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HEADLINE: Creating a brave new world

/

BYLINE: By Susan Bigelow Hill

HIGHLIGHT:
Leo Melamed, the Chicago Merc's chief, is a science fiction buff who's now
written a novel of his own.

BODY:
——> The cast includes the likes of Rafflo, Nan Nan and S1ib Fru. The action
~ takes place on Fletin, Cerd and Arl, where each night moons named Galm, Guut and
Usma trace their luminous paths from horizon to horizon, and the locals dine on
Zamotian fruit -- tasty morsels containing message chips activated by the body's
enzymes during digestion.

The scene is worlds -- indeed, galaxies -- removed from the pits, puts and

hedges of the Chicago Mercantile Exchange. But for nearly five years such
extraterrestrial exotica have been very close to the CME's executive board
chairman, Leo Melamed, creator of countless alien realms and life forms in his
first book -- a sci-fi thriller called The Tenth Planet (Bonus Books, Chicago;

318 pages; $ 8.95).

For Melamed, the man who fathered the first currency futures contract fifteen
years ago and went on to play a pivotal role in the fantastic growth of
financial futures, creativity and farsightedness have long been vital job
skills. Since 1983, however, he has been employing these talents -- on weekends
and as many as two nights a week -- inventing not futures but the future itself.
Even while he was jogging, the novel stayed with him. “I'd think of a given
problem or character in the book, get an answer and then race back to the house
to write it down," Melamed recalls. Vacations, holidays and even the wee hours
of the morning afforded no refuge from his project. "It became the master," he
admits., "I was its slave."

Although "Prisoner of the Tenth Planet" is certainly a new moniker for
Melamed, "sci-fi nut” most assuredly is not. It all began shortly after his
parents fled Poland for Chicago just after the start of World War II. As a
teenager, Leo Melamed was determined to devour “every important book by every
author from A to Z." It was the V's that really got to him, specifically, Jules
Verne and his classic, Twenty Thousand Leagues Under the Sea.

Melamed never even made it to the W, X, Y or Z authors. He had become hooked
on science fiction. "I was amazed at how [Vernel painted a picture with such
specificity that you could believe his fantastic plots were actually going to
come to pass some day," he says of his childhood hero. Even when working his
way through what is now the Chicago Circle campus of the University of Illinois,
Melamed could always find time for science fiction -- and for appreciating its
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creators. They impressed him, he says, with their "flair for the bizarre" and
by that not-so-simple act of “letting their imaginations go.”®

Indeed, nothing so mesmerized Melamed as sci-fi until the day, while in law
school at John Marshall University, that he walked onto the floor of the Merc tea
take a part-time job as a runner. *I was enthralled with trading the moment I
walked in the door," he confesses.

That passion, however, was a tad slow to flower into a career. It was not
until 1945, nine years after he'd started his law practice, that Melamed finally
succumbed to his yearning to become a commodities trader full time. Since then
he has been an active trader eight hours a day, even while serving in his
various other roles at the Merc -- product innovator, board member, chairman and
special counsel (a position he still retains). And all the while he has
remained an avid science fiction fan.

Collection

"I have bought most of the science fiction paperbacks that have ever been

printed, and they're still on my bookshelves," he says. His favorite authors --
Larry Niven and Arthur C. Clarke -- were among the first to 1lift the genre's
style out of the literary cellar, bringing polished writing skills to plots that
did not scrimp on suspense and mystery. Niven's Mote in God's Eye, Melamed'’s
favorite read, is a prime example. "I was unable to fathom the mystery until
I'd read the solution at the end," he admits appreciatively.

In The Tenth Planet the mystery actually begins in the realm of fact, with
the 1972 launch of Pioneer 10 from what was then Cape Kennedy. As Melamed
explains in his prologue, that hugely ambitious space probe was designed to
relay back pictures of Jupiter and then to continue on, literally ad infinitum,
past the orbit of Pluto and out beyond our solar system. In a mere 8 million
years, Pioneer 10 should reach the point in space where Aldebaran, the largest
star in the constellation Taurus, is today.

As befits the planet's first-ever ambassador to the far reaches of the
universe, the probe even carries a calling card -- a six-by-nine-inch plaque
designed by Cornell University astronomer Carl Sagan and bolted to the antenna
suppart struts. The plaque depicts male and female figures and gives Earth's
return address in relation to the nine planets of the solar system.

When Melamed heard about the NASA launch, he realized the mission would be

marvelous fodder for “some famous science-fiction author,” as he puts it. 1In
the fantasy that leaped to his mind, aliens would discover the probe and trace
it back to earth via the plague. For eleven years Melamed waited, but there
were no takers -- famous or otherwise -- for the plot. Nineteen eighty-three
was the last straw: Pioneer 10 actually departed the solar system with its
“proverbial note in the bottle," Melamed recalls, and he simply assumed this
unprecedented feat would provoke an outpouring of prose. But when he heard only
a cosmic stillness, Melamed took up the project himself.

Before he could begin the writing, though, he had to gain a command of arcane

facts to give his book a "ring of authenticity.* He absarbed technical books On

everything from evolution to extraterrestrial intelligence and spaceship design,
as well as such classics as Charles Darwin's The Origin of Species and Jacob
Bronowski's The Ascent of Man. Far from finding his research drudgery, Melamed
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found himself getting carried away, reading well beyond "what was essential for
my book."

When he first sat down to write, Melamed's approach was anything but
futuristic: He laboriously scratched out line after line in longhand. After six
months of that tedium-cum-torture, he began dictating his tale to a secretary,
who duly punched it into a word processor. Eventually, Melamed found even that
system to be wanting, so he mastered the machine himself, and for the next four
years the only time he used a pen was when he traveled -- always with at least
two chapters in tow.

Throughout the pleasurable ordeal of writing a book, Melamed was unsure of
precisely where it was leading him or, indeed, where he wanted it to lead. On
the one hand, he didn't care whether or not the book ever found its way into
print; but on the other, a combination of ego and sheer curiosity about his own
abilities demanded of him a clearer resolution, a firmer verdict. "I realized I
would never know if it was publishable unless it were accepted somewhere,® he
says.

Tricky logic

Melamed insists, though, that this curiosity had rational limits. For
instance, he resisted the temptation to take the next step -- once he knew his
novel had passed muster with a publisher -- and compare it with the work of
sci-fi masters. That does not mean, however, that Melamed failed to aim high.
What else would drive him to rewrite some chapters as many as a half dozen times
and to revise others as many as ten times?

Melamed found it particularly tricky to sustain the logic of a long and
complex piece. "I didn't want there to be a single flaw in logic sO that
someone could say it was nonsensical or out of order,” he says. So every time
he inserted a new subplot or character, Melamed was forced to go back inte the
text and check for consistency. By the end he had virtually committed the book
to memory. “The editor could never trip me up,” he says. "I knew where every
word appeared.”

For all his meticulous attention, Melamed also plainly had a lot of fun
creating what he describes as "a whodunit with a sci-fi setting.* The fanciful
names alone attest to that. The reasons for choosing the ones he did: “"They
just came to me, and they sounded right."“

Melamed's whimsy also shows a technological bent. He writes, for instance,
of a "thought board® that allows characters to communicate ESP fashion. His
authentic-sounding but wholly bogus "scientific" terms -- "mibcoptrin,” "dacs®
and "reyaasch," to cite just a few -- can be as perplexing as the real thing.
Not to worry, though: Melamed dutifully provides a glossary.

Even before The Tenth Planet had left the bindery, Melamed was hard at work
on a sequel. But in recent months he has had to put it on the shelf until he
can find a way to write up to his own standards without the process dragging on
for light-years. "Maybe 1'l1 take some time off," he divulges. For now, he is
clearly luxuriating in the sensation of being a published author. “I'm proud of
mytachievement because it was so long and difficult,” he says. "It's a goal
met."
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GRAPHIC: Photo, The Chicago Merc's Melamed: "I'm proud of my achievement because
: it was so long and difficult®, Steve Kagan
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BODY:

As the Chicago Mercantile Exchange gains notoriety for its index futures
contracts, its trailblazing chief, Leo Welamed, is thinking adventurously
about a future of a different kind. In his first science fiction novel, The

__=Tenth Planet (Bonus Books, $8.95), Melamed, 55, envisions a world driven by
Comvid chips, Dacs, and Galanoids rather than the S&P 500 contract and program

trading.

He spins a tale of an advanced alien civilization that discovers a space
probe from the planet Earth. Though the book took Melamed more than four years
and a dozen revisions, writing was more fun than running the Merc. "It was a
labor of love," he says, "while the Merc is a labor of masochism." Sure enough,
within the next 12 months the chairman plans to step down from the post he has
held for 18 years. "Frankly, I'm sick of it," he says of the flak the exchange
has been taking since the crash. His first project will be to write a sequel to
The Tenth Planet.

GRAPHIC: Picture, Trading futures for fiction, GWENDOLYN CATES -- CHICAGO MUSEUM
OF SCIENCE AND INDUSTRY
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The Honorable Derek Bok president,

Harvard University adf tuiogua

Lodwrick M. Cook, chairman and
chlef executive officer, ARCO '
The Honorable William A. Hewitt, former
chairman, John Deere & Co.; former
U.S. Ambassador to Jamaica

The Honorable Barbara Jordan, the
Lyndon B. Johnson chair in national
policy, University of Texas, former
Member of Congress =~ ot

The Honorable Nancy Kassebaum, US
Senate

The Honorable Lane Kirkland, premdent
AFL-CIO

The Honorable Henry A. Klssmger, chair-
man, Kissinger Assocxates, Inc.; former
Secretary of State. :

Mr. Robert H. Krieble, pres1dent Kneble
Associates

The Honorable Frederic V. Malek, vice
chairman, Northwest Airlines; cochair-
man, Coldwell Banker Commercia.l
Groups

Mr. Frank N. Piasecki, presxdent and
chief executive officer, Piasecki Aircraft

The Honorable Robert S. Strauss, partner,
Akin, Gump, Strauss, Hauer & Feld;
former chairman, Democrati¢ National
Committee; former U.S. Trade Repre-

sentative

Mr. William T. Ylvisaker, ' pres:dent and
chief executive officer, _,,Cprporate
Focus, Inc. ' '

A Board of Directors will be announced
later. o
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Points of Light Recognition Program

The President named the followmg individ-
uals and institutions as exemplars_of his
commitment to making community service

central to the life and work of every Ameri-
can. wEEs - ol oy

October 13 b arbig;

Association for the Blind and Visually Im-
paired of Lehigh County, ‘of Allentown, PA

R -

Administration of George Bush, 1990

October 16

D d‘ C\entral Km:hen, of Washington, DC
October 17

Nahom Anocumon, Inc., of Fort Myers, FL
October 18

Tacoma Cqmmum'ty House, Tacoma, WA
October 19

Heiping Us Grow Through Service and Smiles,
= of Colorado Springs, CO

'Digest of Other

Wlute House Announcements

Phrretriye

The ollowing list includes the President’s
public schedule and other items of general
interest announced by the Office of the
Press Secretary and not included elsewhere
in this issue.

