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Unit 1

Commodity Futures Contracts

A commodity futures contract is a legal agreement between a buyer and a seller of a
commodity. The contract stipulates that the seller will deliver to a designated location a
designated quantity of a designated commodity or goods at a designated price within a des-
ignated month. For example,seller A agrees to deliver to buyer B at a warehouse in Chica-
go 5000 bushels of wheat at 174¢ per bushel in December of next year,and buyer B agrees
to accept the delivery. Such a contract would be called“a December contract for Chicago
wheat. ”

Commodity futures contracts are also negotiable securities that can be bought and sold
for a profit or loss. Investors who buy and sell such securities earn their profits in the same
way as common stock traders:they buy a security at a low price and sell it at a higher one.
Only members of a commodities exchange can buy or sell futures contracts. Therefore, if
you wish to buy or sell a commodity futures contract,you must pay a commodities broker a
commission to have the transactions conducted for you on the floor of a commodity ex-
change. Orders to buy or sell a futures contract are initiated simply by calling a commodi-
ties broker,opening an account,and then phoning in your orders.

Commodity futures contracts are called simply “futures” or “contracts” by people who
trade them actively. Futures contracts are like shares of common stock in certain ways. Fu-
tures and shares of stock are both marketable securities ,they hoth represent claims on as-
sets, and their market prices fluctuate constantly. However,futures contracts are different
from common stocks in that futures entitle the owner to receive delivery at a future date
whereas a stockowner’s claim on a share of stock begins immediately upon purchase. An-
other difference is that the owner of a futures contract has a claim on a stipulated quality
and quantity of an interchangeable commodity rather than on specific corporate assets.

Commodity futures contracts are legal contracts. The terms of the contract (namely,
the type and quality of the commodity,the sale price,the quantity sold,and related details)
cannot be changed once the contract is initiated. But a futures contract can be sold to a new
buyer. Thus, a party who initiates a December contract for Chicago wheat at 174¢ per
bushel for 5000 bushels can sell that contract to another buyer at a price per bushel that is
above, below, or the same as the 174(¢-per-bushel price. In this case, the original seller
would make delivery as planned,except that the delivery would be made to the contract’s
new owner. The contract’s original buyer would experience a profit,a loss,or neither,ac-
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cording to whether the price at which the original buyer sold the contract was above.be-
low ,or the same as,respectively,the 174¢-per-bushel price paid for the contract.

The buyers and sellers of futures contracts need not check each other’s credit or wor-
ry whether or not the delivery will be made as planned. The clearing house of the commodi-
ty exchange functions as a middleman in every transaction. This is accomplished by creat-
ing two futures contracts for every buy-sell transaction,with the clearing house as an in-
termediate buyer and seller. Thus,the commodity exchange’s clearing house makes deliv-
ery to all buyers and is the buyer that pays all sellers when they make their scheduled de-
liveries. If a buyer or a seller defaults on a contract in any respect .the clearing house com-
pletes the transaction as stipulated in the contract. Then,the clearing house sues the de-
faulted buyer or seller for any costs incurred in meeting in the contract’s terms. Because
the clearing house guarantees that delivery on the contract will be made as stipulated ,com-
modity futures contracts can be sold and resold quickly and easily , without credit investiga-

tion of every seller and buyer.

New Words &. Expressions

commodity futures contract R H#H K 5 floor of a commodity exchange & % 5
20, T 5 A W
stipulate v. HE,.HE.HE | initiate v. &K
deliver v. #k . KT EX | marketable securities #7551 35
good n. & claims on assets 3R Xt Y% P2 # B B AL
designated location [&E# &, 35 EH S specific corporate assets (EfKAY)BHRAH
designated month [EE A, E A BEAYEE
bushel /'bufl/ n. BXE(BZE4L.28 a December contract for Chicago wheat
me) ZMENE12A &R
delivery n. X% original seller JEEH
negotiable securities i iE3 clearing house EREZ G, X HEEL
profit or loss 2% middleman n. 240 A, fE51%&E
commodity exchanges (&Fﬁ;%ﬂ‘])ﬂ;ﬁ)\ intermediate buyer H[E]SEH
R 5 A 5 BT scheduled deliveries #H#AZS 4%
commodity broker FHREASLA incur v. $EELfE-FGA
commission n. FHH credit investigation {E%fifF4r
Notes

1. futures : things bought and sold for delivery at a future time. This term is often used in
connection with stock-market speculation.
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2. delivery . i R BUF% 22T 38 ZC R A 58 209 AT I , BB 35 T REME 2 AR 2L

