations, . which we regard as, important ; between normal
and abnormal times ; and between a general world system of futures, and a
divided system, we find that we can agree with these findings as an alter-
native but less elaborated statement of our. views . . : _ , ~ ,

(4) ~Fixëi. SuncMaxv

All the foregoing may seem very involved and elaborate to the man
in the street who likes a plain "yes' .' or "no" to what seems to him a plain
question.

Unfortunately, however, no short statement on an economic matter is
ever strictly and absolutely true, and this very natural desire for a plain
answer can only be met by , statements which are true generally, but leave
room for times and cases,where qualification is essential. . . , _ . . .

However, in brief, our answer to the question submitted is that in
addition to the benefits reflected to the producer in furnishing a system of
insurance for the handling of his grain, and in providing an ever-ready and
convenient means for marketing the same, futures trading, even .with its
disadvantages of numerous minor price fluctuations, is of distinct benefit to
ttie producer in the price which he recei,

(5) AcxxoWzEncuENTs

We should like to add an expression of our appreciation of the services
of our Counsel ; Dir. Travers Scceatmân, K.C., and of Dr. D.A. 1facGibbon
of the Board of Grain Commissioners .

Our work could not' possibly have been accomplished in the . time but
for the generous help of many authorities in`the places we visited and
specially of the` Canadian Pacific Railway and the New York Central
Railroad . The work of the reporters in following us on our journey`irith
rapid transcripts of ` evidence • was " most praiseworthy .

Finally, we owe much to the very efficient help given by our Secrctary,
Air. L. B. Pearson, both durin,q our sittings and subsequently in seeing our
Report through the Press . , ' ~ • - - ''
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LIST OF WITNESSES

Anderson, F. J. . . . . . . . . . . British Empire Grain Company, Winnipeg .,,_,,
Baxter, Charles D . . . . . . . . Farmer, Fairmont, Saskatchewan.
Boyle, Dr. James E. . . . . . . Department of Agricultural Economics, Cornel l

University, N .Y.
Brown, Frank G . . . . . . . . . .Farmer, Acme, Saskatchewan . ,, :
Brown, Thor . . . . . . .' : . . . . Farmer, Munson, Alberta.
Cairns, Andrew . . . . . . . . Statistician, Central ; Selling, Agency; Canadian

Wheat Pools .
Cathcart, George E . . . . . . Cathcart and Company, Limited, Winnipeg . :,, ;
Clark, Professor A. B . . . . . Department of Economics, University of. rZani-

toba.
Cushing, Ira B . . . . . . . . . . . Farmer, Riceton, Saskatchewan. ; ;
Duvel,,Dr. J . ;W. T. . . . . . .Administrator, United States Grain Futures Act,

f Washington, D.C.
Evans, R. T. . . . . . . . . . . . .Vice-President and Dianager, British America

' Elevator Company, Winnipeg.
Fansher

; F
. E. . . . . . . . . . . . Farmer.

" Fisher, John B. . . . . . . . . . . Canadian Representative, Scottish Co-Op.
Wholesale Sôciety, Ltd.

Fowler, Frank O. . .. . . . . . . 1lianagér, Winnipeg ' Grain and Producé " Ex-
changè Clearing Association. . ,

Gillespie; John Grain Company, Edmonton, Alberta .
Gourlay, Wallace, G . A.. . Farmer, Dauphin, Manitoba .

. . . Farmer. . , .- . ,Hanson, H. T. .̀
Hayles, Charles E . . . . . . . . Manager and Vice-President, Canadian Consoli-

" dated Elevatar Company, Ninnipeg.
Huser, Charles . . . .'. . *
Langley, IIon . 'George . . . . Farmer and Elevator Owner, Regina.
Law, R. 8 . . . : . . . . . . . . . . .President and General Manager, United Grain

Growers Limited .
riarsh, Harry . . . . . . . . . . .Farmer.
Martin, E. B . . . . . . . . . . . . .Winnipeg.
McCauley, A . J . . . . . . . . . .President Saskatchewan Section, United Farm-

ers of Canada .
NicNei1, F. J . . . . . . . . . . . . .Farmer.
ricPhail, A. J . . . . . . . . . . . .President Central Selling Agency, Canadian

Wheat Pools .
Miller, John . . . . . . . . . . . .Retired Farmer.
Murray, J . it. . . . . . . . . . . ..Manager, Alberta Pacific Grain Company.
Orchard,lV. J . . . . . . . . . . . . Farmer.
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LIST OF WITNESSES-Concluded •

Parker, E. S . . . . . . . . . . . . . Chairman, Cash Closing Price Committee,
,Winnipeg Grain Exchange, Winnipeg .