Tsprd gl
October 14

In the afternoon, the President returned
to the White House from a weekend stay at
Camp Davxd, MD.
Ol iirgelior v

vber 1 5

y»The President met at the White House
o e,

& —the Vice President; John H. Sununu,
7., Chief of Staff to the President; Brent
. ..Scowcroft, Assistant to the President for

National Security Affairs; and members

: .-of the CIA briefing staff;

—John H. Sununu, Chief of Staff to the
i:4= President.

: The President announced his intention to
appoint John F. Reynolds III, of Connecti-
cut, to be a member of the Advxsory Coun-
cil on Historic Preservation for a term ex-
piring June 10, 1994. He would succeed
‘Myna E. Wright. Currently Mr. Reynolds
serves as a preservationist, restoration con-

sultant, and an adaptive reuse developer in
Mnddleton, CT.

.October 16 £ e
In the aftemoon at the College of

etary of Agri- October 15 ; DuPage - field house in Chicago, IL, the
4 Gerald Martin, of Bell Buckle, TN President presented the Presidential Citi-
3 1625
3
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Administration of George Bush, 1990

zen’s Medal to Tony Zale, a former middle-
weight boxing champion, for his work with
inner-city children in Chicago and tele-
phoned Robert Dole, Senate minority
leader, and Robert H. Michel, House Re-
publican leader, to discuss the Federal
budget.

The President announced his mtentlon to
appoint Robert Cy Laughter, of Ohio, to be
a member of the American Battle Monu-
ments Commission. He would  succeed
Esther Bradley. Currently Mr. Laughter
serves as chairman of the board of Laughter
Corp. in Dayton, OH.

October 17

The President met at the Whnte House

with:

—the Vice President; John H. Sununu,
Chief of Staff to the President; Brent
Scowcroft, Assistant to the President for
National Security Affairs; and members
of the CIA briefing staff;

—John H. Sununu, Chief of Staff to the
President;

—Secretary of the Interior Manuel Lujan,
Jr., chairman of the Combined Federal
Campaign, to discuss the campaign;+!

—the Vice President, for lunch; 7=t ¢

—Secretary of State James A. Baker III

The President announced his intention to

appoint David S. Lee, of California, to be a
member of the Advisory Committee for
Trade Policy and Negotiations for a term of
2 years. He would succeed James E. Burke.

Currently Mr. Lee serves as president and -

chief executive officer of Qume Corp. in

Milpitas, CA. R
The President announced his mtentxon to

appoint the following individuals to be

members of the Commission on Presndentla.l,

Scholars:

Harry Dent, of South Carolina. He would succeed
Mrs. Leslie D. Jamison. Currently Mr. Dent
serves as a Christian lay minister in Columbin,
SC.

Junia Doan, of Michigan. Currently Mrs. Doan
serves as a partner with Doan Assocmtes in
Midland, ML

Shirley N. Pettis-Roberson, of California. She
would succeed Vivienne Raven Cooke.

Robert Melvin Worthington, of New Jersey. He
would succeed Edward J. Joffe, Sr. Currently
Dr. Worthington serves as an educatxon con-

. sultant in Edgewater Park, NJ.

1626
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The President announced his intention to
appoint the following individuals to be
members of the U.S. Holocaust Memorial
Council for the terms indicated:

Bradley A. Blakeman, of New York, for the re-
mainder of the term expiring January 15, 1991,
and for a term expiring January 15, 1996. He
would succeed Marvin G. Kelfer. Currently Mr.
Blakeman serves as an attorney with the law

.. firm of Robert M. Blakeman & Associates in

Valley Stream, NY.

Set Momjian, of Pennsylvania, for a term expiring
January 15, 1995. He would succeed Richard
Schifter. Currently Mr. Momjian serves as a
marketing executive for Ford Aerospace in Ar-
lington, VA.

October 18

The President met at the White House

with:

—John H. Sununu, Chief of Staff to the
President; Brent Scowcroft, Assistant to
the President for National Security Af-
fairs; and members of the CIA briefing

.. staff;
—John H. Sununu, Chief of Staff to the

"7 President.

The President announced his intention to
appoint Roger J. Whyte, of Maryland, to be
a member of the National Commission for
Employment Policy for a term expiring
March 20, 1992. He would succeed John A.
Rocco. Currently Mr. Whyte serves as a
senior partner with A.T. Kearney Executive
Search in Alexandria, VA.

The White House announced that the
President ratified the treaty on the reunifi-
cation of Germany, which was signed in
Moscow on September 12.

_In the evening, the President called Ben-

jamin L. Hooks, executive director of the
National Association for the Advancement
of Colored People, and William T. Cole-
man, Jr., a representative of civil rights
groups, to discuss the civil rights bill before
Congress.

October 19

- The President met at the White House

with:

‘" —John H. Sununu, Chief of Staff to the

" President; Brent Scowcroft, Assistant to

the President for National Security Af-
fairs; and members of the CIA briefing
staff;
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PRESIDENT GEORGE BUSH
41% PRESIDENT OF THE UNITED STATES

June 12, 1924
Milton, Massachusets

Barbara Pierce, January 6, 1945
First Presbyterian Church (Rye, New York)

George Walker Bush (Born: 7/6/46)
Spouse:  Laura Welch Bush
Children: Jenna Welch Bush (1981)

Barbara Pierce Bush (1981)

John Ellis Bush (Born: 2/11/53)

Spouse  Columba Garnica Bush

Children: George Prescott Bush (1976)
Noelle Lucila Bush (1977)
John Ellis Bush, Jr. (1983)

Neil Mallon Bush (Born: 1/22/55)

Spouse:  Sharon Smith Bush

Cbildren: lauren Pierce Bush (1984)
Pierce Mallon Bush (1986)
Ashley Walker Bush (1989)

Marvin Pierce Bush (Bomn: 10/22/56)
Spouse:  Margaret Molster Bush
Children: Marshall Lioyd Bush (1986)

Charles Walker Bush (1969)

Dorothy Walker Bush LeBlond (Born: 8/18/59)

Children: Samuel Bush LeBlond(1984)
Nancy Ellis LeBlond (1966)

12 (listed above)

Millie and Ranger (English Springer Spaniels)
Episcopalian .

St. Martin's Episcopal, Houston, Texas

Fishing, Tennis, Golf, Jogging, Horseshoes, Boating
$200,000 ’ :

62 '

The White House - Completed in 1800, the home to every President except
George Washington. (A popular address, the White House receives over 6
million pieces of mail each year.)

Walker’s Point - (summer home) Completed in 1905 by his maternal
grandfather, George Herbert Walker, the house was partially destroyed by a
storm in 1978. The President bought the estate from his Aunt, Mrs. G.H.
Walker, Jr., on January 16, 1981 and the house was rebuilt by Longley
Philbrick, 2 Kennebunkport builder.

Houston, Texas: North Post Oak Lane - Texans since 1948, the Bushes first moved to
Houston in 1959. Throughout their years of public sesvice, Houston has
(The Bushes have resided in 17 cities and 29 homes since their marriage.)




Education

Secondary School: Greenwich Country Day School (Greenwich, Connecticu)
High School: Phillips Academy, graduated 1942 (Andover, Massachusetts)
College: Yale University, graduated 1948 (New Haven, Connecticud)
Major: Economics
Fraternity: Delta Kappa Epsilon -
Sports: Baseball (captain, 1st base), played in 2 NCAA World Series
Varsity Soccer, 1 year .

Honors: Phi Beta Kappa
Torch Honor Society
Gordon Brown Prize for "all-around® student leadership

Professorship: 1977-78 - Adjunat Professor of Business, Rice University

01/89-Present President of the United States
Won 40 States and a 426-112 Electoral College vote

z
i
|
i
1 Honorary .
| Degrees: 44 as of May 19, 1950
Military Service
Rank: Navy Pilot, Licutenant, j.g. 194245
Entered as a2 Seaman 2nd Class. Received his wings and commission, June, 1943.
I Active Duty: Flew torpedo bombers (TBM Avenger) in the Padific
l : off the USS San Jacinto (CVL-30), 12/15/43 - 11/29/44
‘ Honors: Distinguished Flying Cross
Three Air Medals
|
|
| Business
| 1948-51 Oilfield Supply Salesman, Dresser Industries/IDECO
‘ West Texas and California
1951-53 Co-Founder, Bush-Overbey Development Corporation [
| ' Midland, Texas (royalty firm) |
| 1953-59 Co-Founder, Zapata Petroleum |
Midland, Texas l
l 1959-66 Co-Founder, Zapata Offshore Company
) Houston, Texas (Zapata pioneered in experimental off-shore drilling equipment) |
| 1977-78 Exeutive Committee Chairman, First International Bank of Houston |
I Houston, Texas
| Government Service
! 01/67-01/71 U.S. Representative, Texas 7th District
| Committee: Ways and Means
02/71-01/73 U.S. Ambassador to the United Nations
. 10/74-12/75 Chief, UsS. Liaison Office in the People’s Republic of China
. 01/76-02/77 Director, Central Intelligence Agency
01/81-01/89 Vice President of the United States
|
Political |
5 01/73-09/74 Chairman, Republican National Committee |
|  Autobiograpby
| 1987 Looking Forward with Vicor Gold (Doubleday)
[
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White House News Summary Wednesday, December 4, 1991 =-- 1
4:30 P.M. NEWS UPDATE

ECONOMY (Chicago/UPI) -- A panel of economists projected the U.S.
economy is 1992 will have moderate growth with unemployment
hovering from 6% to 6.7%. The forecasts, including calls for tax
cuts, came at the 30th annual Business Forecast Luncheon at the
University of Chicago.