Word Study
commodity delivery order HtRiER
commodity 5. Y5, B delivery receipt %3k [\ %%
commodity dollar B WETT delivery room Zftak 442 Hi 7
commodity exchange T W2 & i, (R = clearing
DI R 5 clearing %5, K
commodity money &R M in clearing W E S EE
delivery out clearing X HFEEER
delivery D12 Q&M Q%A 24t clearing bank FHEHET
z4 clearing house ZEE3T#AF
cash on delivery (C.O.D) RF|{tEk | Clearing House Automated Payments Sys-
delivery book 3z 4%, 1% 1% % | tem (CHAPS) ZE#E 2 #fr B 3t &
delivery hoy /DX R A5
deliveryman %K R Clearing House Interbank Payment System
delivery on term ERAZH (CHIPS) AZBRITRWIER R
Exercises

I. Answer the following questions:

1. What is a commodity futures contract?

2. What are the differences between a commodity futures contract and a common

stock?

3. Explain “a December contract for Chicago wheat”.

4. Why do the buyers and sellers of future contracts not necessarily check each other’s

credit?

. What is a clearing house? What role does it play in every transaction?

5
6. Explain why the terms of a commodity contract cannot be changed.
7

. Under what condition would the contract’s original buyer experience a profit?

8. What if a buyer or seller defaults on a contract?

II. Translate the following into English;
LAY
. FEH (L)
5. &1
7.5
9. HEE F
11. —~{p12 AZME/NEEF

2. iz

1 ER

6. A H10%4
8. H—ELEXH
10. K ENIES

12. BB & 4



II1. Translate the following English sentences into Chinese:

1.

The seller will deliver to a designated location a designated quantity of a designated

commodity or goods at a designated price within a designated month.

2. Such a contract would be called “a December contract for Chicago wheat”.
g

3. Futures contracts are also negotiable securities that can be bought and sold for a

profit or loss.

. Futures contracts are different from common stocks in that futures entitle the own-

er to receive delivery at a future date whereas a stockowner’s claim on a share of

stock begins immediately upon purchase.

5. The terms of the contract cannot be changed once the contract is initiated.

. The original seller would make delivery as planned,except that the delivery would

be made to the contract’s new owner.

. The clearing house of the commodity exchange functions as a middleman in every

transaction.

. If a buyer or a seller defaults on a contract,the clearing house completes the trans-

action as stipulated in the contract.

. The clearing house sues the defaulted buver or seller for any costs incurred in meet-

ing in the contract’s terms.

10. The contracts can be sold and resold, without credit investigation of every seller

and buyer.-

Reading Material

BRAZIL COFFEE CONTRACT (FORM)

(Variable Differentials)

New York 19
(has) (sold)

and agree to

his d
(hzalve)t ey (bought)
(deliver to)

(receive from)

32,500lbs. (in about 250 bags) of Brazilian COFFEE shipped through the ports of Santos,

Paranagua, Angra dos Reis de Janeiro,grading from No. 2 to No. 6 inclusive,provided the

average grade shall not be above No. 3,nor below No. 5. Nothing in this contract,however,

shall be constructed as prohibiting a delivery averaging above No. 3 and the premium for

No. 3 grade. No premium shall be allowed for Softish Coffee grading above No. 4.

At the price of cents per pound for Santos No. 4,Strictly Soft,Fair to Good

Roast,

Solid Bean with additions or deductions for grades,ports of shipment and descrip-
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tion (quality) according to the differentials established or to be established by the Commit-
tee on Coffee of the New York Coffee and Sugar Exchange for the delivery month specified
below in accordance with Section 88(8) (a) of the By-Laws of said Exchange. The delivery
must consist of Coffee from one port only.

The Coffee to be Fair to Good Roast,Solid Bean,and the description (quality) to be
Strictly Soft,Soft,or Softish. No delivery permitted of Hard Coffee.

Deliverable from licensed warehouse in the port of New York between the first and

last days of inclusive, the delivery within such time to

be at the seller’s option upon either five,six or seven days’ notice to the buyer as pre-
scribed by the Trade Rules.

Either party may call for margin as the variations of the market for like deliveries may
warrant ,which margin shall be kept good.

This contract is made in view of,and is in all respects subject to,the By-laws,Rules

and Regulations of the New York Coffee and Sugar Exchange,Inc.

(Across the face is the following): (Brokers)
For and in consideration of One Dollar to in hand paid,receipt
whereof is hereby acknowledged, accept this contract with all its

obligations and conditions.