Parrish, N. L . . . . . . . . . . . . Canada Grain Export Company, Limited, 1Vin-
nipeg .

Priestley, Norman . . . . . . . Vice-President, United Farmers of Alberta .
Randall, F. . . . . . . . . . . ' . Farmer, High River,' Alberta :
Reid, A. C . . . . . :'. : . . . : . .' . Assistant Manager, Western 'Grain' Company,,

. , Winnipeg.
Rice-Jones, C . . . . . . . . . . .1Vinnipeg. "
Richardson, James A . . . : : President and General "'M anager ~James Rich-

ardson & Sons, Ltd ., Winnipeg: • - k
Robinson, C . M' .. . . . . . . . : Farmer,~ Calgary . '
Roblin, Sir Rodmond . : . . .1Vinnipeg.

~~ , - -Rogers, R.' O . . . . . . . . Farmer .
Ross, F. IV. . . . . . . . . . . . . . . . . Western Superintendent, Bank of Nova' Scotia,

Winnipeg .
Scavery, P. 1V. . . . . . . armer.

Williams, , R. J . . . . . . . : . . . . M anager, Winnipeg Office, Bank of 'Montreal .

Short, C. H. G. . . . . . . . .. . President' Canadian National :1lillers` Associâ =
tion, Montreal .

Smith, S. Hood : . . . . . . : . . Insurance Agent, Winnipeg. '
Smith, Sidney P . . . . . :`. : . . President, Reliance Grain Company, Winnipeg.
Sproule, F . . . . . . . . . . . . Farmer.
Strange, Major H. G. L. . . Searle Grain Company, Winnipeg .
Taylor, Dr . Alonzo. . . . . . . Director Food Research Institute . Leland Stan-

ford University, Palo'Alto,Calif., U.S.A. ' `
Ursell, Dr. Ernest A . . . . . . Statistician, Board of Grain Commissioners,

Fort William, Ont .' ,
Ward, W. J . . . . . . . . . . . . . . President, United Farmers' of Manitoba .
Ward, Milton S . . . . . . . . . . Farmer .
White, A. P, . . .` . . . . President, Winnipeg Grain Facchange .



APPENDIX II

CLASSIFICATION OF THE CHIEF THEORETICALLY POSSIBL E
EFFECTS UPON PRICES DUE TO THE INTRODUCTION OF .

A SPECIAL FEATURE-OTHER THINGS BEING
EQUAL

1 . 'No change in average price in the long run - '

A. .(a) Fluctuations less in . amplitude, i .e ., co-efficient Di 'dispersio n
less .

(b) Fluctuations greater in amplitude, i .e ., co-efficient of dispersion
greater.

(c) Fluctuations the same in amplitude, i .e ., co-efficient of disper-
sion the same.

B. (a) Fluctuations less frequent-cycle longer . ,
; (b) Fluctuations more frequent-cycle shorter .

(c) Fluctuations the same frequency . -
(a) Combination of A (a) and B(a), longer term and shorter

range .
(b) Combination of A(a) and B (b), shorter term and smaller

range .
(c) Combination of Â(b) and B (a) longer term and longer range.

(d) Combination of A (b) and B (b) longer term and smaller
range .

D. (a) More numerous upward fluctuations of smaller amplitude
balanced by fewer downward fluctuations of large amplitude .

(b) Less numerous upward fluctuations of large amplitude bal-
anced by more downward fluctuations of small amplitude .

2. Average price louer in the long run
A. (a) Fluctuations: Lowest points found at lower range .

Highest points remaining the same .
(b) it Highest and lowest points both lower-

1 . equally
2. unequally

(c) It Highest points higher but lowest points still
lower. i

B. (a) A (a), (b) and (c) longer cycles .
(b) shorter cycles.

3. Average price higher in the long run
A. (a) Fluctuations-Lowest points found at a higher range .

Highest points remaining the same .
(b) " Highest and lowest points both higher :

1 . equal
2. unequa l

(c) Lowest points higher but higher points still
higher .