HOSTAGES /ANDERS8ON (Damascus/Reuter) -- Terry Anderson was handed
over to U.S. Ambassador Christopher Ross at the Syrian Foreign
Ministry in Damascus, witnesses said.

ISRAELI SETTLEMENTS8/U.8. (Reuter) -- The U.S. criticized the
establishment of a new Israeli military settlement in the occupied
West Bank, saying the timing was particularly unfortunate when
peace talks were struggling to get under way. "We are particularly
disturbed at this development on the eve of the resumption of
bilateral talks," said Margaret Tutwiler.

PAN AM BOMBING/LIBYA (Cairo/UPI) -- Libya is seeking an emergency
Arab League meeting in Cairo amid apparent concern over the
possibility of a U.S. military strike if Tripoli refuses to
extradite two Libyans accused of bombing a Pan Am airliner. 1In a
related development, the 16 NATO nations called on Libya to sever
its ties with terrorist groups and comply with Western demands to
extradite the suspects.

(Paris/Reuter) -- Libya has detained two suspects wanted by
U.S. and Britain authorities over the bombing, the Libyan
Ambassador to France said Wednesday. "The two people are

definitely detained, there is no doubt about that," he told Reuters
in a telephone interview. Ambassador Saad Mujber said the men were
under investigation but there was little evidence against them.

CIA/GATES (Reuter) -- The U.S. has stepped up its intelligence
gathering on the Soviet Union in what the new director of the CIA
described Wednesday as "an unprecedented effort."... 1In a speech

prepared for delivery to members of the CIA and other U.S. spy
agencies, Robert Gates said "we have undertaken an unprecedented
effort to gather information from throughout the lands of the
former Soviet Union in order to assess the political, economic,
social and military reality."

AIDS GUIDELINES (Atlanta/UPI) -- The CDC said it is revising its
plan to list procedures that health care workers infected with the
AIDS virus should not perform.... "CDC has drafted revised
recommendations for preventing transmission of HIV and hepatitis-
B virus to patients during invasive surgery," the CDC said in a
statement.... Bob Howard, CDC press officer, denied published
reports that the CDC has decided to drop a list of surgical and
dental procedures that HIV-infected health care workers should not
perform. No decision has been made on that issue, he said.

HAITI (Port-Au-Prince/UPI) =-- Soldiers fired on the Presidential
Palace Tuesday night.... Witnesses were unable to identify the
units involved, and the reason for the assault on the palace was
unclear.

-more-



White House News Summary Wednesday, December 4, 1991 -- 2

REFUGEES/HAITI (Miami/UPI) -- The Justice Department asked an
appeals court to delay a court order preventing the Coast Guard
from repatriating Haitians fleeing the poverty and military regime
in their country.... Joe Krovisky, a spokesman for the Justice
Department, said a motion for a stay of Judge C. Clyde Atkins'
order was filed and a formal appeal was being drafted.

BYELORUSSIA/SECRETARY BAKER (Reuter) -- Secretary Baker will visit
Byelorussia later this month on a trip to the Soviet Union, the
State Department said. Margaret Tutwiler said the fact that
Byelorussia had nuclear arms stationed on its soil was a major
reason for adding the republic to the trip, which also includes
stops in Moscow and Kiev.

KENYA (Nairobi/Reuter) -- Western governments that pressed Kenyan
President Daniel Arap Moi for political reform welcomed his move
to 1lift a ban on opposition parties and clear the way for multi-
party elections.... "We consider this move toward pluralism an
important step in the right direction," a U.S. Embassy statement
said. "We are confident...other political parties and political
organizations will soon be authorized to form, register, meet and
operate without restriction," it added.

###
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CHICAGO MERCANTILE EXCHANGE

MENMORANDUN

Tot Michelle Nix
White House sp.ochwrttinq ‘office

From: Andy Yeamma
VP Communications, CME
Dacember 4, 1991
Re: Background materials
Michelle, attached are :2“29 pages of background materials,
including:
1. CME backgrocunder (3 pages)
2. What is risk management? (1 page)
3. List of Contracts (2 pages)

4. Statistics, including volume of trade for past 10 years. (2
pages)

5. Speech by John F. Sandner, Chairman of the CME (15 pages) .

Feel free to use any or all. Feel fres to call at any time for

anything you need. ﬁzybfi}_ ;

30 South Wacker Drive  Chicago, lllinois 60606  312/930-1000
LONDON NEW YORK WASHINGTON. DC TOKYO
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THE CHICAGO MERCANTILE EXCHANGE
BACKGROUNDER

The Chicago Mercantile Exchange (CME), founded in 1919, is the world's leading
financial futures and options exchange. An international marketplace, it is the most
diversified exchange in the world. The CME trades futures and futures-options contracts
on agricultural commodities, currencies, interest rates and stock index products. One-
third of the CME's business comes from overseas.

The CME Center is located at 30 South Wacker Drive in Chicago and consists of twin
40-story office towers connected by a state-of-the-art trading complex. The complex
includes two trading floors totalling 70,000 square feet, 34 trading pits and over 1200
individual communication booths. The Exchange maintains offices in New York,
Washington, D.C., London and Tokyo.

The CME is a not-for-profit corporation consisting of and owned by its members. It
provides an open forum for trading futures and futures-options. The Exchange establishes
and enforces trading rules and collects and disseminates information on transactions
executed on its trading floor.

The Exchange membership, numbering 2,724, is comprised of independent traders and
brokers as well as representatives of major brokerage firms, banks, investment houses and
corporations. These members execute trades for themselves, for others, or both. All CME
memberships are approved by the Exchange's Board of Governors and are purchased from
existing members at prevailing market prices. All members are qualified (guaranteed) by
a CME Clearing Member firm.

Three types of membership may be purchased on the Exchange:
*  The full Chicago Mercantile Exchange (CME) Division membership entitles the owner
to execute trades in any contract offered on the Exchange.

*  The International Monetary Market (IMM) Division membership entitles the owner
to execute trades in all IMM and IOM futures and futures-options contracts, i.e., all
currency futures, interest rate futures and stock index futures contracts as well as all
futures-options contracts.

* The Index and Option Market (IOM) Division membership entitles the member to
execute trades in all IOM futures and futures-options contracts, i.e., all stock index
futures contracts, random length lumber contracts and all futures-options contracts.

Record seat prices on the Exchange are:
CME -- $550,000 on March 9, 1989

IMM -- $475,000 on April 28, 1989
IOM -- $180,000 on September 21, 1987



TRADING VOLUME

In 1990, the CME traded just under 103 million contracts. Between 1980 and 1990,
overall volume at the CME increased 460 percent -- nearly twice the industry rate. The key
to CME growth is found in its diversity: the Exchange trades four product groups --
agricultural, currency, interest rate and stock index.

Financial futures and options are responsible for a great deal of this spectacular
growth, accounting for approximately 90 percent of all trading at the CME in 1990 and
representing a 60 percent industry-wide market share.

CME 1990 volume was led by Eurodollar futures which traded more than 34 million
contracts, making it the industry's second most active contract. Over 12 million futures
contracts were traded on the S&P 500 stock index in 1990, the largest equity index product
traded in the world.

The 1983 introduction of options on the S&P 500 stock index futures contract paved
the way for a new era of growth and possibilities; the CME now trades 20 options on
futures. In 1990 the CME recorded annual volume of more than one million on five of

those options contracts.

INTERNATIONAL MOMENTUM

The CME is programmed for diversification and internationalization. In 1980, the
CME was the first U.S. Exchange to open an office in Europe. The CME established an
historic bridge to the markets of the Pacific Rim in 1984 with its mutual offset trading link
to the Singapore International Monetary Exchange (SIMEX). In April 1987, the CME
reaffirmed that global commitment with the opening of its Tokyo office.

In September 1987, in response to the demands of globalization, the Chicago
Mercantile Exchange and Reuters Holdings PLC entered into an historic long-range
agreement to create an "after hours" global electronic automated transaction system for the
trading of futures and futures-options. The concept embodied in GLOBEX® embraces the
realities brought about by technological advancements of recent years and takes a giant
step toward unification of the world's separate financial centers. The Chicago Board of
Trade agreed to become a GLOBEX partner in 1990. The Marche a Terme International
de France (MATIF), became a GLOBEX partner in 1989. GLOBEX is under development
and is expected to go on line in 1992.



CME FUTURES:

IMM FUTURES:

. IOM FUTURES:

IOM OPTIONS

- ON FUTURES:

CME CONTRACTS

AGRICULTURAL CONTRACTS
Live Cattle ‘ -
Live Hogs

Feeder Cattle

Frozen Pork Bellies

Broiler Chickens

CURRENCY CONTRACTS
Australian Dollar

British Pound

Canadian Dollar
Deutschemark

Japanese Yen

Swiss Franc -

" British Pound/Deutsche Mark Cross Rate

Deutsche Mark/Japanese Yen Cross Rate
Deutsche Mark/Swiss Franc Cross Rate

INTEREST RATE CONTRACTS
Three-Month Eurodollar

U.S. Treasury Bill
One-Month LIBOR

STOCK INDEX CONTRACT
Standard & Poor's 500 Stock Index

Nikkei 225

OTHER
Random Length Lumber

 AGRICULTURAL CONTRACT

Live Cattle

Live Hogs

Feeder Cattle

Frozen Pork Bellies
Broiler Chickens

CURRENCY CONTRACTS
Australian Dollar '
British Pound

~ Canadian Dollar

Deutschemark

Japanese Yen

Swiss Frane

British Pound/Deutsche Mark Cross Rate
Deutsche Mark/Japanese Yen Cross Rate

- Deutsche Mark/Swiss Franc Cross Rate



CME CONTRACTS - continued

INTEREST RATE CONTRACT
Eurodollar
U.S. Treasury Bill
One Month LIBOR

STOCK INDEX CONTRACT
Standard & Poor's 500 Stock Index
Nikkei 225

OTHER :
Random Length Lumber

10/91



1874

1898

1919

1961

1964

1969

1972

1977

1980

LONDON

CHICAGO MERCANTILE EXCHANGE

A HISTORY OF INNOVATION

The Chicago Produce Exchange is established to provide a systematic market
for butter, eggs, poultry and other farm products.

A division of the Produce Exchange forms the Chicago Butter and Egg Board.

The Butter and Egg Board becomes the Chicago Mercantile Exchange to
better reflect its purpose and to accommodate public participation.

A frozen pork belly futures contract begins trading on the CME -- the first
futures contract based on frozen, stored meats.