New Words &. Expressions

variable differential AF{k T H B 5 warrant v, JEBf--HIE24
premium /'pri:mjem/ n. FAFEEZM | by-law REHEIL, B, 400
¥, B trade rule 38 53|
average grade ARUESL, FHI Y notice n. JEHEE,WE
No. 3 grade 35-MMHECS) the Port of New York 4%k
the New York Coffee and Sugar Exchange delivery month 324 H
4 o HEFIBE 3 5 B Proper Names
licenced warehouse 45156 JE Brazil BE7g
option n. B Santos FILHT(EFHH#Z)
prescribe v. ME Paranagua BE$ih/K(EF#4)
margin /'ma:d3in/ n. RiIEE Angra dos Reis de Janeiro B p§—#i4
call margin B&RIEE




Unit 2

The Commodities Traded

Commodities that are actively traded in the futures markets include both the tradition-
al ones (that is, farm products) and the newer financial commodities.

Some of the actively traded farm commodities are:

Meats ; Unsliced bacon (hog bellies). Beel (carcasses and live). Broiler Chickens.

Other food goods: Sugar. Coffee. Patatoes. Coca. Orange-juice concentrate.Sovbean
meal ,Soybean oil ,Rice.

Grains : Wheat ,Corn,Soybeans ,Barley .Qats .Rye ,Rapeseed , Flaxseed.

Fibers:Cotton,Hemp.

The financial commodities traded in futures markets are ;

Foreign currencies; British Pound. Canadian Dollar., Deutsche Mark, Dutch Guilder.
Swiss Franc,Mexican Peso,Eurodollar.Japanese Yen.

Financial indexes:Stock market indexes.Consumer price indexes.

Bonds:U. S. Treasury bonds,U. S. Treasury notes.U. S. Treasury bills,Commercial
paper.

U. S. government agency mortgage securities and certificates of deposit:Ginnie Mae
certificates ,Bank certificates of deposit.

Money is a commodity. l.ike wheat or corn or any other commodity .money has one
price for current delivery and a different price for future delivery. The difference between
the current price and the future price of money is essentially the market interest rate — or
basis — for the commodity called money.

Various other commodities are traded.including Metallic commodities (Gold, Silver,
Platinum,Copper) , Wood (Plywood,Stud lumber) and Rubber.

When we say a given commodity is “traded successfully” we are speaking from the
point of view of the commodity exchange. Successfully traded commodity futures contracts
are those that enjoy sufficient trading volume to make active markets for the contract and
to earn enough in trading fees to pay the commodity exchange’s cost of keeping the market
operating. In general,the following statements apply to actively traded commodities ;

@ The commodity should be gradable into homogeneous quality categories. This
means that one lot of any commodity such as a boxcar load of sugar should be in-
terchangeable with any other lot of that commodity.

@Raw materials such as wheat are traded successfully more frequently than finished
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goods such as flour. Money is also a raw material ;it is used to produce a finished
product called profits. Money futures are traded,but not profit futures.

@ The commodity’s cash market price should be determinable by a clear price discov-
ery process;there should be no arbitrariness about the price. For example,the price
should be determined by supply and demand facts rather than by the whim of an in-
dividual or by a secret process.

@ Storability is important ; perishable commodities such as fresh flowers cannot be
stored or shipped easily. Since commodity speculators endeavor to buy at a low
price and sell at a high price, they want commodities they can hold in storage
cheaply until prices rise.

@ The commodity must exist in volume. Rare objects such as art objects cannot gener-
ate the trading volume needed to sustain an active market.

@L:arge amounts of risk capital must be committed to carrying the risky inventories
needed to make liquid markets. That is. speculators must be willing to invest mil-
lions of dollars in inventories that ‘will fluctuate in value in order for them to be
able to buy and sell the commodity and thus make a market in it.

@ The futures contract should be conveniently written for both buyer and seller. Con-
tracts cannot be written in such dense legal language that only lawyers can read
them.

@ The commodity should be cheaply transportable. The marketability of a commodity
is maximized if it can be shipped inexpensively to buyers.

@ The price of the commodity must be volatile. The more that the price of a commodi-
ty fluctuates,the more that speculative trading will occur.

@ The commodity should be readily describable. There can be no ambiguity about
what is going to be delivered.

@A liquid cash market where the physical commodity is traded should be active be-
fore trading in commodity futures contracts is initiated. Speculators who accidently
receive delivery of a commodity contract they don’t want can quickly sell the
goods ,and the cash price of the commodity is easily determined if a liquid cash mar-
ket exists for the goods.

@ The public needs to be educated about the commodity and its futures contract. No
one will invest in something they don’t understand.