B. (a) A (a), (b) and (c) with longer cycles.
(b) " with shorter cycles.

N.B.-Oscillations added to the combinations given above are not
included .
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APPENDIX III {

Four charts ; Nâs. .1' 2, ; 3and 4, ;were snbmitted by th Winnipeg
Grain Exchange ;to 'show the . relâtionship'i of 'pricè levèls in 'the' Liverpool
and Winnipeg markets tô thé varying quantities of wheat produced in the
world during the ten years preceding the war and the ten years following
the reopening of the markets after the,war,,, It was pointed out that the
adjustment between quantities and . prices was a little closer . in the Liver-
pool than in the Winnipeg market, but thât'a very 'direct relationship in
both cases was . indicated . . 'The , argument suggested in connection with
these'diagrams was that the 'organized marketing system 'of which futures
trading is a central feature, has tended to bring' about'price levels that
closely follow changes in quantities ; I that the'two markets' have tended
to move up and down together and that both ~ markets; but particularly
the Winnipeg market, have,'shown a more consistently - close adjustment
to quantities since -the fuller development of' futures trading atMinnipeg,
which w3s established only in1904. ~ It was pointed out that` the relation-
ship between wbeat prices' and general pricés,' the latter indicated on the
diagrams by dotted lines showing the trend of the index numbers of general
wholesale prices, should be taken into account in judging the adjustment o f
prices to quantities.
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- h/O~PL ~ /Y/r~fAT CiPO.o //V PBLAT/O/Y TO ~✓/NN/PEG PR/CES -
/98o-I/ ro / .OJ p -.ô0 .

/D4. ! r✓ORLO CROP ~fXCEPT RiuS:f/qJ JOL/D B(RCe

Fit .P /`IoNTNLY H/QN LoN ANO AYl.rilal OY CROA YEi►.«i N01 NOR. BAIf/d f7. W/LL/A/e

/1s .J1aDPüY/ON eUREAt/ of67.IT/sT/Cs INDEX NUMBL•R ON6!/YERAL NHOLE.fALt~ PR/CEJ -1••• ,

7Jo

St~O

~6[

73U~

t;,

so, à»

•

•
: ô0

•
•

•

f1

y ••• •M •~,•~'~,~ ~i~~~~~••

~

/N •I ~~~

' 11

/dta?t/ /91l•1t /JSi ZJ .Gi2I If .dü~t •l'S /A1J•1f dIM-87 NK7~t/ AA~~lt9 /.!~-.11'7

CROP YErI~iL!

9



81

APPENDIX IV

Chart No. 5 was submitted by the Winnipeg Grain Exchange to show
the intimate relationship between Winnipeg and Liverpool prices during the
period in which farmers' deliveries of wheat in Western Canada were
heavier than in any other period of equal length . Also to support the
opinion expressed by witnesses that, because of the reciprocal effects of
futures trading, Winnipeg prices could not fall below world price levels,
except perhaps by a fraction of a cent per bushel, although they might
temporarily rise above them . It was also pointed out that during this
period the world market sustained the unusually heavy burden of the new
Canadian supply with steadiness and without decline . Attention was called
to the almost immediate response in one market to a rise or decline initiated
in the other . Where such changes in price appear on the same day iR the
two markets, the initiative was in Liverpool, because of the•difference in
time, and where the change in Liverpool follows that in Winnipeg, the
initiative was in Winnipeg.

The follc~wing were the deliveries of wheat at country stations, as
reported by the Board of Grain Commissioners, in the months of Augast,
Septembar, October and November, 1928 :-

wHEAT DELIVERIES AT COUNTR STATION S

Board of Grain Commiseionera' Returns August 1, 1928, to November 30, 1926

Country
Elevator
Receipts

August 1928 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
SeDtember. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
October. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
November . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

3,189,258
128,508,744
101,132,169
101,302,126

Platform
Loadings

173,788
5,546,290
4,504,436
5,689,217

Total

3,363,046
134,055,034
105,636,605
106,991,343

Total
to dat e

. . . . .i. . . . . .
137,418,080
243,054,685
350,046,028

Total. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 334,132,2971 15,913,731 1 350,046,0281 . . . . . . . . . . . .
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Chart No. 6 was submitted by the Winnipeg Grain Exchange to show
the relative courpeis of Winnipeg wheat prices and general wholesale prices
in Canada from 1913-1914 to February, 1931, the average relationship in
1913-1914 being a-Qumeri to be a par relationship. This diagram was sub-
mitted to support the opinion that the grain marketing system has been
securing for wheat, even in the diriturbed period Pince the war, prices that
rompare favourably with general price levels .
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. •_.
Charts 8 and 9 were submitted by the Winnipeg Grain Exchange t o

show what would have been the loss or gain in each of the cropyears
1904-1905 to,1913-1914 and again from 1920-1921 to 1929-1930, by hold-
ing wheat from the months of September, October, November or December
and selling it on May 1 following, after allowing for the costs of carrying,
consisting of interest at 7 per cent and elevator charges of 1/3 0 cent per
day.