The CME introduces a live cattle futures contract -- the first futures contract
based on live animals.

The Chicago Mercantile Exchange Trust was established to provide financial
assistance, on a discretionary basis, to customers of any clearing member
which should become insolvent. The Trust, the first of its kind for any
exchange, is funded through contributions of profits from Exchange
operations.

The International Monetary Market (IMM) is created with trading of seven
foreign currencies -- the first financial futures contracts traded.

The CME is the first futures exchange to open an office in Washington D.C.

The CME opens its London office -- the first overseas office established by
a U.S. futures exchange.

30 South Wacker Drive  Chicago, lllinois 60606  312/930-1000
NEW YORK WASHINGTON. DC

TOKYO



1981

1982

1984

1985

1986

1987

1988

1989

A HISTORY OF INNOVATION

J o
Pk

The CME introduces Eurodollar futures, the first cash settled contract, which
paves the way for futures on stock indexes.

The CME opens its Index and Option Market (IOM) for the trading of stock
index and options products. It opens trading with the S&P 500 stock index
futures contract.

The CME/SIMEX mutual offset trading link is established -- the first
international futures link.

The CME signs a licensing agreement with NKS to market and trade Nikkei
Stock Average futures contracts.

CME/NYSE Task Force is established to work on solutions to common
problems and issues.

The CME opens an office in Tokyo, the first by a foreign futures exchange.

The CME and Reuters finalize agreement for GLOBEX, a post market global
electronic transaction system.

CME and CBOT announce plans to co-develop electronic hand-held AUDIT
(Automated Data Input Terminal) system, for the purpose of real time trade
recordation.
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CHICAGO MERCANTILE EXCHANGE

JOHN F. SANDNER
CHAIRMAN
BOARD OF GOVERNOES

John F. (Jack) Sandner is serving a record seventh term as Chairman of the Beard of
Governors of the Chicago Mercantile Exchange, having most recently been elected to a
one-year term in January 1991, He was first elected chairman in 1980 and served for three
consecutive terms through 1982, followed by three years as the Board-appointed Legislative
Liaison. He was re-elected Chairman in 1986 and served through 1988, In 1989 and 1990
he served in the post of Senior Policy Advisor, Under CME rules, a Cheirman is limited
to three consecutive one-year {erms,

Mr, Sandner joined the CME as a member in 1971, Since then he has served on and been
Chairman of numerous committees, including the International Steering Committee,
Strategic Planning Committee, Financizl Instruments Steering Committee, Agricultural
Steering Committee, Building Improvement and Real Estate and Special Real Estate
Planning Committees, Political Action Committee, Arbitration, Business Conduct, Floor
Facilities and Operation, Rules, Live Cattle, Feeder Cattle and Probable Cause committeess.

Mr. Sandner is president and chief operating officer of Rufenacht, Bromagen & Hertz, Inc,
(RB&H, Inc.), a position he has held since January 1978,

Born November 3, 1941, the Chicago native graduated valedictorian from high school and
received his undergraduate Bachelor of Arts degree in 1965 from Southern Nlinois
Univessity. He earned a Doctor of Jurisprudence degree from the University of Notre

Dame in 1968, The Law School awarded him the Rean Clarencs Maninn Awared and he
wnn the 3ayear Moot Court Competidon the same yegr. He was adimitted to the Lilinoig

Bar in 1968.

Mr. Sandner formerly wes & triel attorncy with Lane and Monday, and currantly is a
mysni gy of tha Lempmaan Aokiteasian Aasasiztisn, II3 B Leves widusilbod Lo pasetlon Lofian

the Supreme Court of the United States, the U.S. Court of Appeals, the .S, Distrlet Court
and the Supreme Court of Hlinois. :

I xdditios 1 séiving &8 & OMD Odvornin suve 1977, Mi. Suudue: s v e Uulvcwll.y uf
Notre Dame Law Advisory Council (1988 to present), the Board of Directors of Notre
Dame Law Association (1984 to present) and the Board of Directors of the National
Futures Association (1982 to present), where he also has served as Chairman of the Central
Region Business Conduct Committes for nine years. In addition, in 1980 he was appninted
tn tha Tlinnis Sacratary of Stara’s Commndities Advienry Comminss Ha iz 6 fnnding
memhor of the Bourd wf Dizomurs of the Intprantiveul Praos Cestsr  Chissga,

Mr. Sandner is married and has six children.
07/91
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CHICAGO MERCANTILE EXCHANGE

WILLIAM J. BRODSKY
PRESIDENT AND CHIEF EXECUTIVE OFFICER

William J. Brodsky joined the Chicago Mercantile Exchange on September 7, 1982 as
Executive Vice President and Chief Operating Officer. On June 1, 1985, he succeeded
Clayton Yeutter as President and Chief Executive Officer.

Prior to joining the CME, Mr. Brodsky was with the American Stock Exchange from
1974 to 1982 and held the title of Executive Vice President for Operations between
1979 and 1982. From 1968 to 1974, Mr. Brodsky was an attorney with the New York
investment banking and securities brokerage firm of Model, Roland and Company.

Mr. Brodsky received an A.B, degree from Syracuse University in 1965 and a J.D.
degree from the Syracuse University College of Law in 1968, He is a member of the
bar in New York and Illinois.

At Syracuse University, Mr, Brodsky serves on its Board of Trustees, the Endowment
Committee and the Board of Visitors of its College of Law. '

Currently, he is a Board Member of the Chicago Council on Foreign Relations, J. L.
Kellogg Graduate School of Management Advisory Council, and the Chicago
Association of Commerce and Industry, He is a member of the Commercial Club of
Chicage and The Economic Club of Chicago.

He also serves on the boards of the Japan American Society of Chicago, the Swiss
Commodities, Futures and Options Association, and the International Futures and
Commodities Institute in Geneva.

02/91
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CHICAGO MERCANTILE EXCHANGE

LEO MELAMED
CHAIRMAN EMERITUS

Leo Melamed, Chairman Emeritus of the Chicago Mercantile Exchange
(CME), is widely-recognized as the founder of financial futures. During his
first term as Chairman of the CME (1969-1971), the Exchange pioneered the
concept of foreign currency futures and created the International Monetary
Market (IMM), the first futures market for financial instruments. Mr.
Melamed was Chairman of the IMM until its merger with the CME in 1978,
when he became Chairman of the combined institution. In 1977, the CME
Board created the office of Special Counsel to the Board of Governors, an
office he maintained in conjunction with his position as Chairman of the
E;:ecutive Committee until hie retirement from CME officialdom at the end
of 1990.

Under Mr. Melamed's leadership from 1967 to 1991, the CME was
transformed from a secondary domestic agricultural exchange to the foremost
financial futures marketplace in the world. In 1984, he spearheaded the
concept of international linkages between exchanges by instituting a trading
link between the CME and the Singapore International Monetary Exchange
(SIMEX). In 1987, Mr. Melamed extended thie idea on a global scale by
intraducing GLOREX, an electronic "aftar-hours” trading ayatem, developed
in conjunction with Reuters Holdings PLC. Mr. Melamed is the Chairman
of the GLOBEX Corporation, which, inning in 1990, became the unified
electronic system for the Chicago Board of Trade (CBOT) and the CME.

In 1982, Mr. Melamed led the futures industry toward the creation of &
congressionally-sanctioned self-regulatory body, the National Futures
Association (NFA), and served as Chairman from its inception through 1989.
Mr. Melamed has been an advisor to the Commodity Futures Trading
Commission (CFTC) and has lectured and written extensively on the subject
of financial futures markets. Mr. Melamed was Editor of An_Anthology:

The Merits of Flexible Exchange Rates, published in 1988, He is also the
author of a science fiction novel, The Tenth Planet, published in 1987,

On a business level, Mr. Melamed is an active futures trader and is
Chairman and CEQ of Dellsher Investment Company Inc., a Futures
Commission Merchant. Mr. Melamed is an attorney, having received his
Doctor of Laws Degree (JD) from the John Marshall Law School, Chicago,
IMlinois, 1855.

30 South Wacker Drive  Chinagn, lllinnis 80608 312/930-1000
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MERTON H. MILLER
CHICAGO MERCANTILE EXCHANGE
PUBLIC GOVERNOR

Merton H, Miller is the Robert R. McCormick Distinguished Service Professor of
Finance at the Graduate School of Business, University of Chicago. Professor Miller
was awarded the Nobel Memorial Prize in Economic Science in 1990 for his work
in the area of corporate finance.

A Graduate School of Business faculty member since 1961, Professor Miller has
written extensively on a variety of topics in economics and finance, Along with
Franco Modigliani of M..T., he developed the often cited "M&M Theorems" on
capital structure and dividend policy that are the foundations of the theory of
corporate finance.

Professor Miller received an A.B. from Harvard University in 1944 and a Ph.D. from
The Johns Hopkins University in 1952, He began his career as an economist in
1943 with the U.S. Treasury, Division of Tax Research. In 1947, he joined the
Board of Governors of the Federal Reserve System, where he remained until 1949,
Following a term as an assistant lecturer at the London School of Economics, he
joined the faculty of the Graduate School of Industrial Administration at the
Carnegie Institute of Technology, in 1953. He taught economics and industrial
administration there until his appointment at the University of Chicago in 1961,

Professor Miller is the author of numerous publications, including Macroeconomics:
A Neoclassical Intro n (with C. Upton, 1974), f Finance, (with E.
F. Fama, 1972), and "'I'he Cost of Capital, Corporation Finance and the Theory of
Investment" (with F. Modigliani, 1958).

Professor Miller served as Chairman of the Committee of Inquiry appointed by the
CME to examine the events surrounding the market drop of October 19, 1987. He
was appointed a Distinguished Fellow by the American Economic Association in
1990 and a Fellow by the American Academy of Arts and Sciences in 1989,

01/91
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WHAT IS RISK MANAGEMENT?

The fundamental economic purpose of pusiness conducted at the
Chicago Mercantile Exchange ig risk management.

Simply put, our form of risk management enables a
businessperson to reduce or otherwise limit the risk inherent in
taking a position in a market. In a sense it is like insurance.
And it is increasingly being used by saavy money managers to cope
with the market volatility that comes with today's economy.

Examples:

1. A rancher raising live cattle uses the Chicago Mercantile
Exchange live cattle futures (or options) to sell his cattle before
they are ready for market. He locke in a price, thereby reducing
his risk that the price of cattle will fall before he could sell
them in the cash market.

