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COMMODITY FUTURES CONTRACTS DELIVERY POINTS

TUESDAY, AUGUST 15, 1972

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON DOMESTIC MARKETING

AND CONSUMER RELATIONS OF THE
COMMITTEE ON AGRICULTURE,

Washington, D.C.
The subcommittee met, pursuant to notice, at 10 a.m.

' 
in room 1301,

Longworth House Office Building, il0h. Thomas S. Foley (chairman
of the subcommittee) presiding.
Present: Mr. Foley, Mr. Sisk, Mr. Denholm, Mr. Link, Mr. Zwach,

and Mr. Findley.
Mr. FOLEY. The Subcommittee on Domestic Marketing and Con-

sumer Relations will come to order. The subcommittee meets this morn-
ing, for consideration of H.R. 12494, by Congressman Melcher of Mon-
tana, to amend section 5A of the Commodity Exchange Act designat-
ing delivery points under futures contracts.
(H.R. 12494, introduced by Mr. Melcher, and the Department's re-

port, follow:)

[H.R. 12494, 92d Cong., second seas.]
A BILL To amend section 5a of the Commodity Exchange Act, as amended

Be it enacted by the Senate and House of Representative, 4 of the United States
of America in Congress assembled, That section 5a of the Commodity Exchange
Act, as amended (7 U.S.C. 7a), is amended—

( a ) by striking out "and" at the end of subsection (6) thereof;
(b) by striking out "delivery purposes." at the end of subsection (7)

thereof and inserting in lieu thereof "delivery purposes; and"; and
(c) by adding at the end of subsection (7) thereof the following new sub-

section
"(8) permit the delivery of any commodity, on contracts of sale thereof

for future delivery, at such point or points and at such locational price
differentials as the Secretary of Agriculture, after notice and opportunity
for hearing, finds will tend to prevent or diminish price manipulation, mar-
ket congestion, or the abnormal movement of such commodity in interstate
commerce: Provided, however, That any order issued hereunder shall not
apply to then existing contracts."

DEPARTMENT OF AGRICULTURE,
OFFICE OF THE SECRETARY,

Washington, D.C., August 14, 1972.
Hon. W. R. POAGE,
Chairman, Committee on Agriculture, House of Representatives,
Washington, D.C.
DEAR Mn. CHAIRMAN: This is in answer to your request for a report on H.R.

12494, a bill which proposes to amend section 5a of the Commodity Exchange Act,
as amended, to require contract markets to "permit the delivery of any coin-

(1)



2

modity, on contracts of sales thereof for future delivery, at such point or points

and at such locational price differentials as the Secretary of Agriculture, after
notice and opportunity for hearing, finds will tend to prevent or diminish price
manipulation, market congestion, or the abnormal movement of such commodity
in interstate commerce."
We recommend that H.R. 12494 be enacted with the amendments discussed

below.
One of the major problems facing futures markets is the failure of certain

of these inarkets to provide adequate delivery provisions. In some cases delivery
is permitted at a single delivery point which is no longer a center for trading
in the cash commodity deliverable on futures contracts. This creates a situation
in which price manipulation becomes relatively simple. A trader by owning
a substantial part of, or taking advantage of, the small amount of the commodity
available for delivery at the single delivery point can establish a squeeze or a
corner in the market far more easily than would be possible in a market with
multiple delivery points and an adequate deliverable supply. Operations of this
type affect futures prices and render the futures contracts hazardous or un-
reliable for hedging or price-basing purposes.
The bill would correct a portion of the problem by authorizing the Secretary

of Agriculture to require contract markets to permit delivery at points where
sufficient amounts of the commodity would be available and where there are
adequate storage facilities, and to require proper freight differentials between
the various delivery points.
Of equal importance would be an additional provision authorizing the Secre-

tary to require proper deliverable grades and price differentials between grades.
The establishment of proper delivery points and locational differentials would
to a considerable extent be negated if the terms of the contract call for par de-
livery of a quality not available at the delivery points or provide for quality
price differentials which are not in line with conditions in the cash market.
We suggest the following modifications:
Section 5a of the Commodity Exchange Act was amended by Public Law 90-258

in 1968 and now contains subsections (8) and (9). Sections (a), (b), and (c)
of the bill should, therefore, be amended to read as follows:

(a) by striking out "and" at the end of subsection (8) thereof;
(b) by striking out "the Secretary of Agriculture" at the end of subsec-

tion (9) thereof and inserting in lieu thereof "the Secretary of Agriculture;
and" • and
(c) by adding at the end of subsection (9) thereof the following new

subsection:
(/0) permit the delivery of any commodity, on contracts of sale

thereof for future delivery, of such grade or grades, at such point or
points and at such quality and locational price differentials as the Sec-
retary of Agriculture, after notice and opportunity for hearing, finds
will tend to prevent or diminish price manipulation, market congestion,
or the abnormal movement of such commodity in interstate commerce:
Provided, however, That any order issued hereunder shall not apply to
then existing contracts.

Proposed new or amended language is in italics.
The Department estimates that the enactment of the proposed bill would

necessitate an additional appropriation of $50,000 for a full fiscal year.
The Office of Management and Budget advises that there is no objection to

the presentation of this report and that enactment of this proposed legislation
would be consistent with the Administration's objectives.

Sincerely,
J. PHIL CAMPBELL,

Acting Secretary.

Mr. FOLEY. The first witness today will be the distinguished author
of the legislation, Hon. John Melcher of Montana. Mr. Melcher, we
will be glad to hear from you at this time.
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STATEMENT OF HON. JOHN MELCHER, A REPRESENTATIVE IN

CONGRESS FROM THE STATE OF MONTANA

Mr. MELCHER. Mr. Chairman, on January 19 of this year, I intro-
duced H.R. 12494 to authorize the Secretary of Agriculture to desig-
nate alternate delivery points for futures contracts traded at com-
modity exchanges. I requested hearings on the bill and thank you for
honoring my request.

Protection against losses due to price fluctuation may be achieved
through the use of futures markets to sell or buy a contract of a
specified amount of a commodity for delivery at a future date. Such
a practice is termed "hedging." Individual producers of agricultural
products such as grain farmers, cattlemen and feeders, and grain ele-
vators, flour mills, feed manufacturers, processors, exporters, and
farmer cooperatives use the futures market primarily for this pur-
pose. In a market free of manipulation or artificial situations, com-
modity traders find no necessity for making or taking delivery on their
futures commitments. To the contrary, the commercial grain trade
develops its own sources for acquiring raw material as well as its own
outlets and does not use the futures market for either of those
purposes.
Cash prices and futures prices tend to move up and down together

reflecting the fact that futures contracts call for the delivery of the
actual commodity during the delivery month.
The Commodity Exchange Authority has stated:
In fact, it is the opportunity to deliver that helps to keep cash and futures

prices in harmony during the delivery period.

The point at which a contract is to be consummated by delivery may
be as important to the purchaser as the date on which he gets delivery
or the quality of the product which is delivered to him. Likewise, the
seller is equally concerned about his obligation to deliver at some par-
ticular place. Obviously a futures contract would be highly unattrac-
tive to a purchaser if he might receive delivery at some point not
within the normal channels through which the product customarily
moves. Conversely the seller of a futures contract might incur consid-
erable financial risk if he could be forced to move the produce which
he had sold to some point determined by arbitrary rule rather than by
the normal flow of the product.
Most commodity exchanges designate multiple delivery points but

the futures markets for grain provide for a single point of delivery,
usually the terminal market in the immediate area of the commodity
exchange. Commodity exchanges designating multiple delivery points
will permit delivery at a number of terminal markets or storage points.
Since futures trading in grain was first inauguarated in Chicago

over 100 years ago, other markets in the grain producing area have
greatly increased and become relatively important as terminal and
processing points in the handling of grain. In the case of wheat, par-
ticularly processing and storage has increased in points scattered
throughout the Middle West at the expense of Chicago. These changes
in the commercial flow of grain, particularly wheat, do not necessarily
impair the efficiency of Chicago as a futures market though they do

•
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necessitate a reappraisal of currently existing conditions to determine
whether adjustments are necessary to meet these changed situations.
It has been demonstrated that a futures market does not have to be
located within the area of production or even in the line of normal
flow of the product if, in the few events where delivery is required,
there are arrangements for delivery at points where the commodity
is available.
After a year's negotiations, the Agriculture Department early in

July accused two floor brokers of the Chicago Board of Trade with
having manipulated the price of wheat futures back in May 1971. In
a story in the Wall Street Journal on July 12, 1972, it was stated the
Commodity Exchange Authority objected to the wheat contract be-
cause it required that such delivery take place in Chicago. The agency
believes delivery at other locations should be allowed as well. The story
also says:
In the past, Chicago had -abundant wheat supplies on hand to supply traders'

needs, but the city "no longer is a market for cash wheat and it's fairly easy
for manipulators to get control of the limited supply and use it for their own
advantage," Mr. Alex Caldwell, Head of the Commodity Exchange Authority,
said. "In a manipulative situation, the shorts can buy the future from the person
who controls the futures market, or the cash wheat from the person who con-
trols the cash market, and it may be the same person," he said.

Mr. Caldwell added that open positions on the Board of Trade's
July wheat contract, which closed July 20, totaled about 5 million
bushels, yet the commodity agency counted only 14,000 bushels of
deliverable wheat in Chicago earlier in that week. He didn't provide
figures for corn, but said the agency is concerned that Chicago-only
delivery also creates a climate for manipulation of corn positions.
The entire story that appeared in the Wall Street Journal along

with some, of my remarks were carried in the July 18 Congressional
Record. I am making those remarks and that story a part of this state-
ment if the chairman of the subcommittee will permit me to do so.
(The documents follow:)

[From the Congressional Record, July 18, 19721

MANIPULATION OF WHEAT FUTURES CONTRACTS

(Mr. Melcher asked and was given permission to address the House for 1
minute, to revise and extend his remarks and include extraneous matter.)
Mr. MELCHER. Mr. Speaker, on January 19 of this year. I introduced H.R.