i

The calculations on which these 'charts are based are as follows :-

Comparison-of Average Cash Prices, One Northern Wheat, basis in
store Fort William-Port Arthur, with Cash Prices on May 1 and Average
Loss or Gain by Holding Wheat for sale till latter date .-

11fONTH OF SEPTE\IBER '

Average Carrying Total Cost Closing
Cash Charges of Holding Price Loss or Gain from

Crop Year Closing to to ' I Nor. Holding Wheat
Price May lat May lst May lst
I Nor. . Los8 Gain'.

cts. eta . eta. cts. cts., eta .

1904--05 . . . . . . . . . . . . . . . 102 1 11•2 113-58 89 ' 24-5 8
1905-06 . . . . . . . : . . . . . . . 79 1 10-3 89•55 78 1 11•18 °
1906-07 . . . . . . 74} 10•1 - 84-23 82 2-1 1
1907-08 . . . . . . 103 11-3 114•43 .

'
111 3•06 .

1908-09 .• . . . . . 98 -11 .0 109-88 120 . . . . . . 11-00
1909-10 . . . . . . . . . . . . . . . . 97 -10.9 - "% 108•28 100 8•03
1910-11 . . . . . . . . . . . . . . . 101 11-2 112•83 94 17-96 =
1911-12 . . . . . . . . . . . . . . . 100 11•0 111-63 103~ 8-00
1912-13 . . . . . . . . .. .. . . . . . 95 • 10-8 106-30 92 13-5 5
1913-14 . . . . . . . . . . .7 .- . 86 10•5 96•75 901 6-38 .'

94-85 11-00
Total Net Loss 1 0
Tears. - . . : . . .- . . . . . . . . . . . . . . . . . . . 83-85 •

Average Loas per
1'ear . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8•39 p er Bush.

l9^0-21 273
., „
18•2

, . ;
291-70

. . ,
; 183 1 108-33

1921-22 148 13-1 161-23 146 14-61
1922-23 ' . 99 11•0 110-88 120 .. . 9•25

1923-24 106 11•4 117•65 101~ 15•90 ,

1924-25 . . . . . . . . . . . . . . . 142 13-0 155•25 168 : . . 13-00
1925-28 . : . . : . :. : . . : . . . 137 12•5 150•00 • 158 8•00. . . . . .

1926-27 . . . . . . . . . . . . . . . 143 13-0 156-88 149 7•8 8
1927-28 . . . . . . . . . . . . . . . 145 13•0 158-13 164 1 . . . . . . _ 6•00

1928-29 . .. . . . . . . . . . . . . ' 117 11•9 ' 228•90 121 • 7-90
191-19-30 . . . . . . . . . . . . . . 149 1 134 162-60 106 1 56-3 5

`
, ; .210-97 . 36-25

Total Net Loss 10 1 ' , .
l'ears . . . . . . . .~ . . . . . . . . . . . . . . 174•72

Average Loea per
17•47 per Busb .

Year . . . . . . . . . . . . . . . . . .
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MONTH OF OCTOBE R

Average Carrying Total Cost Closing
Cash Charges of Holding Price Loss or Gain from

Crop Year Closing ,to -
- "

to . •
l t ~M

1 Nor.
1stMa

Holding Wheat
Price stMay 18t say y
I Nor. Loss Gain

} cts: , cts. cts. cts. ~

1904-05 . . . 98 9 .49 10T49 89 18 4 9

1905-06 . . . . . 80 .8•89 89•64 78} 11•2 7

1906-07 .. . . . . . . . . . . . . 76} 8•74 , 85•24 82 3-1 2
1907-OS
190~pg

11 0
98

9 90
9-60 .

120-03
107•75

11 1
120

•8•66
13 13 `' '

~1909-10 i 97 9-47, 106-97 100 6-72
1910-11

.1911-12

_
98
100}

9-43
9•57

105-8 1
109•70

94
103

10-04
6-08

72: :
1912•-13

_ .
}90

"
9•22 ~ , . 99•4 7

89 51'
. . 9 2

90
6

{•87
1913-14

}
80 8-88 . . . . .