2. A pension fund manager owng a huge portfolio of stocks on
behalf of thousands of pensioners. He fears the stock market is
overvalued and may fall. He sells S&P 500 stock index futures
contracts at the Chicago Mercantile Exchange. If the market falls,
nis stocks lose value but his futures position gains value and
offsets his loss. He reduces his risk without selling his stocks
and incurring large associated transaction costs.

3. A corporate treasurer at a manufacturing company has just
signed a contract to deliver $1 million worth of parts to a German
buyer, six months hence. 1In six months, the dollar may have lost
value against the Deutschemark, thereby reducing or eliminating his
profit. He comes to the Cchicage Mercantile Exchange and, using
futures and-or options, can lock in a price in Deutschemarks in
advance of delivery, thereby eliminating his currency risk. This
example could also occur with a variety of forsign currencies.

4. A commercial banker takes in $100 million in short-term
deposits and agrees to pay interest of 7 percent. The banker loans
out the $100 million at 9 percent. The banker runs the risk that
interest rates will fall, or rise and eliminate his profit on the
interest rate spread between his deposits and loans. He can reduce
or eliminate this risk by using interest rate futures and options
at the Chicago Mercantile Exchange. The most widely used are the
3-month Eurodollar futures and options, which currency have nearly
2 million outstanding positions in the market, representing nearly
$2 trillion in deposits and loans under risk management.
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CONTACTS: ANDREW YEMMA, CHICAGO MERCANTILE EXCHANGE
(312) 930-3434

DAVID PROSPERI, CHICAGO BOARD OF TRADE
(312) 435-7174

CME, CBOT SIGN AGREEMENT TO DEVELOP
BUDAPEST COMMODITIES EXCHANGE

FOR IMMEDIATE RELEASE

CHICAGO, September 4, 1991—The Chicago Mercantile Exchange (CME) and
Chicago Board of Trade (CBOT) today announced jointly the signing of an agreement with
the U.S. government to launch a three-phase project aimed at developing the Budapest
(Hungary) Commodities Exchange (BCE) into a successful domestic and regional
commodity market.

As outlined in a letter of agreement among the two Chicago exchanges and the U.S.

tate Department, a $420,000 grant from the department’s Trade and Development

Program (TDP) will fund the project’s first phase, which entails preparation of a feasibility

study "to introduce the BCE to U.S. equipment, services and technology so that US.
companies are well-positioned” to participate in the venture’s later phases.

"Economic freedom and political freedom go hand in hand,” said CME Chairman
John F. Sandder. He added, "The events that continue to unfold in the Soviet Union
underscore this fundamental principle and the special significance of this project. This
funding testifies to our commutment to assist these economies. We hope and expect that
this project is the first of many as Chicago, the risk management capital of the world,
exports its unique trading technology and expertise around the globe.”

William F. O’Connor, chairman of the CBOT, said, "Budapest is well-positioned to
develop important regional commodity and financial markets that can become the
cornerstone of Hungary’s free-market economy. We are pleased that the U.S. Trade and
Development Program has agreed to help us fund this worthwhile project. By enabling us
to expand our current efforts abroad, this grant will ultimately create new opportunities for
CBOT members as well as the Hungarian citizenry.”

The Chicago-Budapest initiative has it roots in an October 1990 visit by leaders of
the two Chicago exchanges to the BCE. The Chicagoans embarked on the trip shortly after
the two exchanges had formed a Common Goals committee in mid-September 1990, While
in Hungary, Chicago and Budapest exchange officials signed a memorandum of
understanding, whereby the Chicago exchanges would provide technical assistance to the

- More -



12/86-1931 15:12 FROM TO 912024566218 ~_P.B3/85

:. é a’“éago Board of Trade %cum«cc MERCANTILE EX(HAN‘IGE_*"

- Page Two -
nascent Hungarian exchange. Subsequently, CBOT and CME leaders also visited a newly
formed commodities exchange in Moscow. -
The BCE, officially named Amutozsde Kft of the Republic of Hungary, was founded
in September 1989. At present, the BCE has o divisions, one of which trades grain

contracts and another that trades livestock contracts.

The target date for completion of phase I of the CME-CBOT project is April 30,
1992. |
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Futures Market Bullets

12,8391 11:44

o America must have had a pretty good idea when we invented

modern futures trading, because the whole world copled us,

© By the same token, the CME deserves special credit as the
birthplace of financial futures trading, which has revolutionized

financial planning and management around the world.

© Futures markets are the most innovative part of the financial

gector today.

© That innovative spirit, which today is felt all around the

world, got ite start right here in Chicago.

o In a world of lightning-fast change, futures markets can be
businees and industry’s best method of coping with changing

economic circumstances.

© By enabling business and industry to cushion themselves
against day-to~day economic bumps and shocks, futures markets
help lay the foundation for long-term economic growth and

development.,

© Farmers, feedlots and grain elevators have long known the

value of futures in allowing them to hedge themselves againgt the
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risks that are always present in agricultural production. The
CME has played an important role in developing contracts to meet

agriculture’s needs.

© Pinancial institutions have now realized what farmers learned
long ago, that futures and options are valuable tools to help

manage risk.

© Futures markets also play another vital economic role. They
provide an arena for price discovery - a place where the forces
of free and open competition can tell us the true value of goods

and assets.

© Others around the world are learning from our example. New
exchanges are popping up all over. BEvery country that is
striving to be a world financial leader is developing financial

futures markets

© Emerging democracies that are struggling to develop  market
economies are looking to our futuree markets. Even before they
develop the free market foundations that will gupport futures
markets of their own, they look to America’s futures markets for
price discovery purposes -- for example, to help their farmers

determine which crop will bring them the best return

© This is America at its best -- innovative, inventive, the high

tech developers of new products and new processes and then the
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teachers to the world. America has spawned many a new industry
-- and we are spawning look=-alike futures markets around the
globe. Yes, it means we have to work even harder to keep our
competitive edge, but this is also the peaceful way for countries

to grow their way into economic success and prosperity.

This coudtry has a recipe for an economic system that other

countries are anxious to learn from.

America’s futures markets are the laboratories where new
contracts and new strategies are developed to keep pace with

an ever-changing universze of economic risks.

America’s futures exchanges are the universities where the
emerging democracies can learn how free and open markets

work.

6o I want to commend the CME; in particular, for its pioneering
role in the development of financial futures markets and for its

competitive and innovative spirit.



1270331 11:45 NO. 847 @3

CFTC=Related Bullets ' . OYO('J‘
(hese
G)¢§§\éﬁﬁ\ quw
o I also want to commend the CME for their role in helping to .€$«0

put to rest the long-running jurisdictional squabble betweeén the
SBEC and the CFTC. Secretary Brady tells me that the CME was very
supportive of the Title III amendments which he and Chairman
Gramm backed and which the Senate passed last spring. I hope
that, when Congress reconvenes, we can put CFTC reauthorization
behind us so the exchangee can get back to doing what they do

best ~- innovating for world of the future.

o Keeping pacé with the future sometimee seems to be a
particular challenge for government agencies. In that respect,
I'd like to commend the CFTC. Since the CFTC opened its doors in
1975, we have witnessed incredible growth in the futures
industry. Through cost-effective regulation == cutting out
unnecessary rules, searching out greater efficiencies, and
concentrating resources where they are most needed -- the CFTC
has kept up with mushrooming responsibilities with only very

modest increases in its own budget.

© I understand the CFIC is continuing its campaign for
regulatory efficiency by undertaking a self-study ~- Eicellence
.éROOO -~ to review agency regulations, structure and procedures
with the goal of making the CFTC a model of excellence in

government.
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o As the CFTC conducts its review, and as you comment on their
requlatory proposals, I hope everybody will remember that
excellence is not a synonym for complexity. Regulations should
not be written as if the drafters were on a piecework rate,

getting paid by the word.

o It is not a ain to write rules that can be comprehended
without benefit of a PhD in economics. Complex, convoluted
regulations are harder for businesses to comply with and harder
for regulators to enforce, They can strangle initiative and
increase the costs of doing business. I held this view as the
Chairman of the Task Force on Regulatory Relief. I hold it as
President. And I expect my appointees abide by this philosophy

in carrying out their statutory duties.

o The CFTC, with its Excellence é%DOO proposal, is carrying out
these principles == with the result.that the futures industry
should be able to move forwaid toward the next century with less
red tape and a more reasonable and understandable regulatory

system.
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The Who, What, When, Where, Why and How of

Futures and the Chicago Mercantile Exchange

From the Visitor's Gallery, the trading floor must seem
noisy and frantic. Guess what: it is. Now you know half the truth.
The other half is how important and interesting this market is.

The Chicago Mercantile Exchange would like you to see
the whole picture—a lively, entertaining and informative picture.
This is our way of introducing and explaining the futures
market to you.

We want you to know what futures and options are, who
trades them and why, and what takes place on the trading floor.
It's an exciting place and we at the CME are proud to tell you a
little about what goes on in the world of futures. ®

What's what?
What are futures and options?
Futures on what?
What is a futures exchange?
What exactly is trading, and where does it happen?
How can you sell what you don't own?

L e

Who's who?

Who's in charge here?
What are the traders really like?
What is the difference between a trader and a broker?
But if one speaks up and can't be heard, has one
really spoken?

9. How do the traders know who's who in the pits?
12. Why is everyone wearing jackets?
13. How many people work on the trading floor?
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Where, when, and why?
13. How is the trading floor organized?
14. Why must traders shout?
14. How are futures and options prices determined?
15. How is price information spread?
16. Why are there TV monitors?
16. Why even trade futures?
18. How do futures markets benefit society at large?

What's the meaning of this?
19. Terms to help you talk about futures.




The CME
trades agricultural
futures...

What are futures and options?

Futures are contracts. If you're a lawyer, athlete or
bridge player, you know about contracts. But these are a
little different.

These contracts are legally binding agreements, made
on the trading floor, to buy or sell something
in the future. That “something” could be
livestock, a foreign currency, or some other
~/ item for trade. Each contract specifies the
quantity of the item and the time of delivery or
payment. The buyer and the seller of a futures contract
| agree on a price today for a product to be delivered
| and paid for in the future. That is why it is called a
“futures” contract.
Now, let's see if we can complicate things.
At the CME you can also trade options on futures
contracts. Options are also contracts, ones which
give you the right—but not the obligation—to buy
or sell a futures contract at a particular price.