12494 to authorize the Secretary of Agriculture to designate alternate delivery
points for settlement of futures contracts traded at commodity exchanges.
The Commodity Exchange Authority now favors the bill and will make sug-

gestions to strengthen it. The need for its passage is becoming increasingly
apparent.
I am putting in the Record at the end of this statement a story from the

July 12 Wall Street Journal in regard to manipulation of May 1971 wheat fu-
tures contract which underlines the need for every futures contract to provide
for delivery to some point where the actual commodity is available in adequate
supply.
There is not enough wheat available in Chicago in any month to assure de-

livery of more than a very fraction of the quantities involved in futures contract
requirements. A typical example of the misuse of this situation to manipulate
futures contract values is reflected in the Journal's story. It is also reflected in
a survey recently made in Chicago by the Commodity Exchange Authority show-
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ing only 14,000 bushels of deliverable wheat available there compared to 5
million bushels of July wheat contracts outstanding which must be liquidated
by Thursday, July 20.
I have requested the Agriculture Committee to hold hearings and move on this

bill this summer.
The bill was originally inspired by manipulation of frozen pork belly contracts

late last year. -Wheat is only the basis of the most recent complaint. They are
much too frequent. The two recent cases of manipulators and others in the past,
make it apparent that alternate delivery points should be designated where there
is a substantial cash market and commodity supplies and that my bill should
be passed. ,
The Wall Street Journal article follows:

[From the Wall Street Journal, July 12, 1972]

"FARM AGENCY CHARGES BROKERS MANIPULATED WHEAT FUTURES, SEEK
REVISED CONTRACTS

"WASHINGTON.--The Agriculture Department accused two floor brokers on the
Chicago Board of Trade of having manipulated the price of May 1971 wheat
futures. Neither the traders nor officials of the Board of Trade could be reached
for comment.
"The charges named only the brokers, Edward A. Cox Jr. and George F. Frey
r,. as respondents. But Alex C. Caldwell, head of the Agriculture Department's

Commodity Exchange Authority, said separately that the way the wheat con-
tracts were drawn under Board of Trade rules made the alleged manipulation
easier. Mr. Caldwell disclosed he has been negotiating with the Chicago ex-
change for more than a year to change the contract, but action hasn't been taken
so far.
"'The present contract makes it very easy for a person to manipulate the

market,' the official commented. He said the agency has the power to lift the
board's authority to trade wheat futures if the contract isn't improved. However,
he added, the agency doesn't plan such action at this time.
"According to the department's complaint, Mr. Cox and Mr. Frey, at the start

of trading May 19, 1971, owned or controlled positions in the May 1971 wheat
future totaling 2.2 million bushels, or 46% of the total open interest. By 11 :31
a.m. of the same day, the Cox-Frey positions represented 97% of the positions
still open, the complaint said.
"From May 7 through May 18, the complaint stated, Mr. Cox took delivery of

550,000 bushels of wheat and was committed to acquire another 30,000 bushels
May 19. The deliveries 'constituted all of the wheat delivered on the May 1971
wheat future up until May 19,' and with the additional commitment, gave Mr.
Cox ownership or control of about '75% of the total stocks of wheat available in
Chicago for delivery' on the May 1971 contract, the complaint added.
"As a result, on May 19, 'there was an insufficient supply of deliverable wheat
. . not owned or controlled by the respondents,' as well as of long May wheat

futures 'held by persons other than the respondents,' the complaint continued.
( A long position is an obligation to accept delivery.) As a result, short holders
( who had an obligation to deliver wheat) couldn't satisfy their May contract
requirements without purchasing May wheat futures or deliverable wheat from
Mr. Cox and Mr. Frey, the department charged.
"The complaint further noted that the May 1971 future price ranged from

$1.615 to $1.70 a bushel on May 19, and the contract expired that day at $1.70—
'within three-fourths of one cent of the highest price permitted' under Board of
Trade rules. Between 11 :31 a.m. and the May future's expiration at noon. Mr. Cox
sold slightly under 1.5 million bushels and Mr. Frey 525,000 bushels, in both cases
at the high price of $1.70, the department said.
"A. hearing on the complaint has been scheduled for Aug. 9.
"As the complaint reflects, commodity short buyers may cover their positions

at a contract's expiration by delivering the required amount of the commodity pur-
chased for cash or by purchasing a long position in the same amount. The Com-
modity Exchange Authority objects to the Chicago Board of Trade wheat contract
because it requires that such delivery can take place only in Chicago. The agency
believes delivery at other locations should be allowed as well.
"In the past, Chicago had abundant wheat supplies on hand to supply traders'

needs, but the city ̀ no longer is a market for cash wheat and it's fairly easy for



6

manipulators to get control of the limited supply and use it for their own advan-
tage,' Mr. Caldwell said: 'In a manipulative situation, the shorts can buy the
future from the person who controls the futures market, or the cash wheat from
the person who controls the cash market, and it may be the same person,' he said.
"Mr. Caldwell added that open positions in the Board of Trade's July wheat

contract which closes July 20, currently total about five million bushels, yet the
commodity agency counted only 14,000 bushels of deliverable wheat earlier this
week. He didn't provide figures for corn, but said the agency is concerned that
Chicago-only delivery also creates a climate for manipulation of corn positions."

Mr. MELCHER. The necessity for delivering grain, particularly wheat,
at Chicago occasionally requires it to be diverted from normal channels
of commerce and also results in abnormal price movements in the ex-
piring futures. The situation can be changed by granting the authority
to the Secretary of Agriculture that is contained in H.R. 12494.
Mr. Chairman and members of the subcommittee, that completes my

prepared testimony but I would like to add a couple of remarks that I
think are pertinent in your consideration of this bill.
Any commodity market group, of course, has their own ideas on how

to run their own business, as well they should. However, we are dealing
with a great deal of money in commodity futures trading. We are
dealing with matters that have a direct bearing on a cash market.
I think what happens in the commodity exchange transcends a much

deeper area than just the persons who are engaged in futures trading
on that particular exchange. I would also say that it is obvious that on
any given commodity exchange there can be divergent viewpoints
within the group that controls what the decisions are.
You will hear testimony from representatives of one or more com-

modity exchanges who will say, let us not legislate here, let business
take care of itself and exchanges will provide alternate points of de-
livery for wheat.
I have gone into some detail in my testimony, citing the recent

changes on a particular contract. That is the May 1971 wheat con-
tract on a particular commodity exchange. However, even if there is
testimony rendered to you that business will take care of itself and
will designate alternate delivery places for wheat it really does not
solve the overall problem. That problem is trying to prevent illegal
acts or acts that are unfair in commodity futures.
This bill is broad in its effect in that it would give to the Secretary

representing the interests of business at large the fact that in agri-
culture, commodity trading in futures does have a bearing on the
market. This bill would permit the Secretary to have the power to
designate alternate points for various types of commodities in futures
trading and do so to prevent abuse rather than wait until the abuses
and irregularities occur because delivery points are not designated
where there are sufficient quantities of a commodity.
That is the conclusion of my remarks. I will be glad to answer any

questions.
Mr. FOLEY. Thank you very much, Mr. Melcher. Mr. Sisk, do you

have any questions?
Mr. SISK. I have no questions at this time.
Mr. FOLEY. Any questions, Mr. Zwach ?
Mr. ZWACH. Mr. Chairman, the witness has raised some intriguing

points. I think before I have questions, I would like to hear the rest
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of the witnesses. However, I have one at this time. Are you really
after the designation of alternative delivery points?
Mr. MELCHER. That is correct.
Mr. ZWACH. With regard to corn, I would guess that the delivery

point is now Chicago; isn't it?
Mr. MELCHER. That is my understanding, the Chicago Board of

Trade.
Mr. ZWACH. Every producer in my area of western Minnesota pays

for transportation to Chicago—as I understand it—whether the corn
goes there or not. For instance

' 
I have a number of neighbors who

produce corn that is purchased by turkey feeders in the immediate
area. Every one of those people has deducted the cost of shipping that
corn to Chicago so corn is 16 or 17 or 18 cents less to the producer
there than it is in Illinois or in some other area. There are some in-
triguing points here but I would like to listen to the other witnesses
before I go into it.
Mr. MELCHER. I am not sure that my bill would alter the differential

in the price of corn. The purpose of the bill would allow for various
points, as needed, to be designated for delivery on futures contracts.
Of course, this would be done after proper hearings.
Mr. ZWACH. For soybeans, for instance, we have a processing plant

in Mankato and another one at Dawson, Minn. Could we designate a
price at those locations?
Mr. MELCHER. Where alternate points are indicated for delivery of

futures trading the commodity exchange generally sets the differen-
tial. In the only type of futures trading that I have dealt with—
which was cattle—the commodity exchange designated the delivery
differential between Chicago and Omaha. It has been several years
since I have been active in futures trading. When I was interested and
active, the price differential between delivery to either Chicago or
Omaha merely reflected the difference in freight between those two
points.
Mr. ZWACH. That is all, Mr. Chairman, at the moment.
Mr. FOLEY. Mr. Denholm ?
Mr. DENHOLM. I commend our distinguished colleague, from Mon-

tana on his testimony today. He is a strong advocate for producers
and ranchers all over the United States. I commend you, Mr. Melcher
for your interest and judgment on the issues before the committee at
this time.
Can you elaborate on how the producer is disadvantaged because

he does not have alternative points of delivery? Does it cost him
money? What happens to his contract on the futures agreement?
Mr. MELCHER. Mr. Denholm, I am sure that if the commodity is

not available at the point of delivery in the quantity desired the per-
son who must deliver is at an extreme disadvantage. He cannot deliver
the commodity because it is short in supply in that particular delivery
point and his contract calls for that commodity to be delivered on that
date at that point.

Therefore, to settle the contract he might be paying more than
what the actual cash price would be at a delivery point where the
commodity was available in adequate supply.
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Mr. DENHOLM. Is there any difference between perishable and non-
perishable commodities? Is there a difference as to the delivery of
livestock as opposed to wheat? Must the producer deliver on the due
date of the contract?
Mr. MELCHER. The terms of the contract would call for either deliv-

ery of the contract or settlement in money.
Mr. DENHOLM. Is that always the case?
Mr. MELCHER. As I pointed out in my testimony—on a particular

contract—that while there were 5 million bushels outstanding repre-
sented by that particular contract, there were only 14,000 bushels
available in that given area.
Mr. DENHOLM. Are you suggesting then that delivery would be

impossible?
Mr. MELCHER. At that particular time.
Mr. DENHOLM. What would that do to a producer? Does the pro-

ducer then pay in money the contract difference?
Mr. MELCHER. I think perhaps you are not talking about a producer

that owns contracts.
Mr. DENHOLM. Suppose a producer is hedging on the futures market.