Most of these statements apply to most actively traded commodities. But everyone of

the statements above does not apply to every successfully traded commodity. The above list

merely suggests what is usually required to trade a contract successfully.

Usually any given commodity is traded successfully at only one U.S. commodity ex-

change. For example, the Chicago Mercantile Exchange is primarily a meat market, al-

though it also successfully trades other commodities. There are exceptions to this tenden-

cy showever ;wheat and several other commodities are traded successfully on various U. S.
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commodity exchanges. Most major commodities are also successfully traded on foreign

commodity exchanges.

New Words &. Expressions

farm product 7= fh (=farm commodity) | bank certificate of deposit fRITFFH

financial commodity &R & basis n. WiHEE

unsliced bacon HREBEEN,ENE platinum n. $1,.H%&

hog belly it plywood n. =M

carcasses and live /laiv/ FEHIFIER stud lumber M A , R A
broiler chicken & {itJ5aHE i) 3y successfully traded commodity futures con-
oat n. MWK tract A THHEMEREY
rye /rai/ n. HBE,BF trading volume * 5 &

rapeseed /'reipsi:d/ n. JHIEFF trading fee 5 %H

flaxseed n. RBRF¥F gradable adj. V[ ERH)
hemp n. KK homogeneous adj. [G]38H]
foreign currency #ML one lot of —%H,—H#L(F¥)
British Pound tg& boxcar n. WEZEH

Canadian Dollar 15t ‘finished goods ¥

Deutsche Mark fEEEE raw material JEF B

Dutch Guilder #2F supply and demand ft5%

Swiss Franc R84 _ whim n. 8B&L,ZRKHFHFHE
Mexican Peso RBVHEHE storability n. K

Eurodollar BXME 5T perishable commodity BB &
Japanese Yen H volatile adj. ZA&H]

consumer price index JH &SI TEEL speculative trading IR H
commercial paper I E#E liquid cash market KA &TH
certificates of deposit JEZFTFEHE the physical commodity L4 &
Ginnie Mae HF£EIKMhS

Notes

1. traditional commodities ;farm commodities

2. Ginnie Mae :Government National Mortgage Association

Word Study
credit DX, ZE NROZ TR IR G 5t
credit OFH.FREOBEHOFR B G4
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credit agency [z FF

credit card gtk R, [EHF
credit insurance {RAUIREE
credit man EHFTITIEANR
credit manager S EE
credit rating {8 {51t
credit sale W3k

credit standing {E%

creditor nation {RALE

trade
trade n. ORFTE.FLEQRS. &
YOXH  XXOWHHOFITL v. DX
5 R 5 KK, I8

trade off B
trade on  F|H

tradable TW[Ac#HY

trade acceptance ML & 0 EH#E

trade balance %% 5 V-1

trade deficit R Gz

trade discount [ MLHrH0, {t & Hrin

trade gap HHEH

trade-in 3T {+ 4

trade-off —}—YHH L (HIHEKRZ
LR EED)

trade price #LAEUTHE

trader OB AN, RH5E, X 5EQHE M
& Sk

tradesman FHEARITAN,FEN

trade union L4 ,IRTHh&

trade board FRIHINE

trade fair B

Exercises

I. Answer the following questions:

1. Why is money regarded as a commodity?

2. What is a basis?

3. Explain why there are no futures markets for fresh flowers. Does the absence of

such markets mean that no speculation in these commodities occurs?

4. Why do some speculators welcome volatile prices of commodities?

5. Compare and contrast selling a futures contract without owning an inventory in the

commodity and selling a common stock.

6. What are the traditional commodities that are actively traded in the futures mar-

kets?

7. Why is a financial index regarded as a commodity?

8. Must the commodity exist in volume? Why?

II. Translate the following into English:
L. R H Y
3. BT
5. fr =&
7. &R
9. It 41 5%
11. B s R LR

2. & Rl &

4. BR M ETT

6. EE S

8.XG 8

10. BBLER &
12. MR ¥t &

III. Translate the following statements into Chinese:



1. Both the traditional ones (that is ,farm products) and the newer financial commodi-
ties are actively traded in the futures markets.

2. Like wheat or corn or any other commodity ,money has one price for current deliv-
ery and a different price for future delivery.

3. Various other commodities are traded, including Metallic commodities, Wood and
Rubber.

4. The commodity should be gradable into homogeneous quality categories.

5. Money futures are traded,but not profit futures.

6. The price should be determined by supply and demand facts rather than by the
whim of an individual or a secret process.

7. Since commodity speculators endeavor to buy at a low price and sell at a high price,
they want commodities they can hcld in storage cheaply until prices rise.