For instance, if you didn't want to commit your-
self to buying a futures contract, you could buy an option on
the futures contract. You would then have the right to exercise
the option and buy the futures contract at a specific price if it
seemed profitable.

On the other hand, you wouldn't have to exercise the
option if it were unprofitable. You could also sell your option to
someone else if it were more valuable than when you bought
it. Options are ideal for investors who are extremely clever,
extremely cautious, or extremely indecisive. @

Futures on what?

Just about anything.
If you can say it in polite :
company, there is probably a AR
market for it. Dried cocoons
and crossbred wool are traded
commodities. And remember / e
all the food groups on page 66 of 7 ///// e
your 7th grade Health textbook? s
The CME has traded futures on
something in every one of those
groups.

The CME currently
trades futures (and options, in
many cases) on agricultural
commodities, foreign currencies,
interest rates and stock market

indices. ...stc;c’ki;mde;( = T\\\\\\\\&

and interest rate
futures... -




Agricultural commodities: These are mankind's
oldest and most basic commodities. The forces of nature as well
as things such as people’s eating habits, affect the supply and
demand—and thus the prices of these products.

Live Cattle (futures and options)

Feeder Cattle (futures and options)

Live Hogs (futures and options)
Pork Bellies (futures and options)

Broiler Chickens (futures and options)*

Random-Length Lumber (futures and options)

Foreign currencies: As exchange
rates fluctuate in an uncertain world
economy, international investors use these
futures for both protection and profit.

...and currency
futures.

British pound (futures and options)
Canadian dollar (futures and options)
Japanese yen (futures and options)
Swiss franc (futures and options)
German mark (futures and options)

Australian dollar (futures and options)

Interest rates: A change in interest rates can affect
the economy. These futures can limit the risk from such a change
or be the means to profit from it.

Eurodollars (futures and options)
Treasury bills (futures and options)
Dollar/Pound DIFF

Dollar/Mark DIFF

Dollar/Yen DIFF

LIBOR

Stock indices: Will the stock market go up or down?
Each future represents the equivalent of a broad stock portfolio
in major corporations.

S&P 500 Index (futures and options)
Nikkei 225 Index (futures and options)

On occasion, absent-minded futures investors might
have found 40,000 pounds of live cattle being delivered
unexpectedly. Fortunately, this doesn't have to happen. Just
because you bought the futures contract doesn't necessarily
mean you'll have to take delivery of the commodity. You'll see
how the obligation to deliver or receive a commodity can be
offset or cancelled out a little farther along in this brochure.

The cattle did make surprisingly good pets, though. ¢

*Pending CFTC approval



What is a
futures exchange?
It's a place where
buyers and sellers meet to trade
futures. If there were no ex-
changes like the CME, the traders
would have to trudge from farm
to farm to get the best price
on pork bellies. A farmer
would have to contend
with several hundred
Chicagoans
wanting
to use his
washroom...
Exchanges
can be very
useful.

The CME is a
world marketplace.

Of course, a futures exchange like the CME is much more
than just a building. There's a staff of people who
work for the CME, some on the trading
floor and others in the
offices of the Exchange
in Chicago, New York,
Washington, London and
Tokyo, and at the CME's Far East trad-
ing partner, the Singapore International Monetary Exchange.
The CME works through these individuals to promote the use
of futures and options by investors, supply information
about the markets and contracts, research and
develop new contracts for trading, and handle
all the other countless operational details that
are part of the world of futures trading.
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An ex- change is also a corporation. It has

to obey rules and guidelines, and it's regulated by

an agency of - the federal government—the

Commodity Futures Trading Commission. Futures

exchanges also have rules that members and other investors
must follow. These rules and procedures are enforced

by the exchanges. &

What exactly is trading, and where

does it happen?

Trading at the Exchange is nothing more than the buying
and selling of futures or options contracts. And it's the pits—
or should we say, it's in the pits. Those are the arenas,
bullpens, rings (whatever you choose to call them)

where the actual trading takes place on the The “secret”
, to trading
Exchange s floor. is no secret:
. . Buy Low,
The trading is sell High.

done using a system
known as “open out-
cry” This is a type
of free-form auc-
tion that combines
elements
of primal
scream,
aerobic
S danc-
ing, and the
Battle of
Hastings.
(We'll
talk more
about open outcry on page 14.)

Now, what is the secret to trading? If you buy something
at one price and sell it at a higher price, you make money. If you
sell it at a lower price than what you paid for it, you lose money.
You now know as much as most MBA:s.

There's one more wrinkle to trading—you can buy and
sell in whatever order you want. You can buy, then sell—or sell,
then buy. Whichever way you choose, the idea is that the selling
price should be better than the buying price. ¢




How can you sell what you don’t own?

You might almost say that “He who sells what isn't his'n
must make good or go to prison” In trading, when you sell a
futures contract, you are obliged to deliver what you sold.

You can fill your obligation and
deliver the commodity you sold, or you
can cancel your obligation by buying
a matching futures contract. The Ex-
change’s Clearing House would then
match your “sell” (short) and “buy”

(long) positions and you would be “out
of the market"—with either your profit
or loss, depending on the prices at which
you bought or sold.

Selling obligates
you to deliver—
or buy back.

From the time you sold that contract until you buy it
back, you'll want the price to drop. Let's assume you've sold
a cattle future. You might try converting everyone you know
to vegetarianism or Hinduism. And why? So you can buy back
the future for a lower price than you sold it.
“Sell high, buy back low” can be just as profitable as
“buy low, sell high” &

’




Who's in charge here?

The members are, those folks waving and shouting
on the trading floor. They elect a Board of Governors who handle
the business of running the Exchange.

A membership—or seat—at the CME gives you the
right to trade on the floor of the Exchange. Members also
can vote at meetings and in various Exchange elections,
and become active in the Exchange through partici-
pation in CME committees.
To qualify for membership, an individual
must be investigated by the CME and tested for his
knowledge of trading. Should he pass, and be able to
afford to trade, only then will he be eligible for membership.

There are about 2,700 Exchange memberships. These
fall into three groups. Full CME membership entitles you to trade
any of the contracts listed on the Exchange. Membership in the
International Monetary Market (IMM) division allows you to trade
currency and interest rate futures. An Index and Options Market
(IOM) division membership gives you the right to trade stock
index futures, Random Length Lumber and all options.

The number of memberships is set by the CME. The
price for each membership is arrived at by means of a bid-offer
system just like in the pits (minus the open outcry shouting)
handled by the CME's Memberships and Registration Department.
Members wishing to sell a seat submit an offer form with the
price they're asking for the seat; prospective buyers tender their
bids independently.

Seat prices vary due to a variety of factors such as
the state of the economy, and
activity in the markets.

The highest price for a full
CME seat was $550,000 in
1989. The most paid for

an IMM seat was $475,000,
also in 1989. The IOM seat
price has topped $175,000.
Current prices—including

bid, ask and last sale
amounts—are posted on a
board located above the floor
on the catwalk at the east end of
the trading floor, to the right of
the gallery.

Approximately 1,200
of the members lease their
seats to other people. If
you're leasing a seat from
someone, you have the
trading rights that go with that seat. The leasing terms are a
private arrangement between the member and the prospective
trader. A negotiated rent is the general procedure. ¢

There are three
types of
memberships
—or “seats"—
at the CME.



Traders buy and sell
only for themselves.
Brokers can trade
for customers, too.

g4

The typical trader
isn't typical.

What are the

traders really like?

Are they all fabu-
lously rich? Of course not.
In fact, they're not “all”
any one thing.

Traders on the floor of
the CME have only one thing
in common: they wouldn't
settle for 9-to-5 conformity. In
every other way, they are vari-
ety personified. For many,
commodity trading is their
second career. Some were
lawyers, cab drivers, trom-
bonists, construction
workers, business men
and women, tribal chieftains, and one was even in advertising.
Quite a few began as runners on the floor and worked until they
were advanced by their companies or were able to purchase or
lease a seat.

Traders generally range in age from 25-75 years old.
The "“life span” of a trader on the floor may be only a few minutes,
or 50 years—depending on how right he is, how often, and if
he likes the work. ®

What is the difference between a trader

and a broker?

A trader is someone buying and selling futures contracts
solely for himself. He might be delighted to give you market
advice if you met him at a party or in a crowded elevator.
However, he cannot take customer orders. A broker can.
He is licensed by the Federal Government to execute
trades for the public.

The broker may also
trade for his private account,
but his first responsibility is
filling the customers' orders.
In the course of trading, all
orders are treated equally.
There is no differentia-
tion between an order
for a customer and one
for a trader. However,
the CME has very strict
rules and a computerized sur-
veillance system to make certain that brokers do
not trade for themselves ahead of customer orders. If you have
given your broker an order to buy five Treasury Bill futures, and he
also wants to buy five for a position of his own, he has an explicit
obligation to see that your order is filled first. &




But if one speaks up and can’t be heard,

has one really spoken?

Certainly. Here's why: Once, the scion of a great
cattle family was asked that age old question, “How did it all
begin?”

“Like this," he said, scratching his nose. Since no one
really got it, he was asked to elaborate. Then he recounted —
probably only half in jest—how on a day long ago, his father,
having fallen victim the previous evening to a particularly
bloodthirsty pack of mosquitos, had ventured a trifle too close to
the cattle pits. “Well," he said, “wouldn’t you know that Dad began
to scratch his nose quite vigorously and before long we had e
bought ourselves several dozen head of cattle. The rest," he communicated.
added, “is history” [

Buying futures contracts may not actually be quite
that easy, but bear in mind that this open outcry trading
system just happens to be a classic example of the age-old
auction market at work. But let's face
it, with every trader acting as his or
her own auctioneer, there are times
when one simply cannot be heard.
Happily, since all eyes are focused
on the pits anyway, bids and offers
can also be conveyed with hand
signals. By the way, there is one
rule of thumb: the more energetic,
the better.

Here are the four basic hand
signals along with their meanings:

Hand signals
are one way

2.

1. Palm of hand facing your body—"I want to buy"”
2. Palm of hand facing away from your body—"1 want to sell”

3. Hands away from your body, arms upstretched, fingers
moving vigorously—"Here’s my price (buy or sell)”
[Prices one through five are quoted with vertically-extended
fingers. Six through nine are quoted with the fingers
extended horizontally. Zero is a closed fist. Numbers above
20 are indicated by rapid sequential hand signals using
fingers and closed fist]

4. Signalling hand held near your head, hands working same as
when indicating price—"This is how many contracts | wish to
buy or sell”®

How do the traders know who's

who in the pits?