If he cannot deliver then he has to pay, does he not?
Mr. MELCHER. Do you mean if an individual producer happens to

own contracts?
Mr. DENHOLM. Yes.
Mr. MELCHER. Certainly, futures trading does not hinge on whether

the producers own the contracts or not, nor do they need to accept the
delivery of the commodity if they are willing to settle in cash.
Mr. DENHOLM. How would they receive money?
Mr. MELCHER. I am in favor of producers using commodity markets

to hedge and protect themselves but it is purely optional whether they
do or do not.
Mr. DENHOLM. As far as your bill is concerned what you are provid-

ing is more options to the producer-owners of the commodity for points
of delivery?
Mr. MELCHER. That is part of it but also there is a broader aspect

that has nothing to do with whether producers hedge. If they never
hedge, yet through calling for broader outlets a truer picture of the
market is portrayed in the futures trading, then I think all producers
benefit greatly from that provision.
Mr. DENHOLM. Can producers have more than one place of delivery

On most contracts?
Mr. MELCHER. Certainly.
Mr. DENHOLM. They can do that now; can they not?
Mr. MELCHER. The commodity exchanges could designate additional

delivery points.
Mr. DENHOLM. Do you know why that cannot be readily done if they

have options at Billings, Mont., and Seattle, Wash., as well as Chicago?
Mr. MELCHER. I think we could extend to many delivery points very

easily. I don't think a designation of delivery points should just be
made at a number of points just to scatter it around. The bill itself
requires that the Secretary, before he designates alternate points, must
hold hearings and hear testimony and weigh the facts before so desig-
nating.
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We would have to keep in mind that we want to work for the best
interests of the particular market itself and the particular commodity.
This intent would only be to assure honesty and stability in the trading
of futures, rather than just designating a lot of different points to
reflect a broad market.
Mr. DENHOLM. I certainly agree with you. You indicated that it

might be illegal or unfair what is presently going on if that is the
case? How can we make it be improved? I am not sure that it is pres-
ently illegal but I recall that is the word that you used.
Mr. MELCHER. My attempt, through. the bill, is to permit the alter-

nate delivery points where the commodity is actually available so that
those who have to settle their contracts could settle their contracts by
actually delivering the commodity on the date required.
Mr. DENHOLM. Could you elaborate and explain that concept again?
Mr. MELCHER. Again, I will use the Chicago wheat example. There

is not a great amount of wheat available in Chicago. If a contract
were to be settled at a delivery date of August 20, 1972, the option of
delivering the actual wheat required is not open to the person that
must settle the contract. He is dealing in an area where the availability
of the wheat is unlikely so he must settle for cash.
In the Twin Cities area, if the grain is there, he can deliver the grain.

That may be to his advantage to settle the contract. If he has to do the
alternative and settle the contract at Chicago and the grain is not
available there and it would require quite a deal of shipping charges
to deliver the grain there, then he is inclined to settle the contract in
terms of money rather than having the alternate option of delivering
the grain itself.
Mr. DEN-HOLM. I agree with you. I am very concerned about the total

impact of futures on the free market pricing system and any undue in-
fluence of futures trading as a result of excessive speculation at the
expense of producers.
I want to talk with you further, after the other witnesses have testi-

fied. Thank you, very much.
Mr. For,Ey. Are there any other questions, Mr. Link?
Mr. LINK. I want to associate myself with the effort of our colleague

on the House Agriculture Committee. I commend him for his continu-
ing interest in providing better returns for farmers. I commend him
for his introduction of the bill and his testimony this morning.
Mr. FOLEY. Mr. Findley?
Mr. FINDLEY. I have no questions.
Mr. FOLEY. Mr. Melcher, the Chair would like to express apprecia-

tion for your very fine statement on behalf of the interest of producers.
We are delighted to see you in an official capacity as well as a col-
league on the committee. Thank you very much for your testimony
this morning, Mr. Melcher.
Mr. MELCHER. Thank you.
Mr. FOLEY. The next witness is Mr. Alexander Swantz, the associate

administrator of the Commodity Exchange Authority. He is accom-
panied by Mr. Ronald C. Callender, the Director of the Trading Divi-
sion of the Commodity Exchange Authority. We welcome you here this
morning, gentlemen.
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STATEMENT OF ALEXANDER SWANTZ, ASSOCIATE ADMINISTRA-

TOR, COMMODITY EXCHANGE AUTHORITY, ACCOMPANIED BY

RONALD C. CALLANDER, DIRECTOR, TRADING DVISION,

COMMODITY EXCHANGE AUTHORITY, U.S. DEPARTMENT OF

AGRICULTURE

Mr. SWANTZ. Mr. Chairman and members of the subcommittee, I
am pleased to have this opportunity to appear before you to present
the U.S. Department of Agriculture's position on H.R. 12494,. a bill
to amend section 5a of the Commodity Exchange Act. I have with me
Mr. Ronald C. Callander, Director of the Trading Division of the
Commodity Exchange Authority.
We recommend that H.R. 12494 be enacted with an amended pro-

vision covering deliverable grades and price differentials between
grades.
A major purpose of the Commodity Exchange Act is to prevent

sudden or unreasonable fluctuations in the price of commodities sold
for future delivery on regulated commodity exchanges which are not
due to fundamental economic factors. The act already contains certain
powers to be used by the Secretary of Agriculture or the Commodity.
Exchange Commission to prevent manipulation of prices, market con-
gestion, price abnormality or the abnormal movement of a regulated
commodity in interstate commerce.
As this subcommittee is well aware, transactions and prices of com-

modities sold for future delivery are susceptible to distortion, manipu-
lation and control and such distortion, manipulation, and control is
detrimental to the public interest and the national economy. They
affect futures prices and render such futures contracts hazardous or
unreliable for hedging or price-basing purposes.
Price distortion, manipulation, or control is made easier, and in

some cases encouraged, when the provisions of a futures contract call
for delivery at a single point which is no longer a center for trading
in the cash commodity deliverable on that contract.
The delivery of a commodity to fulfill a futures contract is an

integral part of futures trading. The month of delivery always identi-
fies the futures contract. Thus, when we say the May wheat future at
Chicago, we immediately know that if actual wheat is required to ful-
fill a contract, it can be delivered at any time during the delivery pe-
riod in the month of May.
In a smoothly working futures market—free of congestion and other

impediments—merchants, processors and producer groups find lit-
tle need either for delivering or taking delivery on their futures
contracts. The nature of the commodity business is such that they
prefer to develop and use their own sources of supply and sell to
selected outlets on the basis of specific grades.
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Nevertheless, provisions for delivery under economic conditions must
exist if there is to be a relationship between cash prices and futures
prices which will enable the futures markets to properly perform
their economic role in the marketing of agricultural commodities.
The locational point at which a contract is to be consummated by

delivery is as important to the buyer as the date on which he gets
delivery or the quality of the product delivered. Likewise, the seller
is equally concerned about his obligation to deliver at some particular
place. A futures contract would be highly unattractive to a buyer
if he might receive delivery at some point not within the normal
channels through which the product customarily moves. Conversely,
the seller of a futures contract might incur considerable financial risk
if he could deliver only at some point not in the normal flow of the
product.
In general it would appear that increasing the number of points at

which delivery is permitted on futures contracts would make the con-
tracts more attractive to the sellers, as this would tend to broaden
the supply available for delivery. This carries with it the thought
that a large number of delivery points would increase the uncertainty
to the buyers contracts. In actual practice, these problems have been
solved satisfactorily by (1) providing delivery points on channels
of movement at locations where storage and transportation facilities
are adequate and where the product would normally be handled in its
movement from producer to consumer, and (2) by providing for ap-
propriate price adjustments for transportation cost g when the point
of delivery makes such adjustments equitable and necessary.
The goal in selecting delivery points is to insure that geographic

location and the supply_available at such locations are properly repre-
sentative of the commodity moving through regular commercial chan-
nels, and that the values truly represent the supply and demand
conditions. Improper delivery points with restricted storage or hold-
ing capacity, situated outside of the normal movement of the com-
modity to market, or too few delivery points, will produce arbitrary
supply conditions which, in turn, become reflected in the futures prices
of the contract. Delivery impediments set the stage for exploitation
by longs who take advantage of the tight supply situation by squeezing
the market, thereby running up values so they can liquidate at manipu-
lated prices. This type of situation creates erratic price fluctuation
harmful to the producers and to the hedgers who use the market.
H.R. 12494 is concerned with delivery of any commodity for future

delivery at such point or points and at such locational price differen-
tials as the Secretary of Agriculture shall designate. With the chair-
man's permission, I would like to submit a table showing the number
of delivery points on major markets trading in regulated commodi-
ties. This table is attached as the last two pages of my statement.
Mr. FOLEY. Without objection it will be included.
(The tables follow:)
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NUMBER OF DELIVERY POINTS AND LOCATION FOR MAJOR REGULATED COMMODITIES AND
MARKETS AS OF AUG. 1, 1972

' Market and commodity

Number of
delivery
points Location of delivery points

Chicago Board of Trade:
Wheat, corn, soybeans 
Oats 
Soybean meal 

Soybean oil 

Chicago Mercantile Exchange:
Grain sorghums 
Eggs (shell) 

Potatoes 
Live beef cattle 
Live hogs 

Frozen pork bellies

Citrus Associates of the New York Cotton Exchange:
Frozen concentrated orange juice.

Kansas City Board of Trade: Wheat, grain
sorghums.

Minneapolis Grain Exchange: Wheat 
New York Cotton Exchange: Cotton (Contract
No. 2).

New York Mercantile Exchange:
Potatoes (Maine) 
Imported frozen, fresh boneless beef 

Pacific Commodities Exchange, Inc.: Coconut oil_ _
Wool Associates of the New York Cotton Exchange:

Fine and crossbred wool.

1 Chicago.
2 Chicago, Minneapolis-St. Paul.
20 Points in Illinois, Indiana, Iowa, Kentucky, Missouri,

Ohio, with basis Decatur, Ill.
30 Points in Illinois, Indiana, Iowa, Kentucky, Minnesota,

Missouri, Nebraska, with basis Decatur, III.

4 Amarillo, Hereford, Lubbock, Plainview.
118 130 packing plants in Alabama, Arkansas, California,

Florida, Georgia, Illinois, Indiana, Iowa, Louisiana,
Massachusetts, Michigan, Minnesota, Mississippi,
Missouri, Nebraska, North Carolina, Ohio, Pennsyl-
vania, South Carolina, South Dakota, Texas, Wash-
ington, Wisconsin, with par at Chicago, III.

2 Pocatello, Nampa.
4 Omaha, Sioux City, Peoria, Guymon.
7 Peoria, Sioux City, Kansas City, St. Joseph, East St.

Louis, St. Paul, Omaha.
36 55 warehouses in Colorado, Georgia, Illinois, Iowa,

Kansas, Michigan, Minnesota, Missouri, Nebraska,
New Jersey, New York, Ohio, Oklahoma, Texas,
Wisconsin, with par at Chicago, III.

16 Citrus section of Florida.
1 Kansas City.

2 Minneapolis/St. Paul, Duluth/Superior.
5 New Orleans, Greenville, Memphis, Galveston, Houston.

Various Shipping points in Maine.
3 New York, Philadelphia, Tampa.
3 San Francisco, Los Angeles, New York.
7 Boston, Minneapolis, Kans,3s City, Columbus, Charles-

ton, San Angelo, Salt Lake City.