Total Net Loes 10 72•00 14•00

Years . . . . .
~ ~

~ ~~
Average 1 5•8 per Bush .Year. . . . . . . . . . . . . . . : . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . .1920-21 232 14•16 246•16,
'

. ; . 183j
1

62-79. . . . . . . . . .
. . . . . . . .1921-22 115}}} 10•10 125-60 146 . . . . . . 21 03

. . . . . . .
. . . . . . . . .1922-23 . . 100} 9 .59 110-34 120 . 9•79. .. . . .

1923-24 . . . . . . : :. . . . . . . }97 9•48 107-23
1

101
i

48 .

1924-25 . . . . . . . . . . . . . . .
. . . . . . . . .1925-26

{
.159
1 127'1

11•63
10-50i

171•26 ,
137•50 ;'

16 8
158

3 .01
. . . . . . 20-50. . . . . .

1926-27 . . . . . . . . . . . . . . . 143 1
144

11-08
11-09

154•58
155-22

149 :
164} :

5 :58 ,
. 8•91

1927-28 . . . . . . . . . . . . . . .
1928-29 . . . . . . . . . . . . . . .

}.
123} 10-39 134-14 121 13-1 4

1929•-30. . . . . . . . . . . . . . .
}

141 10•99 - 152•37 106} . 46-12 -

Total Net Lôes 10 136•12 60 23
Yeara. . . . . . . . . . . . . . . . . . . . . . . . . .

-F
75•89

Average Loss per 7•59 per Bush .Year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . ,

MONTH OF NOVEMBE R

1904-05 . . . . . . . . . . . . . . .
1905-06. . . . . . . . . . . . . . .
1906-07. . . .. . . . . . . . . . .
1907-0g.,,,,,,,,

L908-09. : . . . . . . . . . . . . .
1909-10. . . . . . . . . . . . . . .
1910-11 . . . . . . . . . . . . . . .
1911-12 . . . . . . . . . . . . . . .

1912-13 . . . . . . . . . . . . . . .

1913-14 . . . . . . . . . . . . . . .

9 5
80
761

j102 }

10 1
98 j
92}}
98
8 3

; 83 1

7.84
•40

7•30
8•04
8•02
7-92
7•75
7-93
7-4 9

° r7•52 :

102 .84
87•40
83•8 0

i 110-1 7
109-4 0
106-05
99•88

106-43
90•49
91-02

89
78
82

12 0
10 0
94
103
92
90

13 .84
9-03
1•68

. . . . . . 1-2 1
' . . . . . . 11•48
' 3.80

5-00
2-81

. . . . . . 2•26
•6 5

Total Net Lose 10 38•81 14 •95 .
'Years . . . . . . . . . . . . . . . . . . . . . . . . . . .

•
. . . . .23 86 . r

Average Losper 2•39 per Bush.Year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

1920-21 . . . . . . . . . . . . . . . 205 ~ 11-04 . 216•04 183 32-67
27-451921-22 . . . . . . . . . . . . . . .

. . . . . . . . . . .1922-23
110
109

8.30
.,8•27 :

119-1 8
118-02

146
120

. . . . . .

. . . . . . ' 2•11 .
. . . .

1923-24 . . . . . . . . . . . . . . .
.

•• 97 ; 7•90 105 -28 101 . 3•53

1924-25 . . . . . . . . . . . . . . . 164 9•85 173•97 ~ 168 5•72
6•54

1925-26 . . . . . . . . . . . . . . . 142 9•21 151•46 158 . . . . . .
1926-27 ,,,,,,,-,,•, ; . •
1927-28 . . . . . . . . .. . .

14 1
145}

9•1 8
9-29

150-1 8
154•42

14 9
1641

. 1 •18 1
9•7 0

~
. . .

1928-29 . . . . . . . . . . . . . . . 120j 8•59 129•47 121 4•47 t'

1929•30 . . . . . . . . . . . . . . . 1333 ; 8•93 142•20 3061 35•95

Total Net Loss 10 87-52 45•80
Years. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . : . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41•72

Average Loss per 4•17 per Bush .Year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
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MONTH OF DECEMBE R

:a« t1•~ .. ... ++ ~ T .) :"+ t ' .,+ ;: 1'..•, ' _.• ~ ~ , s v i ~. ,. .
; y Average ~ . Carrying ; Total Cost Closin g

Cash Charges of Holding Price
,

I.ôee or Gain fro mCrop YearT Closiug to to -
,

1 Nor. Holding WheatPrice -k. -'May 1at May ay lot . May let
1 Nor. Loss Gain

eta cte. ete , cte: ete _ ~ ct a
1904 OS.. . . . . . . . . . . : . `.` 941 6•23 101•11' ' 89
1905-06 . . . . . . . . . . : . . . . 76 5•79 81-92 +781 3•55
1906-07 . . . . . . . . . . . . . . . . . 74 - -5•77 80-65 .._ ._ . 82 1 .~
1907-08 . . . . . . . . . . . . . . . 103 6-43 , 109•93 -