Many traders stand in a favorite spot all the time. And
seeing many of the same faces every day in the pits, traders and
brokers naturally recognize each other in many cases. But in the
busy action of trading, you need a means of identification simpler
than names.
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The Merc at Work.



Members all have badges which show who they
are, and what they can trade. There are three kinds of

memberships. CME members have gold badges,

IMM badges are green, and IOM members sport blue
badges. These are attached to their trading jackets, and—

most important—bear a set of initials. On the trading floor

Badges help S _ "

traders these initials are their "names” and when two traders complete
avoid an ) P Sishye H i

ety eisis” a transaction, each notes the other’s initials on their trading cards
on e Tioor.

as a way of telling exactly who did the trade.

Each member can select the particular initials they want
on their badge—most have two to four letters. You can't pick
the same sequence of letters that someone else already has.
Since no other member will have your identical sequence of
letters representing him, this system eliminates potential confu-
sion over who the two parties in any trade are. ¢

Why is everyone wearing jackets?

There are various reasons for this.

The truth is, long ago, before there was a
Mercantile Exchange and when there scarcely
was a Chicago, traders would wear top hats

and frock coats at work. It was a simpler time,
obviously before perspiration was invented. The traders had names
like Palmerston Philpotts, Jr, and Ambrose Wappleshire I,
They'd approach each other to discuss pork bellies

and their daughters’ debutante balls.

Time passed. Queen Victoria died, the
markets grew larger and more hectic, and the dress
code changed. Today you wouldn't be allowed to wear
a top hat on the trading floor. A frock coat would still

be permitted, but how long would it survive a crowded
trading pit? But in honor of the fond memory and the stately
pomp of Palmerston Philpotts, Jr, traders are still required to
wear jackets.

Logically, trading jackets save wear and tear on your
wardrobe. But more important, the jackets are part of the
identification system on the floor. They fall into two main groups:
those for members, and those for employees of the members
and the CME. The red jackets worn by members are supplied
by the Exchange. There are also member firms who have their
own distinctive jackets. Some traders have designed a unique
pattern or look for their jackets to increase their visibility within
the trading pits.

The light blue jackets designate pit observers. These CME
employees are stationed in the pits or at the equipment on the
catwalk overlooking the floor. Their jobs include reporting and
processing information, such as prices.

The bright green jackets with a black patch on the back
indicate the out-trade clerks who represent member firms in
resolving discrepancies in trades.

Gold coats designate the employees of the various firms.
These workers aren't members of the Exchange and don't wear

Jackets bring more
than just color
to the trading floor.




badges with their initials. They perform a number of tasks, in
particular: 1) staffing the phone work stations around the pits
(phone clerks); 2) communicating trading information from the
pits to the phones by means of hand signals (arbitrage clerks);
3) carrying orders and other information to and from members
(runners); and 4) holding orders for the traders (deck holders). ¢

How many people work on the trading floor?

The main CME trading floor can accommodate up to
4,300 people at one time. But the exact number of people
working on the floor varies every day, even from hour to hour.
Someone may be in a trading pit for a few hours, then leave for
a break, and return for the close of trading in that contract. When
markets are extremely active there is less tendency for traders to
stay away from the action for too long, so the floor may be a bit
more crowded at those times.

Usually there are 3,000-4,000 people on the floor of the
CME. This includes brokers, traders, runners, other employees of
member firms and pit observers and supervisors. ¢

How is the trading floor organized?

There are four sections of the CME
trading floor. As you look on from the Visitors
Gallery, you are facing due north. To your left,
closest to the Gallery, is the agricultural | —
commodltlels.complex. This is the oldest group ~
of commodities at the CME. © s 4

Moving clockwise around the floor from the
agricultural quadrant you next find the currency group,
located in the northwest corner of the floor.

In the northeast section of the floor, next to the cur-
rencies, are the interest rate futures and options.

The fourth major section of the floor is the trading
area for equity-related contracts, based on the stock market.
In front of you, as you stand in the east
end of the gallery, is
the S&P 500 futures pit—
the biggest at the CME.

The more than 1,200
work stations on
the trading floor can
each handle 128
incoming phone lines.




Dividing the floor into these sections are rows of work
stations. Here the orders from individual investors as well as large
commercial users are received by phone from around the world,
to be carried into the trading pits for execution. ¢

Why must traders shout?

Shouting? Those people are practicing to be opera stars.
Really, though, if you've ever been to an auction, with the
auctioneer calling out prices as bidders indicate their willingness
to buy, you've seen an open outcry system at work. But at a
futures exchange, there’s one big difference.

Every trader in the pit is an auctioneer. Each one
announces his own bids and offers, depending on whether he
is buying or selling. Of course, if everyone is bidding at the same
price, the seller will sell to whomever he hears first. To para-
phrase an adage, in the trading pits it is better to be heard than
to be seen.

There is a well-established system underlying the
apparent chaos that the open outcry method creates. Only the
best bid and offer are allowed to surface in the marketplace. If
you as a trader are willing to pay the highest price, you announce

that, and all the lower bids are silenced. The
S/ . law s that you can't bid below someone’s
2 § S,’ 4 higher bid, and you can't offer above
T \ ﬁ—& someone’s lower offer.
/) U'f_%_./ So, while everyone appears to be
shouting at once and it may seem impossible
= that anyone could have time to listen, there is a
very definite method to the madness you see on
the trading floor. @

Traders aren’t afraid =
to speak up.

How are futures and options prices determined?

A clergyman would give credit to God. “The National
Enquirer” would blame an international conspiracy. We prefer to
think that futures prices are determined by buyers and sellers (in
other words, supply and demand). If the buyers are more eager
than the sellers, prices go up. When the opposite is true, prices go
down. In a free market, prices are determined by what the seller
can get from the buyer.

Here's an example of the free market at work: you're
selling a car. You place an ad in a newspaper to sell your much-
loved, but now outgrown car. You list the price as $5,000.
Someone out there is looking for exactly your kind of car, but will
only pay $4,500. Who is setting the price? Since your car is only
worth what someone else will pay for it, the buyer actually
establishes the price here.

If 10 people are selling the same model car that you own,
and only three people want to buy, those three can exercise more
influence over the auto price than the 10 sellers.




Likewise, if yours is the only car of its type and you have
15 interested buyers, you are pretty certain to get the price
you want.

The same relationship between sellers and buyers—
supply and demand—exists in futures and options markets.
Prices are determined by what someone is willing to pay for a
given product. ¢

How is price information spread?

In each of the trading pits are Exchange employees
dressed in light blue jackets. These are trained pit observers, and
each carries a walkie-talkie. When a price change occurs in the
course of trading, these observers notify other staff members
situated at computer terminals on the catwalk above the floor.
The new price information is recorded immediately, and the
system sends the new data to the quote boards.

But the information doesn't stop at the boards. The same
network also puts the price information out around the world via
quotation systems, allowing brokers and traders to monitor the
markets without ever leaving their desks.

%7 When the trading
floor speaks,
the world listens.

More buyers mean
prices go up.




Television monitors
display different kinds
of information.

Why are there TV monitors?

If you're trading in one of the pits, there could be
something happening in another pit on the floor, on the stock
market or in some other world market that might affect the
market you are trading in. That's when the television monitors
located near the pits can help.

The TV screens carry market data from a variety of
sources. These are constantly being updated, giving traders in
one pit a way of staying in touch with events unfolding out-
side the confines of that one arena. ®

Why even trade futures?

Investors trade futures for only one reason: to make
money. They don't always succeed, but they try. Commercial
interests use futures to lessen the risks in their businesses.
When they do that, they are "hedging” Often these are corpora-
tions and financial institutions wanting a hedge against the risk
of loss. The investors who want to make money by trading are

“speculators” Hedgers are trying to avoid risk, and speculators
are willing to assume it. Between themselves, they create the
futures market.

Consider this example. Our hedger is none
other than Otto Mobile, world renowned collector
of cars. He has just struck
a deal to buy all of D y )
next year's R cCO( ‘
Mercedes Benz (
models for the
rockbottom price
of $175 million
(preseason sale).
The trouble is, he'l
have to convert
his $175 million to

Hedgers and speculators
transfer risk through trading.




Deutsche marks to buy the cars. What happens if the dollar drops
in value and his $175 million won't buy the same number of
marks as when he made the deal? He'll have to pay more dollars.
Otto is no fool. Besides, he loves that little Mercedes
hood ornament. He doesn’t want to lose money. So he buys
$175 million worth of futures on Deutsche marks. Now he is
"hedged,” meaning that his investment plan is protected. If

the dollar drops in value, he loses when he has to buy Deutsche
marks to pay for the cars; but he gains in the futures market,
where his Deutsche marks are worth more in comparison with
the dollar. If the dollar gains, he will lose in the futures market,
but his bucks will have more bang when he converts them

to D-marks.

Now let's introduce the speculator: it's Anna List, the
Investment Empress of Wall Street. Japanese business fears
Mes. List more than Godzilla.

Anna wants to sell $175 million worth of Deutsche mark
futures. Why? Is she contemplating a major schnitzel purchase
on her next shopping trip, and wants to hedge? No, nothing of
the sort. She is a speculator, and her technical charts indicate
the Deutsche mark will fall 2.6% over the next 17 days. If she
sells (goes short) now, and the value of the mark does drop,

Futures figure
in Otto’s plans.

she could then offset her obligation to deliver the currency
by buying $175 million worth of Deutsche mark futures. Her
objective was to sell the marks when their price was high, and
buy when the price was low. She is speculating.

So here is the situation. Otto the hedger doesn't care
what the Deutsche mark and the dollar do. He is protected in a
position that he intends to maintain for a long time. Anna the
speculator wants the Deutsche mark to fall and her position is
short term.

Now here’s where you speculate: Will Anna be right and
be next week’s star on “Wall Street Week” again?




Futures markets
are part of

our free economy
and society.

How do futures markets benefit

society at large?

In quite a few ways, although some of them may not
always be obvious.

When business, industry and commerce make effective
use of futures markets, this helps manage the risks that are part
of doing business. This can mean lower costs to you as a
consumer, since a well-run business is usually able to bring its
goods and services to market more efficiently, at the lowest
possible cost. The fewer the risks a business has to take, the lower
the price it needs to make a profit. That's really the free-enterprise
system at its best, and futures markets help this process.