Mr. SWANTZ. One can note that most futures markets except the
(Train markets have more than one locational point where deliveries can
be made. The wheat, corn, and soybean markets at Chicago, for exam-
ple, have only Chicago as the delivery point.
The Department is on public record against the present wheat con-

tract at Chicago mainly because of the delivery point provisions. For
some years we have been concerned with the series of "squeeze" situa-
tions that have prevailed in the Chicago market that we consider are
violative of the Commodity Exchange Act and its price manipulation
provisions or which represent price distortions. Such situations have
developed mainly because the tight supply condition, which the single
delivery point fosters, invites exploitation. Chicago is no longer a real
terminal market for wheat and the supply at Chicago, the only delivery
point, has not been large enough to support the needs of the market.
I am sure the committee has heard of the 1963 May wheat future on
which Cargill was charged and found guilty of price manipulation.
We recently issued a complaint charging price manipulation in the

1971 May wheat future on the Chicago Board of Trade. We allege that
two traders took advantage of a limited supply situation in Chicago to
cause artificial prices.
Although the supply of deliverable corn and soybeans in Chicago in

recent years has not been as limited as the deliverable supply of wheat,
the end of the marketing season in these two commodities, when there
is a close supply-demand balance, also calls for a broader supply base.
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We feel that the addition of other delivery points would protect the
contracts in these two commodities from developing tight supply con-
ditions in the delivery period.
This bill would correct a gap in the Department's authority over

delivery points and deliverable grades.
The Secretary has adequate authority in this area when a board of

trade proposes a new futures contract or wants to amend the terms of a
contract. Section 5 of the act directs the Secretary to designate a board
of trade as a "contract market" when, and only when, such board of
trade provides for the delivery of commodities upon the terms and
conditions and at a delivery point or points approved by the Secretary.
We used this authority recehtly to get a market to select seven delivery
points in seven different States—all in the normal marketing channel
for wool—as delivery points for a new wool contract. The Department
also has authority over questions of delivery points and deliverable
grades when an exchange wants to amend its contract terms because
the Secretary must approve any changes in exchange rules connected
with contract terms.
The problem that can be corrected by this bill arises when an exist-

ing futures contract has not been updated to reflect changed market-
ing conditions. If the Department now concludes that additional de-
livery points are needed to prevent price distorticins or to reduce the
possibility of price manipulation in a market, the only courses of
actions we have are (1) to encourage the exchange to change the con-
tract terms voluntarily or (2) to take the drastic action of canceling
the designation of the exchange to conduct trading in that commodity.
We can illustrate this -situation by taking the futures contract for

wheat on the Chicago Board of Trade as an example. This contract
was first approved for trading by the Secretary on May 3, 1923. At
that time the contract called for a single delivery point in Chicago,
and it still does. In 1923, Chicago was a major terminal market and
directly in the normal marketing channels for wheat, but this is not
true today. The CEA has urged the exchange to study how the con-
tract terms might be improved and to take steps to make the needed
changes in the contract. We have done what we could to have the
exchange amend the wheat contract, short of taking steps to revoke the
exchange's designation as a contract market. That drastic step would
halt all trading in wheat futures and deprive the marketing system
of the hedging and price-basing services of that market.
We favor the enactment of this bill with our proposed amendment

as a desirable and necessary remedy to a situation of this kind.
We recommend an addition to the proposed bill which would author-

ize the Secretary of Agriculture, after appropriate public hearings,
to require such deliverable grades and price differentials between
grades as will tend to prevent or diminish price distortion or price
manipulation. The establishment of proper delivery points and loca-
tional differentials would be of little use to the market if, for example,
the terms of the contract call for par delivery of a quality not avail-
able at the delivery points or 'provide quality price differentials which
are not in line with conditions in the cash market.
This proposed amendment concerning deliverable grades and grade

differentials would provide the Secretary with the authority he would

84-709-72-3
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need to handle problems connected with the delivery process that lead
to price distortion or price manipulation.
In our legislative report we suggest a minor editorial change to

have the proposed subsection identified as (10) because section 5a,
(7 U.S.C. 7a) of the Commodity Exchange Act was amended by Pub-
lic Law 90-258 in 1968 and now contains subsections (8) and (9).
As a final point, Mr. Chairman, we would like to mention that this

bill requires the Department to go through the process of holding
public hearings and receiving testimony from all interested persons
on a question of proper delivery points and proper deliverable grades.
The Department would have to, and of course would, consider all
evidence and testimony of the exchange and the commodity trade in-
volved in arriving at a decision. At the same time, an exchange still
has its present authority—and responsibility—to solve these problems
on their own, and we would-encourage them to do so.
This bill will, however, enable the Department to have more author-

ity in reviewing the provisions of existing futures contracts to insure
that contract markets permit delivery at points where adequate sup-
plies of proper deliverable grades of a commodity are available. With
this needed authority, we will be better equipped to achieve the ob-
jectives of the Commodity Exchange Act.
Mr. Chairman, that concludes our statement. We will be happy to

answer any questions you or members of your subcommittee may have
on this issue.
Mr. FOLEY. Thank you very much, Mr. Swantz. Are there any

questions for Mr. Swantz? Mr. Sisk?
Mr. SISK. Mr. Swantz, in connection with the matter that you

illustrated regarding the wheat contract—which I believe dates back
to 1923—I note in some testimony which apparently we will be hear-
ing in a few minutes, a statement by Mr. Frazier of the board of
trade, regarding some studies that they have going on.
To what extent has the Department discussed with the Chicago

Board of Trade the changes in this wheat contract? Have your office
and the Department been urging these people, over a period of time,
to make these changes?
Mr. SWANTZ. Yes, sir.
Mr. SISK. What generally has been the attitude of the exchange?

How do they justify a situation in effect for 50 years or 49 years?
Since Chicago is no longer a central delivery point for cattle and many
other things, I don't understand. Do they seem to be arbitrary in their
operation?
Mr. SWANTZ. Mr. Sisk, let me say this. This contract has not been

out of date for 49 years.
Mr. Sim. I recognize that but we are talking about a contract that

is approximately that old.
Mr. SWANTZ. It has been within the last few years that the problem

has become more crucial. We have urged the Exchange to look at this.
At this point, the only thing we can do is urge them. We have dis-
cussed it with the officials of the exchange. They have undertaken
studies to see what delivery points might be added. It is a complex
issue in that various members on the Board may have different inter-
ests in which points should be designated.
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It has taken them considerable time to try to resolve these issues
and study it and come up with a board action which would make that
change. As I understand it, they are ready to take formal action soon
on that particular contract.
Mr. SISK. Without in any way attempting to put you on the spot,

based on your Department's analysis of this situation—particularly
with regard to wheat—what is the Department's general view in re-
gard to possible alternative delivery points at this time, 1972? Would
you make any comment on that? I recognize we are speculating but I
am curious to know what positions or attitudes your Department re-
flects in connection with possible alternatives for wheat delivery.
Mr. SWANTZ. Our basic position is that they should designate addi-

tional points. We left up to them what would fit that category.
Mr. SISK. If, perchance, this bill were enacted as written with your

amendment—I believe you do propose some additional thought in con-
nection with grades—the procedure would be then for a hearing to be
held. That is, before any such designations would take place there
would be a hearing. Do I understand that or, would you act without
a specific request?
Let us say that there is a request for Houston or Kansas City or Den-

ver to be designated, would there have to be a request for that particu-
lar point? How would that procedure come about if this bill became
law?
Mr. SWANTZ. It would come about in two ways. ,One of them is that

the representatives of the interests in these other cities would go to
the board of trade. They would make suggestions to the board which
the board of trade might or might not go along with. Some exchanges
do that.
On the other hand, if all that should fail, I could visualize them

coming to the Secretary of Agriculture with their proposal.
I would visualize that we would study the proposal and see if it had

merit. If it did have merit and if there were a problem in this particu-
lar contract, and this would seem to correct that problem

' 
we would

meet with the board of trade and try to work it out with them and
encourage them to take their own individual action on it.
Our use of this authority would be as a last-ditch effort. If for some

reason or another—whether it be the internal policy of the exchange
itself or any other reason—they could not bring it to a decision point,
then the Secretary of Agriculture would call a hearing on the matter.
I would visualize that our own people would put in testimony at the

hearing. We also would ask the exchange officials to do this. We 'would
gather all the evidence and evaluate it. At the conclusion of the hear-
ing, I would visualize that the board of trade itself might decide
that they needed to go ahead on their own.
However, if they did not, as a last resort the Secretary of Agricul-

ture could make a decision that they should have additional points.
Mr. SISK. In other words, what you are saying is that you would not

anticipate the Secretary, on his own initiative, would initiate alterna-
tive points without specific requests from groups or areas who might
desire such a change • am I right? Would you anticipate, under this
bill, that the Department itself would initiate action or would it
rather await requests for changes?
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Mr. SWANTZ. I would think both ways, sir. There may be situations
where our continual surveillance might suggest an alternative. If the
Board of Trade would not act on its own, we might be in the situation
where the Secretary might want to call a hearing on it.
. Mr. SISK. That is all I have, Mr. Chairman.
Mr. FOLEY. Mr. Zwach ?
Mr. ZwAcii. Thank you, Mr. Chairman. Mr. Swantz, on page 4,

in the second paragraph of your statement, you make this statement:
One can note that most futures markets except the grain markets have morethan one locational point where deliveries can be made. The wheat, corn, andsoybean markets at Chicago, for example, have only Chicago as the deliverypoint.

Would you give other examples of commodities that have just one
outlet?
Mr. SWANTZ Yes sir, the New York Cotton Exchange.
Mr. ZWACH. That relates only to cotton.
Mr. SWANTZ. Also, the Chicago Mercantile Exchange deliveres pota-toes at Pocatello, Nampa.
We tried, in our table, to give you examples.
Mr. ZWACH. Yes; I see you have it in the table. How would addi-tional outlets help the producer of these commodities—the farmer?This is my major concern. The people who sweat for the products andgo through all the work. How would this help the producer?
Would it give him the opportunity for a better price?
Mr. SWANTZ. It would help him in two ways. One of them is, ofcourse, his prices in grains are based upon the base prices of the Chi-cago Board. of Trade.
If those prices get out of line, the producer can be hurt by that.Additional delivery points would keep the prices truly reflecting sup-ply and demand. He would benefit that way.
The other way is if the producer, himself, were hedging and wantedto go through the delivery process. If the delivery point is in the mar-keting channel where his product naturally flows to market he canmake delivery on the way to market. He does not have to haul it outof the way.
Mr. ZWACH. Might you designate Minneapolis as a delivery pointfor corn and soybeans?
Mr. SWANTZ. Sir, Minneapolis has been designated as a deliverypoint for oats to correct that particular problem.
Mr. ZWACH. Would this be a force act to give you some leverage toimplement this without the total agreement of the Chicago Board ofTrade?
Mr. SWANTZ. Yes, sir; we encouraged them and they went alongwith it and we got it done. What we are sayina

b 
on this bill is that wecan encourage them or we can put them out of business. We are lookingfor something in between.