1
--,_ . 111 . . . . . . 1.45

1908-09 . . . . . . . . : . . . . . . 98 6•32 105-07 120 15-81
1909-10 99 6-33 - 105-46

1
100 5 .21

1910-11 90 6•13 96•51 94 1-63
1911-12 94 ' 6-22 100•72 . 103 2•9 1
1912-13 . . . . . . . . . . . . . . 80 5•88 85-88 92 . . . . . . 6•871913-14 . . . . . . . . . . . . . . . 83} .5•96 89-21 90 1

Total Net Gain 10
Yeare . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Average Gain per. .
Year . . .. . . . . . . . . . . _ . . . . . . . . . . . . : . . . . . . . . . . . . . .

, _
. . . . . . . . . . . . per

1920-21 . . . . . . . . . 193 8•52 202-02 1831 18-65
1921-22 . . . . . . . . . . ~ . 113 r., 6•66 . I20•04 < 1461 2 6
1922-23 . . . . . . . . . . 109 6•57 _115-95, 120} 4 .18
1923-24 . . . . . . . . . . . . . . 93 6 .19 99-44 101} -31

~1924-25 . . . . . . . . . . . . . . . 172 8-04 180•79- _ 1681 1 2
1925-26 . . . . . . . . . . : . . . . 157 7-67 164•67 158 6•67
1926-27 :: . . : . 133 7•13 .140•63 149

. .
. . . . . . 78

1927-28. . . . . . . . . . 140 7•28 147•53 1641

•
1928-29 . . . . . . . . . . . 117 . 6•75 123-88 121 2 .88
1929-30 . . . . . . . . . . . . . . . 137 ; 7.2'L 144-97 1061

Total Net Loea 10
79-46 58-05

': Yeare. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21-41 '
Average Use per

_
Year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

`
. . . . . . . . . . . . . . . . . . . . . . . . . -2•14 per Bush .

12•11

. .
. ~ _._._ ,

~

.
. . . . . . 1-1

7 22-50. 29-69

. 7•19
•

. . . .
• ' ` .0 72

Bush

, . . ` •59

_ .•~54 _ _

. _
: -37 ~

- 16-60

3872
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APPENDIX VM
THIRTY-YEAR AVERAGES OF MONTHLY AVERAGE PRICES PX)R CORRESPOND-

ING MONTHS, CHICAGO, 1886-87 TO 1915-16

(In cents per bushel)

Month

July . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Atwast . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
September . . . . . . . . . . . . . . . . . . . . . . . . . . . .
October. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
November. . . . . . . . . . . . . . . . . . . . . . . . . . . .
December. . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Wheat

82-69
82-44
84-21
84-93
84-60
85-67

Month

January . . . . . . . . . . . . . . . I . . . . . . . . . . . .
February . . . . . . . . . . . . . . . . . . . . . . . . . .
March . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
April . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
may . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
June. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

86-94
88-35
87-23
98-73
92-11
96-93

Ref-Report of the Federal Trade Commission on The Grain Trade, Vol . VI, Prices of Grainaxkd Grain Futures, September 10, 1924 . Washington, D.C., p. 66 .

APPENDIX IX (a)
TOTAL RECEIPTS AND PURCHASES OF WHEAT (EXCLUSIVE OF POOL WHEAT)TO END OF EACH MONTH AND WEIGHTED AVERAGE PRICE PAID, BASIS INORTHERN IN STORE FORT WILLIAM--CROP YEAR 1929-4930

(Returns from 20 Elevator Companies)

Cumulative Cumulative
Receipts Purchases
to to

Date I Data to
Date

Ing

Aug. 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Sept. 30 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Oct. 31 . . . .
Nov.
Dec . 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Im

Jan. 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Feb . 28 . . . . . . . . . . . . . . . . . . . . . . .
Mar. 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
April 30 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
May 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
June 30 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
July 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Yearly Avenge . . . . . . . . . . . . . . . . . . . . . . .