Also, firms that are managing their risks will tend to be
more dependable employers. If you work for a company that
deals with overseas customers or suppliers, for example, you
have an interest in how well your company copes with foreign
exchange rates. Hedging with futures can be a big part of
this aspect of your employer's operations.

Naturally, if you work for a futures exchange or a
firm that is involved in trading, futures markets are parti-
cularly important in your “society” In Chicago alone the
futures industry accounts for about 20,000
jobs, with an annual payroll of approxi-
mately $250 million. The Chicago
Mercantile Exchange and its
member firms employ about
8,000 people, a group of wage
earners that pays an estimated $24
million in income taxes.

Futures markets are part of
the business scene in this country, whether
that . business is agriculture, finance,
manufacturing or any of the myriad
other operations. Used in the
right ways, these markets can
be a valuable asset in the business of
doing business, which affects each and
every one of us. ¢




What's the meaning of this?
Like any business or activity, futures has its own
“language!” It's nothing mysterious; you won't need your secret
» decoder ring to figure it out. But it will help to have a
“& few of the key terms at your fingertips, in case you
meet someone on a bus or in an elevator and you
want to strike up a conversation with just that
certain touch.

Bear:

someone who believes that things
are getting worse, as in “a bear of a mood”
In market parlance it means you think
prices will decline.

Broker:
someone who executes orders for public
or business customers; an “order filler”

Bull:
the opposite of a bear. You think prices are
going up.

Contract:

the trading unit of futures and options. It describes
everything about the commodity or financial instrument
you're trading.

Floor Broker:
a member of an exchange who is paid
a fee for executing orders for customers
on the trading floor. All floor brokers are
licensed by the Commodity Futures Trading
Commission, a federal agency that oversees
futures trading.

Floor Trader:

a member who generally trades for his own
account, for an account he controls or who has
such a trade made for him. Floor traders are
sometimes referred to as “locals!”




Futures Exchange:

a place where futures and options
contracts change hands, between buyers
and sellers.

Hedging:

when you're in business, you hedge by buying or selling
a futures contract, not so much for the purpose of profiting from
the trading, as much as to protect your business or limit your risk.

Long:
you have bought something (such as a futures contract),
and still own it.

Option:

a contract which gives you the right (but not the obliga-
Z tion) to buy or sell something at a specified price

at a predetermined time.

Position:
what you are in the market, either long
(you've bought) or short (you've sold).

Short:

the opposite of long, both in futures
jargon and basic English. When you're short,

it means you've sold in the market and have an
obligation to deliver.

Speculate:

trying to anticipate which direc-  /
tion prices will move and, through buying ﬁ
or selling, profiting from the price move
in the market. .

Trader:

a market maker or “scalper”
A member who trades for his own
account.

Trading:
buying or selling.
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Scenario:

Concerns about rising U.S.
inflation have surfaced. Interest
rates have been inching higher
for weeks. The Federal Open
Market Committee, the Federal

5.30 a.m., many of

ME's me

andtheir support staff
2 arriving at CME

oers

epare for
the day’s trading. The
opening of trading

ins at 7:20 a.m

Chicago

Reserve's policy-making arm,

is meeting today and tomorrow
to determine whether it should
nudge rates still higher to quell
inflation. The monthly Consumer

London

New York

Price Index report, due out
tomorrow, will provide the first
firm evidence regarding inflation
since concerns surfaced a month
ago. It will be followed the next

day by the monthly U.S. Gross
National Product report, a key
economic indicator.

The next 48 hours, then, will be
a critical time for a wide range of

bankers, businessmen, pensior
fund managers and others whe
will turn to the futures and

options markets to hedge their
risk exposure.
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The first 24 hours I

Chicago, 2 p.m.

CME interest rate and currency
markets have closed little changed
as local traders remain cautious

London, 8 p.m.
A British banker, concerned that
higher U.S. rates will drive up his

to hedge his rate exposure by
selling Eurodollar futures at the
close of the CME trading day.

prior to the pending CPI report.

Eurodollar deposit costs, decides

Introduction A major financial institution, in the underlying stocks by selling
anticipating a rise in the stock its futures contracts at a profit.
market, wants to purchase a Hence, by using the
diversified portfolio of stocks S&P 500 stock index futures
with cash it will receive in three market —when it lacked the cash
months. In order to lock in to buy the actual stocks —the
current stock-market prices, financial institution today enjoys
the company decides to buy the same favorable stock-market
Standard & Poor's (S&P) 500 position that it had hoped to
futures contracts. attain three months earlier.

Three months pass. With A small U.S. manufacturer
_ oATE the necessary funds now avail- agrees to ship 125,000 Deutsche
me B D 7/2//c able, the company is ready to sell ~ marks (DM) worth of goods to
é,‘};F the futures contracts and buy the ~ a West German firm in three
so0 |k 708 underlying stocks. As stock prices  months time. When payment is
% 160 LL have indeed risen, the purchase received, the manufacturer will
o price for the same group of convert the marks into U.S.
‘(\/" stocks in the cash market is dollars. But the manufacturer
'@:H\L | T e higher than it had been three is worried, for it seems that the
/y\ . months earlier. But the value consensus among international

of the S&P contracts also has
appreciated, so the company is
able to offset the price increase

economic analysts is that the
value of the dollar will rise sharply
during the ensuing three months.
To hedge against the risk of a
weakened West German currency,
the manufacturer se/ls one DM



Tokyo, 5 a.m.

A Japanese auto executive rises
early to scan the latest news. If
inflation fears take hold in the
States, they could ultimately lead

futures contract (DM 125,000)
for delivery in three months.

When payment is received
three months later, the dollar has
indeed surged and the value of
the DM has fallen. The manufac-
turer, which now must 4wy a OM
futures contract, makes a profit
on the difference between the
original sales price and the
current purchase price. So even
with a loss on the conversion
of marks to dollars in the spot
market, the manufacturer still
realizes a net gain.

In six months his cattle
will be ready for market, but a
rancher does not want to guess
what price he'll receive when
he is ready to sell. He wishes
to know today, so he can plan
accordingly for tomorrow. For this
reason, he sells a futures contract
at a set price. Now the rancher
knows exactly what he'll receive
for his cattle in six months.

The financial institution,
manufacturer and rancher have
all hedged, that is, they have
protected themselves from any
potentially adverse price swings
in the marketplace by establishing
appropriate positions in the
futures market. Had there been
no exchange traders —in this
case speculators —to assume the
risk, the financial institution would
have missed an opportunity, the
manufacturer would have lost a
substantial sum of money and the
rancher would have been saddled
with an additional burden. But
because none of them could be
certain as to how the vagaries
of the marketplace might have
influenced stock or cattle prices
or currency values between today
and that point in time when they
wished to sell or buy, they chose

to a much weaker dollar. That in
turn would mean he will have to
charge drastically higher prices

for the new model sports car he
plans to sell in the U.S. next year

not to take chances. That's where
the speculators came in. Specu-
[ators were willing to assume the
risk that others — banks, manufac-
turers, ranchers — had wished to
circumvent.

The speculator tries to
anticipate how any number of
exogenous variables will influence
the price of commaodities two,
three or six months down the
road. If the speculator is right,
there's money to be made. Of
course, the reverse is also a
distinct possibility. Thus, most
speculators are prepared to
guess wrong today in hopes
of recouping tomorrow.

Commodity futures trading
has played a major role in the
distribution of America’s bountiful
food supply for more than a cen-
tury. Farmers, agricultural pro-
ducers, processors and exporters

New York, 3 p.m.
A U.S. corporate treasurer

studies her balance sheets to
see what impact higher rates
will have on her bottom line.

Action in the S&P 500

futures pit. This

contract is one of the
most actively traded

have long looked to futures mar-
kets as a way to control major
price risk. This frees them to go
ahead and tend to the business
they know best

Over recent decades, the
futures industry has identified
other “commodities” that fulfill
a useful economic purpose for
American and international
business. Many futures contracts
pegged to these commodities
have been pioneered by the
Chicaga Mercantile Exchange.
Futures contracts on foreign cur-
rencies, interest rates, even stock
indexes, today are commonplace
risk management tools.

This, then, is the Chicago
Mercantile Exchange, where
buyers and sellers of futures and
options contracts come face to
face in the "pits"— small arenas

instruments in the
futures industry.

which, at first glance, may appear
frenetic, but where much of
the world's futures business is
conducted with surprising order
and efficiency

A commonplace view of
futures and options trading is that
it's a volatile business in which
large fortunes are both made
and lost quickly. True perhaps,
but only for those who assume
the risk. How the markets really
waork, how they protect against or
neutralize financial risk, how they
contribute to the success of the
free enterprise system, that is
what this brochure is about. It
examines the industry as a whole
and the Chicago Mercantile
Exchange — its products, market-
place and history —in particular.



Il. Chicago, 6 p.m.
GLOBEX, the CME's 24-hour
electronic trading network, sees
a busy opening as the world
awaits the U.S. CPI report.

Futures Markets:
Providing Investment Flexibility

London, Midnight

The British banker's night trading
desk continues hedging ED
exposure selling CME ED
contracts on GLOBEX.

* Futures Markets—
What Are They?
Futures markets provide precise
price information and make it
possible to transfer risk from
those who want to shed it
(hedgers') to those who are

willing to accept it (speculators?).

These important benefits— price
discovery and risk transfer —
extend to every societal sector in
which time and place considera-
tion create economic risk, for
example: agricultural com-
modities, exports and imports,
finance and investments, foreign
exchange.

In the simplest terms,
futures markets are where
hedgers and speculators come
together to discover the future
price of a commodity or financial
instrument, o protect against (or
hedge) price risk and to provide
a large pool of risk capital.

Price discovery is of value
to both the producer or user of a

Tokyo, 9 a.m.

The Japanese executive meets
with his senior staff to decide
how to respond to the possibilit

product and the buyer or proces-
sor of the product. Since none

of these parties welcomes the
uncertainty of waiting until
tomorrow to trade tomorrow’s
commaodity, futures markets help
each of them arrive today at how
much a commodity should cost
when it is finally ready for market.

Futures markets also
afford a large measure of flexi-
bility in managing financial risk.
Markets such as those at the
Chicago Mercantile Exchange
(CME) give hedgers and specu-
[ators room to maneuver, to
offset® buying positions in one
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