Mr. ZWACH. The price of corn in the futures at Chicago is basedthere at zero transportation costs; is that the assumption here? Asyou move out, is the transportation to Chicago always added and de-ducted from the price to the producer?
Mr. SWANTZ. Yes, sir.
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Mr. ZWACH. For instance, at, Appleton Minn—I have been keeping
a market report—last week corn was $1.07. In Chicago, it was around
$1.20. Would you happen to know exactly what the corn price was in
Chicago last week?
Mr. CALLANDER. There would have been in the area of a 13 or 14

cent difference. Sir, on August 11, the corn for the September future—
which is the nearest to maturity—was at $1.275/8.
Mr. ZWACH. What was the cash price? •
Mr. CALLANDER. I don't have that here, sir.
Mr. ZWACH. In an elevator in my district, there was surplus corn

which was selling for poultry feed. It was not going to Chicago at all.
Not much of our corn goes to Chicago. Why should our producers pay
transportation to Chicago on every bushel they produce and then
pay transportation to the turkey feeders in Willmar or Paynesville in
my area? It seems to me that this is a tremendous injustice to the pro-
ducers of corn in my area. If we could designate some correction so
that we charged them for transporting .only the corn that they actu-
ally ship to Chicago then there would be some justice.
Now, let us go to the loan rate in Lincoln County which is 97 cents

a bushel for corn. In every California county it is $1.26 a bushel but
in my district the loan to the producer has all of this transportation
deducted from him. In what way.would this legislation help to correct
what I figure is a very grave injustice to people in my congressional
district?
Mr. SWANTZ. I think the situation you describe is basically, an eco-

nomic fact of life. You happen to be located in an area that is eco-
nomically advantageous in the production of corn.
Mr. ZWACH. It is what.?
Mr. SWANTZ. It has an economic advantage in the production of

corn.
Mr. ZWACH. We have an economic advantage in the production of

corn?
Mr. SWANTZ. In other words, in pricing theory, it you start with

the area where they have an economic advantage—where they can
produce the crop cheapest—that will be the lowest priced area. As you
move out, then the prices generally increase to reflect the transporta-
tion costs. That is an economic fact of life and this bill does not go to
that.
Mr. ZWACH. We are going to be getting to that as we spend our time

here. If you would designate Mankato, Minn., as a delivery designa-
tion for soybeans wouldn't our soybeans go out at about 10 cents a
bushel and eliminate the Chicago price?
Mr. SWANTZ. I think the probable decision would be that the price

at the various delivery points would reflect different locations and
would reflect higher or lower prices.
Mr. ZWACH. It would still reflect delivery to Chicago even at a new

designated place?
Mr. SWANTZ. Yes I think to work, these other locations would have

to.
Mr. ZWACH. More and more of our soybeans are fed at the local

level, to hogs and turkeys, and cattle and poultry. Yet, on every bushel



18

that is produced they pay the price to Chicago for freight and they
then pay the freight on the livestock when they sell the livestock.
I can understand that when I sell my cattle I must pay the freight.

However, I see no reason for paying the freight to Chicago when my
product never goes to Chicago.
You can see the grave injustice that throws on the producers of

my district. We are not going to rest here in Washington, until we find
some answers. It is time we take a careful look at the loan rate in my
county which is 97 cents when every California county has a rate of
$1.26. My district has the lowest rate in the United States.
Mr. SWANTZ. Another way of looking at it might be that anyone

from your district who does move his grain to Chicago should receive
more money.
Mr. ZWACH. I think he should pay the freight if he sends it to

Chicago. I don't think he should have to pay if he sells it to a neighbor
for feed.

Should people pay freight on a product if they do not ship it? This
is the basic question involved.
Mr. SWANTZ. Sir, it is not in this bill. However, if another delivery

point were designated it would have to reflect these locational price
differences.
Mr. ZWACH. Who decides that corn in Appleton should be $1.07, what

sets that price?
Mr. SWANTZ. The Department of Agriculture and the industries set

that. With regard to the loan rates, that would be the Department of
Agriculture.
Mr. ZWACH. What about with regard to the market price?
Mr. SWANTZ. The futures market price?
Mr. ZWACH. No, not the futures, the cash price.
Mr. SWANTZ. The futures market contract would provide that that

would be set by the exchange.
Mr. ZWACH. What about transportation from Appleton? Apple-

ton producers pay freight to Chicago on every bushel they grow al-
though very little of it is ever shipped to Chicago. That needs check-
ing into. Thank you very much, Mr. Chairman.
Mr. FOLEY. Are there any other questions? Mr. Findley?
Mr. FINDLEY. Mr. Swantz, have other alternatives to this delivery

problem been presented to you? For example, instead of placing in
the hands of the Secretary the rather wide range of authority in this
regard, could the law contain the provisions that the board must
provide at least two or more delivery points and some language as to
distance between these points? In other words, is this the only way to
meet this problem?
Mr. SWANTZ. One thing that pops into my mind in requiring two

delivery points is there are situations where one point may serve the
needs of the contract and one may be enough.
Mr. FINDLEY. I assume that the board of trade thinks that one is

enough for wheat now?
Mr. SWANTZ. No, sir; I think they recognize that they have a prob-

lem and want to designate additional delivery points.
Mr. FINDLEY. Have you or the Office of Management and Budget

made any estimate as to the additional cost that this legislation might
require ?
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Mr. SWANTZ. Yes, sir, we visualize the maximum cost would be
$50,000 per year. We would have to hire an economist and a statistician
to analyze these situations and to see which situations might require
some changes.
Mr. FINDLEY. It would not require the additional employment of

CEA people at the delivery points?
Mr. SWANTZ. No; another cost would be the cost of holding hearings

and the office of the general counsel has some costs. We visualize it
would be very minimal.
In the long run we would hope it would save money in the sense that

we would not have to go through price manipulation hearings.
Mr. FINDLEY. Has the CEA ever canceled a contract?
Mr. SWANTZ. In the early days of futures trading, the Chicago

Board of Trade did lose its designation temporarily but since then,
no. It is such a drastic action.
Mr. FINDLEY. You say temporarily. Was that a contract cancella-

tion?
Mr. SWANTZ. It involved the right of cooperatives to be clearing

members to trade and whether the board would or would not accept
them. It involved their losing their designation. They appealed the
matter to the court but before the thing was legally resolved, the
board of trade admitted the cooperatives and they resumed trading.
Mr. FINDLEY. Thank you, Mr. Chairman.
Mr. FOLEY. Mr. Denholm ?
Mr. DENHOLM. Thank you, Mr. Chairman. Why are you for this

bill?
Mr. SWANTZ. As I say, we only have two ways to solve this problem.

One is to keep urging the exchange, writing letters, and talking to
them. The other way is to put them out of business.
Mr. DENHOLM. What is the problem?
Mr. SWANTZ. In this particular case designating additional delivery

points in the normal channels of trade so that people who make and
take delivery can get it while it is in the normal channel of trade.
Mr. DENHOLM. Does the Department contend that there is an in-

justice in the trade, and if so, please explain.
Mr. SWANTZ. No, sir; that is not involved. The only thing we are

concerned with here is with the tight delivery supply in Chicago
it is possible for traders to attempt to manipulate that price. We want
to eliminate that so that whatever rise comes out of the marketing
system will truly reflect supply and demand.
Mr. DENHOLM. The Department of Agriculture has a long history

of that; don't they?
Mr. SWANTZ. I don't think I can comment on that.
Mr. DENHOLM. Your response to Mr. Zwach's question indicates that

you are suggesting different prices for different delivery points.
Mr. SWANTZ. The individual farmer's attempt to get a good price is

a worthy effort but it really does not affect the nationwide price. The
situation we are discussing here is where a couple of traders are on the
Board of Trade.
Mr. DENHOLM. Then you are concerned about an unjust enrichment

at somebody's expense. You previously said that was not the problem.
Mr. SWANTZ. I did not understand what you meant by unjust

enrichment.
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Mr. DENHOLM. If you have the authority to determine different levels
of price, how will it be advantageous to producers as opposed to unfair
and unjust enrichment of a few who are speculating? I want to know
how you propose to control speculation?
Mr. SWANTZ. In this case, if there had been at least one other delivery

point for Chicago in the normal channels of trade, there would have
been more delivery on the market.
Mr. DENHOLM. Will that tend to increase or decrease prices?
Mr. SWANTZ. In this case, it would have kept the prices from going

up the 9 or 10 cents that they went up in 1 day.
Sir, nobody benefits from a 1-day price action that goes 9 or 10

cents out of line. If it does anything, it forces somebody to go out of
their way and bring in extra wheat and incurs extra costs that would
not be beneficial.
Mr. DENHOLM. Will there be a trend to stabilize the prices to pro-

ducers if we adopt the legislation?
Mr. SWANTZ. I would say that it would tend to do that because we

would hope that it would eliminate these erratic prices.
Mr. DENHOLM. Thank you that is all.
Mr. FOLEY. Are there any other questions of Mr. Swantz or Mr. Cal-

lander ? We appreciate your testimony. If you could, we ask you to
remain in the hearing room. There might be some technical questions
that might arise. Thank you, gentlemen.
Mr. FOLEY. Our next witness is Mr. Reuben L. Johnson, the direc-

tor of legislative services of the National Farmers Union. Mr. John-
son, we welcome your testimony this morning.

STATEMENT OF REUBEN L. JOHNSON, DIRECTOR, LEGISLATIVE
SERVICES, NATIONAL FARMERS UNION

Mr. JoHNsoN. Mr. Chairman and members of the subcommittee, the
National Farmers Union is in full support of H.R. 12494 which
amends the Commodity Exchange Act to authorize designation by the
Secretary of Agriculture of alternate delivery points for settlement
of futures contracts traded at commodity exchanges.
We have touched base with officials of the Farmers Union Grain

Terminal Association who have informed us of their support for
such legislation dating back over a period of years.
We should like to commend the leadership of Congressman John