8. The marketability of a commodity is maximized if it can be shipped inexpensively to
buyers.

9. A liquid cash market where the physical commodity is traded should be active be-
fore trading in commodity futures contracts is initiated.

10. There are exceptions to this tendency,however;wheat and several other commodi-

ties are traded successfully on various U. S. commodity exchanges.

Reading Material

Trading Futures

The very thought of trading commodities futures terrifies some beginning investors.
After all,what in the world does anyone do with 5,000 bushels of wheat? That’s a lot of
bread. And it comes at a cost of about $ 13,000 — also a lot of bread!

Actually very few investors ever take delivery of commodities. They sell their con-
tracts before delivery occurs. If they do take delivery,the commodities are stored in bonded
warehouses, rather than being dumped on their front yard. And they seldom pay the full
amount of the contract value. Instead they deposit 6 to 10% of the purchase price as good-
faith money. On November 22,an investor could have purchased a wheat contract with only
$1,250.

Liz Jones thinks sugar prices will increase during the coming year. In November she
buys one October sugar contract, paying a price per pound of 9. 40¢. Although the total
value of the contract equals $10,528,her broker asks for a deposit of only $ 2,000.

Over the following 3 months sugar steadily moves higher in price. At the end of Jan
uary the October sugar contract closes at 1 8 ¢ , and Liz sells her contract . Since she paid
9. 4¢ a pound and now sells it for 18¢,the gain on each pound of sugar equals 8. 6¢. Total
profit on the contract amounts to 8..6¢ times 112,000 pounds,or $ 9.632 — a pretty sweet

¢ 10



showing.

Unfortunately, Liz”s gain is Bob Smith’s loss. Bob Smith originally sold Liz Jones the
sugar contract (both parties to a transaction remain anonymous until delivery). Like Liz,
his only interest in sugar stems from the profit potential inherent in futures. He has no in-
tention of ever delivering sugar to anyone. Long before his commitment comes due, he
plans to buy back his contract,at a much lower price he hopes.

By the end of January,Bob thoroughly regrets his sale of October sugar. He has lost
$9,632,and lately he has been lying awake at night,unable to sleep. If sugar goes much

higher, he will be squeezed right out of the market and most of his life savings.
New Words & Expressions
bonded warehouse {R%i & E good-faith money HEEHK T . HEELH

take delivery 34 54 close at 18¢ LI18EA R 5 (B )
the purchase price W3EH l ‘
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Unit 3

Participating in Futures for Profits

Commodities futures traders earn profits the same way as common stock traders, by
buying a security at a lower price than they sell it for. For example, if you buy General
Motors stock for $ 48 per share and sell it for $55,you make $ 7 per share profit before
commissions are deducted. Likewise,if you buy a silver futures contract for 5000 ounces at
a price of 822¢ per ounce and sell it before its delivery date at a price of 852¢ per ounce,
you make a profit of 30€ per ounce — that is $ 1500 profit before commissions. However ,
if you have the misfortune to sell the silver future at 802¢ an ounce after buying it at
822¢ per ounce,you lose 20¢ an ounce plus your commission cost.

There are three basic types of people who involve themselves in buying and selling
commodity futures contracts s

Speculators trade solely for fun or profit. They have no intention of ever taking or
making delivery of any of the commodities. Most speculators in commodity futures trade
actively and seldom maintain a position in any one contract for any length of time. Some of
them even concentrate on daily price moves and get out the same day they get in. These so-
called scalpers settle for small profits (and losses).

Floor traders buy and sell futures contracts on the floor of a commodity exchange. Be-
cause of their membership on the exchange,they pay reduced commissions on their trades.
Or they execute orders from brokerage house for a small commission.

Hedgers provide the economic justification for futures markets. They use the futures
markets to reduce risk. Many of these hedgers hold large inventories of commodities. For
example,soft-drink manufacturers always maintain considerable supplies of sugar in order
to satisfy production needs. Large fluctuations in sugar prices translate into gains and loss-
es extremely unpredictable,but they are almost certain to eventually create a financial cri-
sis for any company. For that reason,soft-drink manufacturers prefer to transfer the com-
modity price risk of sugar to speculators and concentrate on more productive and pre-
dictable operations like bottling and canning soda.

Speculators buy and sell futures contracts actively and make only small down pay-
ments called margins to bind their purchases of contracts. When commodity exchanges offi-
cials fear that aggressive speculators may be buying futures with only small margins as
down payments and that they may not have the money to pay for their commitments in
full, the officials curtail such overaggressive speculation by raising the margin require-
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