Bushels

5,884, SU
37,983,469
58,455,410
62,721,273
65,W,9u

67,732,473
69,467,452
70,853,862
71 679,618
73 :274,103
75,204,609
76,434,205

Bushels

2,698,214
22,429,237
40,240,125
45,022,230
49,597,563

45-85
59-05
68-84
71-78
75-34

51,481,250
54,059,464
56,291,162
58,013,864
60,544,507
64,132,W
66,556,959

76-01
77-82
79 :45
8094
82-63
85 :28
87 08

. . . . . . . . . . . . I . . . . . . . . . . . . I . . . . . . . . . . . .

129/88
113/70
1 04/68
109/73
107/61
1 02/44
093/7 1

1 34M

Receipts Purchases
Forward . . . . . . . . . . . . . . . . . . . . . . . .

. *'*"**"
76,434,2D5 66,556,959

5 other Companies . . . . . . . . . . . . . . . . . . . . . . . . 29,820,000 24,920, 000 (Details by months- not available)
TOW . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106 .254,205 91,476,959
Total Pereentage Purchased . . . . . . . . . . . . . . . . . . . 86-09

Bushels
Total Country Deliveries-Wheat (19") . . . . . . . . . . . . . . . . . . . . . . . . 236,967,251
Pool Receipts as per Pool Report . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 121,912,802

AUty.,,yeirce aid

toProducers;
~-BasiB I

Nor. Fort
Wm-Pt.Ar

S cu.

1 55/86
148/13
141/81
1 33/59
19/18

Balance to be accounted for . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 115,OK448
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APPENDIX IX (b)

TOTAL RECEIPTS AND PURCHASES OF WHEAT (EXCLUSIVE OF POOL WHEAT)
TO END OF EACH MONTH AND WEIGHTED AVERAGE PRICE PAID, BASIS 1
NORTHERN IN STORE FORT WILLLaiM-CROP YEAR 1930-193 1

(Rstmns from 18 Elevator Companies)

Cumulative
Receipts

to
Date

1930

Aug. 31. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Sept. 30 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Oct. 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Nov. 30 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Dec. 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

1931
Jan. 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Feb. 28 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Mar. 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Weighted Average to Date . . . . . . . . . . . .

Bushefa

14,409,637
52,544,419
70,591,884
93,491,916
101,343,078

104,960,850
111,316,269
117,537,954

Cumulative
Purchases

to
Date

Bnahela

5,261,308
26,600,922
45,811,859
67,092,703
78,347,661

85,514,564
93,280,268
99,204,479

Percentage
Purchased

to
Date

36•51
50-63
64•90
71•76
77•3 1

81•47
83-80
84-40

Monthly
Average

Price Paid
to Produ-

cers-Basis
1 Nor. Fort
Wm : Pt.Ar.

i ats .

0 90/5
078/3
0 72/7
0 64/3
055/8

0 53/9
0 59/1
056/6

067/9

APPENDIX X

WHEAT: MONTHLY MARKETINGS BY FARMERS, AS REPORTED BY ABOUT
3,500 MILLS AND ELEVATORS, UNITED STATES, 1917-1928

Year
~inw

July

Percentage of year's receipts

July Aug . Sept. Oct. Nov . Dec. Jan . Feb . Mar. April May June
Sea-
son

1917. . . . . . . 7•4 12•4 19•3 18•0 13•7 7-6 4•7 3•9 3•7 4-1 3-1 2-1 100- 0
1918. . . . . . . 17•6 19-9 18•0 13-8 8-7 7 .3 4-6 3 .1 2-0 1-6 1-9 1•5 100- 0
1919. . . . . . . 17-1 23•2 15-6 11•1 7-5 5-7 4-2 3-0 2-9 3-1 3 .4 3•2 100• 0
192D . . . . . . . 12•1 14•3 15-9 10-6 6-9 6-2 5 .5 5 .3 4•9 5-0 6-4 6-9 100- 0
1921 . . . . . . . 19-1 18-2 16-4 -10•6 6-8 5 .4 4 .4 4•9 3 .9 3-2 3•5 3•6 100- 0
1922 . . . . . . . 14•8 17•3 14-2 12-0 8•6 7•4 5 .5 5-1 4•3 3-7 3•4 3•7 100- 0
1923 . . . . . . . 13•4 17-6 16•7 13•7 9•5 6 .2 4-6 4•8 3•3 2-9 3•7 3•6 100- 0
1924. . . . . . . 13•6 19•8 17-5 14-5 8-6 5-6 5-3 4 .2 2 .5 1•6 3-1 3•7 100• 0
1925 . . . . . . . 14•6 18-6 18•7 10-9 8-6 7•0 4•7 4-0 3•0 3•0 2-9 4•0 100- 0
1926 . . . . . . . 21-8 211•3 13•2 10•0 5•8 5•0 4•6 4-6 3•6 2-4 3-2 5•5 100-0
1927 . . . . . . . 15-4 18-6 19-6 12-6 7•7 5-6 4-5 44 3•8 2-5 2-5 3•1 100• 0
1928 . . . . . . . 17•9 18-6 17-0 11•6 7-0 5•4 3-8 4-3 3-4 2-5 2-6 5-9 100-0