Melcher in bringing to the attention of the members of the House
Agriculture Committee the violations possible under a system where
Chicago continues to be the only point of delivery in the settlement
of futures contracts.
I will not go into any great detail, but would like to make refer-

ence, as Congressman Melcher did in his House floor statement on
July 18, to the Wall Street Journal article dated July 12. The Journal
article cites a specific example which came to the attention of Mr. Alex
C. Caldwell, head of the Commodity Exchange Authority in the
USDA. In this example it is shown how two parties were able to
control supplies of available wheat so that those who had an obliga-
tion to deliver wheat could not satisfy their contract requirements
without purchasing wheat futures or deliverable wheat from the two
parties involved. The legislation before the subcommittee would pro-
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vide for alternate delivery points in the settlement of futures con-
tracts and thus would discourage abuses such as the one related in the
Journal article.
We hope the subcommittee will move promptly to report the bill

to the full committee and that it may pass the House and the Congress
itself before the end of this, the second session of the 92d Congress.
Mr. FOLEY. Thank you very much, Mr. Johnson. Are there any

questions of Mr. Johnson, Mr. Zwach ?
Mr. ZWACH. Thank you, Mr. Chairman.
Mr. Johnson, in what ways do you think this would help the

producers?
Mr. JoHNsoN. It is difficult to try to relate the producer with these

interests, as he is on his farm, to trading in futures.
Most producers don't really understand the process. Very few of

them are currently using the process to hedge although, many of them
could profit by doing so. The point that you raised earlier about the
establishment of these loan rates which reflect freight differential
cause wide variations in the loan rate. They have been of concern to
us for some time.
Mr. ZWACH. I appreciate that.
Mr. JOHNSON. At one of the policy meetings in the Farmers Union,

we went on record favoring a uniform loan level throughout the Na-
tion. We came, with this, to the Department of Agriculture. The ad-
ministrators of the loan program over there said this was not work-
able. You had to have some kind of variable here to Allow for freight
differential in order to get any kind of equilibrium in market prices
that resulted from these loan prices.
They make a point that you have to listen to but it still does not

solve the problem that you have, which is that, simply because they
happen to be undesirably located in terms of their farm operation,
they are penalized in paying their costs.
Frankly, I do not know what the answer to that is but I think

there must be some way to get more equilibrium and still not disturb
the economic forces which the administration says must be in there.
Mr. ZWACH. Wouldn't you think it would be possible to have enough

differential that would just indicate the amount of grain that .was
actually shipped to Chicago? Would there not be a way of doing it on
the amount of production that actually was shipped?
Mr. JOHNSON. In an area where you feed locally most of the pro-

duction it would seem silly to set the loan rate on the theory that all
production was being shipped. This would be one solution but, some-
body would say, how are you going to tell how much grain stayed
there and how much moved out? I think it would be desirable to have
some change made in areas where it is locally used.
Mr. ZWACH. We are going to be pushing on this to see what has

caused this tremendous differential.
Mr. JOHNSON. One of the great strides forward that cooperatives

got was when they were permitted to become bonafide members of the
commodity exchanges.
You heard some of the recitation of the history that got these co-

operative associations into this position. I think, basically, in terms
of my organization's interest in this bill, it, too, is to express the
view of associations who tell me they are in favor of this bill. I would
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assume here that there is a good liklihood that the reason that GTA
is in Minneapolis is that that area would become an appointed area
for wheat if this legislation was passed.
Mr. FOLEY. Are there any other questions of Mr. Johnson?
Mr. DENHOLM. I would like to commend Mr. Johnson for coming

here in support of the interest of producers. I know of the excellent
work of his organization. I have one question for you. Will this pro-
posal affect the market quotations at Minneapolis and Chicago and
other points of delivery? Do you foresee how this might affect the
market quotations for your substations?
If there was a point of delivery at Aberdeen would that be a quoted

market?
Mr. JOHNSON. It could affect market quotations. If you are talking

about cash market quotations, it could but it would be indirectly. It
would not do it any differently than it is done currently under the
futures trading. It can, conceivably, in recognizing the economic
forces to a greater degree that would exist at that cash-market point—
it could influence that cash market quotation.
I do not think it would be of major impact to a country point.
Mr. DENHOLM. Thank you.
Mr. FOLEY. Mr. Link?
Mr. LINK. Thank you, Mr. Chairman.
I would like to thank Mr. Johnson for coming and expressing the

wishes of the farmers. I must share, to a considerable degree, the con-
cern that our colleagues on the committee have expressed in the mat-
ter of price differential.
It is recognized that western North Dakota and eastern Montana

sustain the highest transportation costs of the movement of wheat
of any other place in the United States.
Anything that your organization can do, Mr. Johnson, and any-

thing that we, in the Congress, can do to alleviate this additional bur-
den certainly is commendable.
The loan rate on wheat for the 1971 crop was $1.05 in our area. That

is rockbottom. This reflects the disparity between the market points.
I think it is an injustice to the producers because the contribution these
people make to the economy of the country are as important as those
made by other people in more favored marketing price areas. I com-
mend you for your effort.
Mr. DENHOLM. Will the gentleman yield, please? If it would provide

a location different than the point of delivery then we might avoid
charging every producer freight on commodities that have never been
shipped!
Mr. ZWACH. Your district is next to me. We are in the same situa-

tion geographically, so your district is penalized just as is mine.
Mr. JOHNSON. I mentioned the interests expressed here about these

loan rates. Our organization certainly would like to see more attention
given to this area. We pledge our cooperation.
Mr. FOLEY. Mr, Johnson, I think within a few months we are going

to be examining Wheat certificates and other things as we consider the
1973 amendment to the Food and Agriculture Acts. I know you will
be helping us then.
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Thank you very much, Mr. Johnson. We certainly appreciate your
appearance.
Our final witness will be Mr. John H. Frazier, appearing on behalf

of the Board of Trade of the city of Chicago, Ill.

STATEMENT OF JOHN H. FRAZIER, JR., REPRESENTING THE BOARD
OF TRADE OF THE CITY OF CHICAGO, ILL.

Mr. FRAZIER. I am deeply grateful for this opportunity to present
the views of the Chicago Board of Trade with reference to H.R.
12494, which proposes amendments-to section 5(a) of the Commodity
Exchange Act, as amended.
I am a member of the Chicago Board of Trade and my livelihood

depends on the fair market.
Section 5(a) of the act spells out the principal requirements im-

posed upon contract markets, such as prompt furnishing to the Sec-
retary of Agriculture of all bylaws, rules, regulations and resolutions;
the maintenance of records of all proceedings, providing reports,
et cetera, and the enforcement of internal rules.
This proposal increases the duties of the futures market by adding

the following subsection:
(8) permit the delivery of any commodity, on contracts of sale thereof for

future delivery, at such point or points and at such locational price differentials
as the Secretary of Agriculture, after notice and opportunity for hearing, finds
will tend to prevent or diminish price manipulation, market congestion, or the
abnormal movement of such commodity in interstate commerce: Provided how-
ever, that any order issued hereunder shall not apply to then existing contracts.

This places a degree of power in the hands of the Secretary of Agri-
culture, which we believe is unnecessary and could be counterproduc-
tive.
We believe that a delicate balance must exist between the desire to

protect those who trade and the widest economic use of the market.
'Without a sufficient volume of trade, the market cannot perform the
service for which it exists. Commodity price fluctuations cannot be
avoided, but an adverse effect can be minimized and its role as an al-
locator of public resources facilitated if fluctuations can occur in a
public market where factors influencing them can be assessed and
anticipated.
An active and well conducted futures market is the nearest approach

to perfect competition in price making that the record of economic and
commercial development has to offer. Competitive price making in
futures is the opposite of imperfect competition and monopoly. His-
tory teaches us that market trading, fairly and freely conducted, is a
standing safeguard against those who—human nature being what it
is—would much prefer to seek their advantage in special or monopo-
listic privileges. The commodity futures system could not have become
standard commercial practice in the United States if it had not be-
come associated with the public interest, if it had not proved its capac-
ity—in spite of many trials and errors—to stand as a bulwark against
monopolistic forces in marketing.
The Chicago Board of Trade believes fundamentally that all its

contracts should be based on the following basic principle: (1) Since
they must serve all segments of society, their terms of trade must be
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equitable and thereby serve the public interest. (2) The futures mar-
kets must be fairly and openly conducted to avoid special economic
advantage to either party to the transaction. (3) The terms of con-
tracts must be such that the forces of supply and demand are reflected
in changing prices available to everyone and possible participation
in the price-making process by anyone with the requisite financial
ability. (4) The contracts must provide a system of equitably shifting
the risks from producers, handlers, and processors to those who wish
to assume them, with the possible attendant profits and losses. This
system minimizes marketing costs.
Fundamentally, the major purpose of Federal regulation under the

Commodity Exchange Act is that of maintaining fair 
in 

and hon-
est dealing in futures trading. It is of vital importance n maintaining;
equity in the pricing and marketing of farm products on all com-
modity exchanges and on all markets.
There are basic economic forces which impel futures markets to be

constantly aware of the need for possible changes in the contracts. We
wish to assure this committee that we are continually examining the
economic forces at work through our commodity committee contract
system to ascertain first whether changes are needed in the contracts,
including addition of delivery points. For example, we have eliminated
trading in rye futures.
Another important factor in these analyses is the change in agricul-

tural policy. We see ahead a trend toward market prices above the loan
levels and greater relative storage of grains by farmers using the loan
and reseal programs. This major significance factor is resulting in our
experiencing greater use of futures contracts in an effort to hedge
against the greater risks.

Still, another essential factor for a healthy futures market is a high
degree of competition by buyers and sellers. We must be sure that the
participants on both sides of a trade are adequately protected. This
condition must exist in futures markets if the market is to attract par-
ticipants. There must be every effort made so that the market will not
be manipulated, either intentionally or unintentionally. We are not
always successful. However, the record will show how few are the cases
even of alleged manipulation in markets involving billions of bushels
of trading activity.
Professor Lerner in his book "Economics of Control" said:
A man who does not consider himself to have any influence on the market

price but who believes that the price is going to rise or is going to fall quite
independently of his own actions, and who buys or sells in an attempt to make a
profit, is a simple or productive speculator. We may call such an individual a
speculator with a small "s". He takes a single product available at one time and
turns it into a single product available at another time.

All perfectly competitive speculation is in the social interest whether the op-
timum division of each factor between its different products is reached or not.

Fundamentally, the activities of a large number of people can be
coordinated in only two ways. One of these is by central direction
which is the technique of the States the other of these is by voluntary
cooperation which is the technique of the marketplace and of arrange-
ments involving voluntary exchanges.
If the concept of voluntary cooperation is to function, it must rest

fundamentally on the proposition that both parties are beneficiaries.
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If it is voluntary and reasonably well informed, the exchange can
only take place when both parties benefit.
The essential feature of the well run futures market is that it en-

ables people to operate voluntarily in extremely complex situations,
with a truly competitive price visible to all.
The USDA attempts to fix loan rate differentials by counties and

terminal markets and qualities are known, by those who study them
carefully, to rarely reflect current market conditions. They are based
on historical evaluations with some degree of noneconomic factors. Er-
rors in setting delivery points and Market differentials can cause irrep-
arable damage to the markets. We are sure that USDA will have to
hire additional personnel—not now available in USDA—to determine
the differentials specified in this amendment. It will take these people
years to acquire the expertise required to implement this legislation.
We know just how difficult it is to find these experts.
I wish to emphasize this concept of complexity involved in pricing

commodities in a free market situation.
Recently, after considerable study and requisite analysis to meet the

four objectives mentioned, we announced a revision of the oats con-
tract, increasing the number of delivery points and setting forth the
locational price and quality differentials. Also, we have recently
changed the soybean meal contract. We must be sure that any change
must reflect and be in harmony with the fundamental characteristics of
complicated market situations, which have one universal character-
istic, i.e., they are ever changing. To assure ourselves that the basic
principles are met, we have used and will continue to use the best
outside experts to insure viable contracts which provide—equity to
all segments.
We have been analyzing the possibility of changing the wheat con-

tract of the Chicago Board of Trade for some time. Let me share with
you some of the statistical and economic complexities with which we
have been wrestling. These include but are not limited to:
(1) The changes in areas of production of Soft Red wheat; (2) the

changes in wheat marketing and distribution; (3) changes in avail-
ability for freight cars and the freight structure; (4) potential truck
use for delivery; (5) shifting of and reduction in the number of mills
utilizing Soft Red wheat; (6) changes in the use of wheat for feed;
(7) changing in export demand and proximity to export channels;
(8) factors affecting level of use of the futures contract; (9 price rela-
tionships between various alternative points; (10) storage and han-
dling costs; (11) receipts and shipments over time at various points;
(12) the structure of the wheat loan program.

