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Mechanics of Futures Markets
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Futures Price

» This futures price is determined by the law of
supply and demand.

m | at a particular time more people wish to buy July corn
than to sell July corn, then the future price goes up.
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History of Futures Markets

= Futures markets can be traced back to the Middle Ages. They were
originally developed to meet the needs of farmers and merchants.
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= Two of the largest exchanges in the United States
» Chicago Mercantile Exchange (CME)
= Chicago Board of Trade (CBOT)
= Two of the largest exchanges in Europe
» London International Financial Futures and options
Exchange
= Euroex
= Others
» Tokyo International Financial Futures exchange

= Singapore International Monetary Exchange
= Taiwan Futures Exchange (TAIFEX)
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. +gl_mg~”\ (The underlying asset)
n £ % %] (The contract size)

n < E > 5% (Delivery Arrangement)
n 23 i» (Delivery Month)
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| &9 (The contract size)
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= The CME’s Mini Nasdag 100 contract is on 20
times the Nasdaqg 100 index whereas the regular

contract is on 100 times the index.
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= See Word File 2-3.
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The Operation of Margins &
Marking to Market
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i# p % & (Marking to Market)
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i# p % & (Marking to Market)
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i# p % & (Marking to Market)
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[ 3% 38 % (Newspaper Quotes)
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» See Page 31. (Word file 2-2)
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m Copper

* CMX % % #7% % o

= - H i~ Copper # & % 25,000 lbs

|47 3% i (Newspaper Quotes)
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w 3R H = cents per lb.
Metal & Petroleum Futures
Contract Open
Open Wigh hi lo Low Settle Cha interest
Copper-High (CMX)-25,000 Ibs.; cents per b
Jan 255.65 256.50 25200 25145 -0.80 2,527
March 25350 258.95 24700 25280 -0.70 48,809
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= 2 March Copper 5 & :

= B4 % (Opening Price) : Open (253.50)

» % P &% % (HighestPrice) : High (258.95)

= % P& MH  (LowestPrice) : Low (247.00)

» % ¥ H (Settlement Price) : Settle (252.80)
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¥ 5 ¢ w7 3 (Normal Market).
= Ex. Gold, Crude Oil in Table 2.2.
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= Ex. Orange Juice.
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= Ex. Live Cattle
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Figure 2.2 Settlement futures price as a function of contract maturity on January 8,

2007, for (a) gold and (b) orange juice
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» $/F : the British pound, the euro, the Australia
dollar, the New Zealand dollar

» F/$ : Other major currencies: the Canada Dollar

43

6501 Futures price (3 per 0z) wl; Futures price (cents per Ib
640 1 -

| II\\\
530 |~n|‘
620 |
v-'J Iw:

| Contract maturity month Contract maturity montk
600 + ey 170 + T - ——
Jan-07  Apr-07 Jul-07  Oct-07 Jan-08 lan-07 Mar-07 May-07 Jul-07 Sep-07 Nov-07

(a) Gold (b) Orange juice
42

[ *haedp bR P E K enaR

|
= ] : the Canada dollar (CAD)
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Exercise

= 3,11,15,24
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