Ref .-Yearbook of Agriculture 1930, Washington 1930 . 71st Congrew, 2d Session, Roues
Document No. 287, p . 605 .
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RECEIPTS OF GRAIN AT, CHICAGO

Compiled Jram the Chicago Roard oJLTrade',

Bushels-By Calendar Yeara .

ti`heat Corn Oats RyA Barley Total

Bush . : Bush. ° Bush. Push . -Bush . Bush .

1930 : . : .' : .'. . . : : : : ; . . 27,759,000 73,678,000 29,210,000 3,578,000 7,163,000 141,388 .000
i919 . : . . : : . .» . . . . . : : . 34,237.000 8 1,581,000 37,605,000 8,59 .,000 8,553,000 170,567 .000
1928 . . : . . ; : .'. . . . . : : . . 37,152,000 117,775,000 53,760,000 4,841,000 16,459,000 229,987,000
1927 . . : .'. : . . : . . . . : . . . 42,710,000 88,0'31,000 _ 49,066,000 „ 3,793,000 _10,688,000 192,278,000

. . . . . . . . ..9 28 00038 113
.
1920 710,000 47,243,000 2,163,000 9,032,000 189,261,000. . . . . . . .

1925 . . . . . . . . . . . . . . . . .
, ,

28,244,000 83,557,000 ` 53,547,000 5,895,000 9,833,000 181,076,000
1924 . . . .'. . . . . . . . . . . . . 69,012,000 99,524,000 82,831,000 9,672,000 11,481,000 272,500,000
1923 . . . . . . . . . . . . . . . . . 52,489,000 105,505,000 ,75,106,000 5,380,000 d,835,000 248,315,000
1 .23 . . . . . . . . . . : . . : : . . 57,850,000 193,271,000 * 87,141,000 5,53,4,000 9,938,000 353,734,000
1921 : . . . . . . . . . : . . : . . . 45,700,000 182,982,000 .81,729,000 4,215,000 7,763,000 323,389,000

RECEIPTS OF GRAIN AT FORT WILLIAM-PORT ARTHU R

Compiledfrom Official Figures

Bushels-By Crop Years

- tiNâeat Oats Barley Flax Rye Tota l

Bush . Buah . Bush . Bush . Bush. Bush .

1929-30. . . . . . . . . . . . . . 135,339,685 4,979,256 17,175,866 1,078,204 4,862,785 163,435,806
1928-29. . . . . . . . . . . . . . 320,455,930 31,597,03 , 45,016,131 2,346,240 8,121,716 407,538,053
1927-28. . . . . . . . . . . . . . 261,313,956 22,118,780 23,712,455 3,36. .734 11,941,239 322,448,164
1926-27. . . . . . . . . . . . . . 253,994,781 13 .767,873 35,94 2,933 3,854,843 7,855,247 315,415,677

.199-5-26. . . . . . . . . . . . . 261,778,072 38,413,918 36,467,542 5,126,?55 - .5,268, 588 345,054,37 5

1924-25. . . . : . . . . . : . . . 156,989,185 37,461,165 27,913,975 7,686,915 = . b,332,186
a

235,383,42 6

1923-24. . . . . . . . : . . . : . 297,424,529 58,352,751 16,105,147 4,845,6fifi '7,162,635 383,690,728

1922-23. . . . . . . . . . . . . . 246,559,489 27,379,894 15,801,679 2,695,725 12 .382,231 304,822,018

1921-22. . . . . . . . . . . . . . 190,433,484 42,892,824 11,944,356 2,384,03 4,182,585 251,837,28 6
19211-21 . . . . . . . . . . . . . . 143,434,558 48,534,779 11,811,848 4,839,84 2,597,484 209,218,516
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The above chart represents 1990 market days, and during this time there are only 230 days on which a farmer could have sold his Three Northern .Wheat at a.,less price titan the Pool net pay-

ment shown on the chart . Considering the years 1927-28, 1928•29,1929-30 and 1930•31 (to date}, which represent a total of 1084 market days, there are only 22 days on which a fariner could
have sold his Three Northern Wheat at a less price than the Pool net payment.