It now appears that we will be adding Toledo, Ohio,.as a delivery
point for wheat. Despite the numerous complications and lengthy de-
liberations, we expect to make a positive announcement on this shortly.
We believe that we can best attain the desired objectives enunciated

above without the mandatory requirement of H.R. 12494. We have
worked and will continue to work closely with the CEA in meeting the
needs of the various markets.
Gentlemen, I thank you and I will be happy to attempt to answer

any questions that you might have.
Mr. FOLEY. Thank you, Mr. Frazier, are there any questions of Mr.

Frazier? Mr. Sisk?
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Mr. SISK. Mr. Frazier, you heard my colloquy with Mr. Swantz in
reference to the wheat contract. I have noted in your statement that
you have apparently looked at this for some time.
We all know that change is a major part of life but has it not been

evident that a Chicago designation is a little bit foolish? Why have
you been so long in making changes? Please explain why Toledo, Ohio,
was chosen.
Mr. FRAZIER. Mr. Sisk, I will answer your first question first. I was a

member of a special contract review committee which was set up just
to constantly review every contract that we had. I suppose it was 3 or 4
or more years ago that we began working on the wheat contract.
It is extremely complex, as you have pointed out here, it has taken

that long to get all sides to agree on something that is fair. No con-
tract on the Chicago Board of Trade is any good unless it is fair
to both the buyer and the seller.
If it is not fair to a speculator who wishes to buy, for example, he is

not going to buy and the farmer will have no place to hedge his grain.
We have to take into consideration what a change in the contract does
for the farmer. We have to take into consideration what it does to the
producer.
We circulate questionnaires among the people who take delivery.

Their answers came back differently. We then talked to producer
groups. They did not all speak with one voice.
It is an extremely complicated and difficult thing to get everyone

to agree on exactly what should be done so that it is fair to all. That
is the reason it has taken so much time.
Second, Toledo looks to be the best place at the present time be-

cause there is a relatively large quantity of Soft Red wheat which is
grown and is tributary to Toledo. Why not Minneapolis? They al-
ready have their own futures market. There is some limitation as to
where we can go. This is so extremely complex, and, I know I have not
answered all of your questions but these are some of the reasons.
Mr. SISK. I appreciate the complexities and recognize the attempts to

protect everyone concerned in these matters.
However, as I said, you are operating here under a contract that is

some 50 years old. I note the New York Cotton Exchange provides
delivery points in Dallas, Houston, and New Orleans, seemingly, a
good distribution over production areas.
My only concern in connection with Chicago's Board of Trade and

their provisions—because they are important in the wheat and corn
field—is the fact that there are other exchanges.
As to whether or not there has been an overemphasis on one side,

I think this is a concern that many have. Chicago certainly could not
and has not been for many years an area that would deliver much
local wheat. The basic concern of many of us is. to what extent this
reflects on those who are primarily concerned with the production.
I think Mr. Zwach reflected some concerns of all growers. We rec-

ognize this bill itself is not rfoino: to be the answer to all the problems.
, What I want to get is a little information. No criticism intended but -
maybe the Chicago board leaned over backward to be fair to every-
body except the producer. I think this is the concern that we have. That
was the point of my question.
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Mr. FRAZIER. Mr. Sisk, first of all, in 100 years there have been
only two cases that were brought forward by the CEA. The second one
is only in the accusation stage.
Second, in those two cases, the price was apparently driven up-

ward—I do not like to contradict the previous witness—but this would
only have helped the producer-owner and not hurt him.
Third, there are 1,402 members on the board of trade. Many of them

are independent traders or pit brokers. The category of pit broker
probably outweighs any other category in our membership and, there-
fore, would have the most votes. They don't have any income whatever,
unless there is a volume of trade moving. No volume of trade will move
unless the contracts are fair. It is in the interest of most of the members
to have fair contracts. If the contract is not fair, many of them will
have no income.
Mr. SISK. To conclude, you do anticipate then, that the Chicago

Board of Trade is seriously considering additional delivery points in
connection with wheat, is that right.?
Mr. FRAZIER. Yes, sir; the Chicago Board of Trade is constantly

looking at additional delivery points for everything.
This is only a personal opinion, but I believe multiple delivery points

for corn and beans will hurt the producer. This is my personal opinion.
I have not checked with anybody on the board of trade but I am a
producer myself and I believe that this would hurt the producer.
These are some of the things that come together in looking at multi-

ple delivery points. We think we are better able to look at them than
having an action taken by a future Secretary of Agridulture. -
Mr. SISK. Your statement could lead to another question. As I un-

derstand it, your personal feeling is that there would be no advantage
to the producer in having multiple delivery points.
Mr. FRAZIER. That is my opinion.
Mr. SISK. That is all I have, Mr. Chairman.
Mr. FOLEY. Mr. Findley?
Mr. FINDLEY. You say there are 1,102 members cof the Chicago Board

of Trade? How do you settle a question on delivery points? Does every
member have an equal vote?
Mr. FRAZIER. Yes, sir.
Mr. FINDLEY. The question of delivery points on wheat would be

ultimately brought up for vote by the entire membership?
Mr. FRAZIER. Yes, sir.
Mr. FINDLEY. Has such a proposal been made and rejected by the

board in recent years?
Mr. FRAZIER. I know of no rejection, sir.
Mr. FINDLEY. You say your latitude on delivery points is limited by

the existence of futures markets. Is there some reason why you cannot
have a delivery from a point despite the existence of markets there?
Mr. FRAZIER. No; we could say our contract is deliverable in Minne-

apolis but it really would not make sense. I believe that would hurt
the producer. The Minneapolis market sells early at the full shipping
differential to Chicago. I would think this would not be good for that
reason.
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Mr. FINDLEY. Do the Kansas City and Minneapolis contracts on
wheat permit more than one delivery point?
Mr. FRAZIER. NO, sir.
Mr. FINDLEY. I would be glad to hear your elaboration of the com-

ments made to Mr. Sisk to the effect that multiple delivery points
might aetually hurt the producer. Would you give us an example or
two?
Mr. FRAZIER. Yes, sir; in this case I am speaking of my own opinion.

This is not something that I have checked out with anybody at the
board of trade.
As an example, if we made Champaign, Ill., a delivery point along

with Chicago and if we also made Des Moines, Iowa, a delivery point
along witCChicago, the large quantity of corn is always going to be
delivered to the point at which it is worth the least.

Therefore, the contract is going to sink to the level of the least value
of the corn or the soybeans. The position in the multiple delivery that
is going to be used is the one that has the least value. The owner of
corn or soybeans in Chicago—I am glossing over the freight rate dif-
ferentials—is not going to deliver it in Chicago if, relatively, he can
get more for the Chicago corn in one of the other multiple delivery
spots.
Mr. FINDLEY. If that is true, then why should we have more than one

delivery point for any commodity?
Mr. FRAZIER. I think this is one reason why we have not had more

than one delivery point for pork bellies.
Mr. FINDLEY. What makes trade in pork different? Would it not be

better to have one delivery point for this?
Mr. FRAZIER. I really hate to express an opinion on the deliveries of

pork bellies. I am not that familiar with pork bellies.
Mr. FINDLEY. Then, what about oats? Why have a second point for

oats?
Mr. FRAZIER. The reason for a second point for oats was that the

oats acreage that was tributary to Chicago dropped partly because it
became more lucrative to raise corn in that particular area. The large
shipments of oats were not coming into Chicago and this led to tight
supply after tight supply. The CEA requested the board of trade to
make a multiple delivery point and they did.
Mr. FINDLEY. Would not the same conditions exist for wheat?
Mr. FRAZIER. Yes, sir; that is the reason it has been studied and is

being looked at. I think that my reasoning on wheat will be the same
as that on corn. I think the wheat will be delivered in the point where
the wheat is worth the least and then the contract will reflect the lower
value.
Mr. FINDLEY. I have one other question. On page three of your

statement, I am heartened to see the statement:
We see ahead a trend toward market prices above the loan levels and greater

relative storage of grains by farmers using the loan and reseal programs.
I have never been a fan of nonrecourse loans. Does this mean that

you think the day for nonrecourse loans is fading? Also I would like
to know what relationship you see between the level of nonrecourse
loan transactions and futures freight?
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Mr. FRAZIER. Mr. Findley, I think we here today are on the verge
of one of the most exciting and productive periods for American
agriculture that our country has ever seen. I think the sale to foreign
countries of wheat—which we believe in our market is $1 billion to
Russia—and the opportunities that are coming in China and possibly
in India are going to put our prices up where the free market level
will be above the loan level. I think we are going to just about clean
out our loan wheat stocks and I think we have got a good chance of
reducing our corn stocks greatly. We are going to have a very happy
agricultural people because they love to produce to sell. They don't
love to produce to store. I think this is the era that has begun.
Mr. FINDLEY. Sounds great to me.
Mr. FOLEY. Mr. Denholm ?
Mr. DENHOLM. What have the Russian sales done to the domestic

market? How has the sale affected the price of wheat in the domestic
market of this country?
Mr. FRAZIER. Some weeks ago they were up $0.40 a bushel.
Mr. DENHOLM. Do you mean the domestic market has gone up $0.40

a bushel?
Mr. FRAZIER. Yes sir.
Mr. DENHOLM.Where?
Mr. FRAZIER. In the cash wheat areas which were close to the Gulf.

This is another personal opinion. I don't think it is overhead. I think
our problem is going to be our ability to ship it and not to sell it.
Mr. DENHOLM. When we heard the testimony before the full com-

mittee by personnel of the Department of Agriculture, it was reported 
that the domestic market had increased $0.30 a bushel and the exports
subsidies were $0.31 a bushel. That does not make sense to me.
Mr. FRAZIER. No, sir I don't mean to touch the loan level. I think

the cash wheat market can do it.
Mr. DENHOLM. On page 2 in your testimony you talk about perfect

competition and imperfect competition and relate it to monopoly.
Are producers in perfect or imperfect competition?
Mr. FRAZIER. Monopoly is imperfect.
Mr. DENHOLM. I know that producers are reportedly in perfect

competition as defined in economic terms.
Mr. FRAZIER. What I am trying to say is that first of all the Board

of Trade only supplies the market place. It does not buy or sell any-
thing. The market place is the place where supply and demand factors
meet and where the buyer and seller are auctioning and bidding and
offering. We say when you have free competition and full competi-
tion that this is perfect competition for buying and selling.
Mr. DENHOLM. Are you opposed to different places of delivery. I

understand that your present meat contracts call for delivery at Du-
luth as well as Minneapolis?
Mr. FRAZIER. Mr. Denholm, we are not against multiple delivery.

We have multiple delivery in soybean meal and oil and now in oats.
We are not against multiple delivery per se. We are against making
the wrong places at the wrong differentials multiple delivery points.
Mr. DENHOLM. Now is that a value judgment?
Mr. FRAZIER. The reason we think we should be the ones is that

if we make a mistake and we have a wrong differential or a wrong
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delivery point we ruin that market. It is out of business. We think
we are better able to determine what these differentials should be.
Mr. DENHOLM. How many members do you now have?
Mr. FRAZIER. 1,402.
Mr. DENHOLM. Are they primarily producers?
Mr. FRAZIER. No; we do have producer members and we have co-

operative members that represent thousands of people. We have floor
traders; we have independent traders; we have commission houses;
we are exporters; we are flour millers, and we are distillers. We have
foreign firms and American firms.
Mr. DENHOLM. You indicated in your testimony that it was a very

complex system and a real problem.
I think every problem is an opportunity. I think we have an op-

portunity to improve the marketing system if we can evaluate the
problem. What our producers are concerned about is manipulation, if
there is manipulation. There is a need for alternative delivery points
for the benefit of producers. Do you agree?
Mr. FRAZIER. Sir, to my knowledge, there is no complaint about

single delivery points hurting the producer. There are two cases in
100 years. Both of those were because the price was driven up. I don't
know at what year there was any problem before that.
The Board of Trade has been in business for 124 years. I really

don't know too many cases in 124 years when this has really been a
problem.
Mr. DENHOLM. I share your sentiments in that it is a complex sys-

tem of marketing. Thank you, very much.
Mr. FOLEY. Mr Findley?
Mr FINDLEY. May I make a suggestion? Our colleague. Mr. Melcher,

is not on the subcommittee but could he share the privilege of ques-
tioning 

'
tioning the witness?
Mr. FOLEY. Certainly, does Mr. Melcher have any questions he

would like to ask?
Mr. MELCHER. Yes; I have one or two. Mr. Frazier, you are part of

the committee that is making the study that may come up with the
suggestion of designating Toledo, Ohio, as an alternative point, is
that right?
Mr. FRAZIER. No, sir; I was a member of the special contract review

committee whose duty it was to review all contracts. After we looked
at it, a special wheat committee was set up to examine wheat only. I
am not a member of that committee.
Mr. MELCHER. However, you were a member of the committee that

designated a special committee?
Mr. FRAZIER. I was a member of the special contracts committee ap-

pointed by the Chairman of the Board.
Mr. MELCHER. The functioning of that committee resulted in desig-

nating another committee to study wheat?
Mr. FRAZIER. Yes, sir; however, I am not a member of that com-

mittee.
Mr. MELCHER. In your testimony, you are indicating that perhaps

Toledo will be recommerided and accepted?
Mr. FRAZIER. Mr. Melcher, as Mr. Findley asked before, a change

in a contract must be voted on by the entire membership. It would be
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my personal opinion that it would definitely be accepted. That is my
personal opinion.

Nfr. MELCHER. The purpose of your testimony, in part, is not only
to represent the Commodity Exchange and the Chicago Board of
Trade but also to provide this subcommittee with the benefit of your
thoughts. We appreciate that.
Mr. FRAZIER. I would think that the entire membership is cognizant

of the problem which was caused partly by the drop in wheat acreage
in the area tributary to Chicago. I think the entire membership is
cognizant that it needs help an would, be willing to go along with
these changes.
Mr. MELCHER. It occurs to me that it is a lengthy process within the

Chicago Board of Trade to make this change. However, if it is done—
as you think that perhaps it will—and provides Toledo as an alternate
point, it will occur to most of the wheat producers that the alternate
point of designation is quite far removed from the area of production
of wheat. I think it will perhaps raise thoughts in their minds that it
might be an out-of-the-way place for dn alternate point of delivery.
I invite your comments on that because I think this hearing transcript
will be very incomplete for readers from the producers' standpoint, if
they cannot understand why Toledo might be designated for delivery
as a second point.
Mr. FRAZIER. As I said, I am not on the committee but I believe that

because Toledo is tributary to a larger producing area than Chicago,
because Toledo is a poor city on the lake which gives a market out to
the sea for the wheat, and because there is large storage, and because
one of the largest users of soft wheat is in Toledo—I believe these
points were taken into consideration. I would say, Mr. Melcher, that
other points were considered too. For example, St. Louis was given
great consideration.
I think I personally was a little surprised that St. Louis was not

included.
Mr. MELCHER. I have no further questions, just this comment. I think

this is a long, involved and tortuous process to get an agreement in the
commodity exchange for an alternate delivery point and then coming
up with one that seems quite far removed from the center of production.
Without disputing any of your points as to the ability for storage

there or amounts of storage available there I think that if this is the
result of what comes about after there is evidence of a need of change,
perhaps your testimony, rather than being objectionable to the bill,
proves the need of the bill.
Mr. FRAZIER. Mr. Melcher, I just wanted to repeat that the contracts

on the board of trade are under constant review and study. The board
of trade has only one purpose; that is, to provide a marketplace for
contracts which are fair to all people. The people who are studying
these contracts—many of them—have• livelihoods that are dependent
upon the best contract that can be beaten out. This is a task to see how
we can make every contract better.
Mr. MELCHER. I do not question the validity of your statement or

your sincerity at all. I only made the comment to illustrate that when
you have a large number of people involved, 1,400 and some odd people,
it is a very difficult procedure to get everything lined up to make a
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change. Even when everything is lined up to make a change, sometimes
with that great a membership—this is apparent if Toledo is accepted—
a judgment is made that is not easily recognized by all the people in the
production end of it as being the correct judgment. I think your func-
tion and, indeed, the functions of all the members of the board of
trade is not contrary to what we want.
However, I think that perhaps our aspect here in this committee is a

little bit broader in that we are very desirous that nothing interfere
with the accurate portrayal of the market that would be harmful to
producers.
We constantly look on what your business does that helps and is

constructive to the fair and honest market.
Mr. FRAZIER. I neglected to point out that the Chicago contract is

basically a red winter wheat contract. Minneapolis is basically a spring
wheat contract. Kansas City is basically a hard wheat contract. This
is perhaps uninfluencing from the view of the committee.
Mr. MELCHER. I surmise the same from your testimony.
Mr. FOLEY. The chair hesitates to interrupt the dialogue but we have

one bell of a quorum call and Mr. Link also would like to ask a question.
Mr. LINK. You indicated you had 1,402 members of the Chicago

Board of Trade?
Mr. FRAZIER. Yes, sir.
Mr. LINK. You listed the members in different categories. Is the

main purpose of the selling and hedging and buying to get a seller
and a buyer together and form a service?
Mr. FRAZIER. Yes.
Mr. LINK. For a commodity that exists physically, is that correct l
Mr. FRAZIER. The first part is absolutely true. Our function is to

supply the marketplace. The commodity in which we trade is not nec.
essarily a physically existing commodity. In fact, this is one of the eco.
nomic functions which is filled by the marketplace, for example, when
soybean planting time came this year, the farmer could look at the
Chicago Board of Trade price and see that it was at an all-time high.
He could then sell the soybeans that he was going to raise before they
were ever in the ground.
It is our function to provide a marketplace for the sale of a coma

modity that is not in existence yet.
Mr. LINK. Is it supposed to represent a physical commodity?
Mr. FRAZIER. Eventually.
Mr. LINK. How many millions or billions of bushels of wheat were

traded last year?
Mr. FRAZIER. I can't answer that. I can tell you that the entire vol-

ume on the Board of Trade was 88.5 billion.
The record number of contracts traded in 1 day was 7,000. How-

ever, I cannot break that down into bushels of wheat.
Mr. LINK. How much of this represented actual sales of actual

bushels of wheat, physically?
Mr. FRAZIER. I do not have those figures with me.
Mr. LINK. Could you get those for the committee?
Mr. FRAZIER. Yes. sir, certainly.
Mr. FOLEY. Mr. Melcher, do you have any other questions?
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Mr. MELCHER. I thank the committee for allowing me this oppor-
tunity. I have one question in regard to the Chicago Board of Trade's
number of contracts and the volume of trade in wheat. It is much
greater than either one of the other commodity exchanges and
perhaps is greater than those other commodity exchanges combined,
is this not true?
Mr. FRAZIER. It was, in fact, the Chicago Board of Trade did more

business up until recently than all other commodity exchanges to-
o-ether. I think there were times this year when the Kansas City
market became very active. I would assume that we did more business
than the other two combined. However, Kansas City was doing very
well.
Mr. MELcHER. Historically, the Chicago Board of Trade's reflec-

tion of the market was of greater significance despite the terms of the
contracts on all wheat markets, than the other commodity exchanges?
Mr. FRAZIER. Kansas City people would like me to answer yes, but

they might take me to task. •
Mr. FOLEY. Mr. Frazier, thank you for your statement.
(The following letter was also submitted to the subcommittee:)

NATIONAL GRANGE,
Washington, D.C., August 16, 1972.

Hon. THOMAS S. FOLEY,
Chairman, Domestic Marketing and Consumer Relations Subcommittee, House

Agriculture Committee, Longworth tHouse Office Building, Washington, D.C.
DEAR MR. CHAIRMAN: The National Grange wishes to extend to you and the

Domestic Marketing and Consumer Relations Subcommittee our support for H.R.
12494, a bill to amend Section 5a of the Commodity Exchange Act. We favor
the intent of this bill which would authorize the Secretary of Agriculture to
designate alternate delivery points for futures contracts traded at Commodity
Exchanges.
We feel this bill would be of great value to the agriculture commodity pro-

ducers throughout this country. After having open hearings, the Secretary of
Agriculture could, if he desired, provide additional terminal points. This action
would allow prices to come from a marketing system which would reflect a more
accurate supply and demand situation. In addition, with the possibility of more
terminal points being added, we feel that future contracts would be more attrac-
tive to the sellers as this provides for an increased supply for delivery.
We want to express our appreciation and thanks for your holding these hear-

ings on this very important legislation. We will be glad to help you gain the sup-
port necessary for its passage.
In closing, we request that you make this letter part of the hearings record.

Sincerely.
JOHN W. SCOTT, Master.

Mr. FOLEY. The chairman of the subcommittee would like to thank
all the witnesses for their contributions to this hearing.
The subcommittee is adjourned to meet again at 10 a.m., tomorrow

for further hearings on national farm bargaining legislation.
(Whereupon, at 12:25 p.m., Tuesday, Aug. 15, 1972, the subcommit-

tee was recessed, to reconvene at 10 a.m., Wednesday, Aug. 16, 1972.)
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