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FUTURES CONTRACTS
Ahmet Salih EKIZ (%)
- OZET

Bugiin risk yonetiminin en &nemli araclarindan biri sayilan ve
Ozellikle 1980'lerin ikinci yarisindan itibaren her gecem gin daha hizli
bilyliyerek gerek spekiilatorlerin gerekse de kendilerine '"hedging" risk
korunag: arayamn kurumsal yatirimcilarin cenneti haline gelen vadeli
islemler borsalarinin oniimiizdeki yillarda Tiirkiye'de kurulmas: bekle-
niyor. Vadeli islemler borsalari ilk olarak Amerika'da tarim drinleri
fiyatlarinda mevsime baglh gozlenen oynamalarin neden oldugu zarardan
kacinabilmek amacs ile c¢iftci ve ticcarlar tarafindan kuruldu. Zaman
silresi 'icinde bu islemler belirli kurallara bagland: ve spesifik kontrat-
lara indirgendi. Para ve sermaye piyasas: iirinlerinin de ticaret kap-
samina alinmas: vadeli piyasa iglemlerini olduk¢a geligtirdi. Tirkiye'de
1990'l: yillarda vadeli piyasa iglem borsalarinin gerekliligi tartismaya
acilmistir. Gelecegi doniik vadeli iglemler zamanm dOnemleri bakimindan
maliyeti ve vriskleri dengeleyerek, bir yandam Tirk finans sistemini
gelistirmek, &te yandan diinya finans sistemiyle entegre olmak
amaclarin: gerceklestirmekte yardimci: olabilirler. Sermaye Piyasasi Ku-
rulu tarafindan hazirlanan cegitli raporlarda vadeli iglem borsalarina zi-
rai {drinlerde gecilmesi ve d&ncelikli idrinin pamuk olmasi tavsiye edil-
mistir. Kurulug yeri olarak ise Izmir'e &ncelik verilmektedir.

I. INTRODUCTION

The instability in capital markets, the increase in foreign exchange rate
- volatility, and such similar situations create an unsafe atmosphere for a trader or
an investor in the world trade markets. In such an order no one 1s able t0o make
accurate forecasts about the future conditions of the costs. In order to minimize
the adverse effect of changes in the costs from today's spot costs people have es-
tablished the futures markets. Most financial transactions are made on spot mar-
kets, which means that the delivery is made in a few days. But for a trader who
has something to sell in future the spot market is not very useful.

In a futures market traders buy or sell futures contracts. In fact nobegy is
able to estimate to trend in the future but they make their investments based on
their own estimation. i

.
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2. WHAT IS A FUTURES CONTRACT

In a few words, a future contract is the obhgauon to buy or scll anythmg in
a future date and with a predeterminate price. All forward contracts are future
~ contracts but all future contracts are not forward contracts. It is like at ail French

people All Europeans but all Europeans are not French people. The distinction
between a forward contract and a futures contract lies on standards. The futures .
are kind of transactions but forward contracts only for foreign exchange and

mterest rates. The main four standards for future contracts are:

-Quanuty
- Quality
- Maturity

- Pl i‘ ?

- Futures contracts are dmded into two classes commodity futures and fi-
nancial futures. Commodity futures which covers various grains, oilseeds,
livestock's and meats, foods, metal, wood were first traded in U.S.A. in middle
- 1800's (Courtney, 1986, P. 10). Financial futures, which were first traded in
1875 includes treasury bills, treasury notes and bonds, certificate of deposits,

foreign currencies and stock indexes. This type of transactions was standardized
in 1984 and used at CBT (Hammer 1987 P.41).

3. FUTURES MARKETS" '

. Today all over the world traders can choose one of the followmg futures
markets *

"CBT : Chicago Board of Trade

CME : Chicago Mevchariﬁle Exchange

IMM : International Money Market

NYFFE : New York Financial Futures Exchange

LIFFE : London Intemation] Financia’ Futures xr‘:iéhng‘
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TFE - 3 TOronto Fututes Exchan‘ge "

 KCBOT: Kansas Ctty Board of Trade

i SFE Sydney Futures Exchange _ .
' MATIF . Paris Financial FuturesE)tchattge = .
The price of a futures contract is determined as follows:

Futures Price = Spot Prices +(Interest -t-' Storage costs + Insurance)

The features in brackets make the cost of holdmg (or carrymg coqt) the fu-
e tures contracts for the feriod of contracts. '

70 tllustrate and gtve an idea how futures pnces are presented we can look
the table given in the following page which appears in Wall Street Joumnal. (Here
‘we consider the currency futures on the parity between DM/USD). The first

column gives the openning price for April the 22nd. The second and the thid col-

umn reports the high and low prices on that day. Column (4) gives the settlement
price, which is the price at the close of the trading. Column (5) reports the change
in the settlement price, from the preccdmg day. Column (6) shows open interest
which is the number of contracts outstandmg Open 1nterest is a very important

indicator for futures speculators as it is an extent of thc demand for a certain fu-
furcs contract

‘Futures Prices on April 22
gD 9 » 8 (6)
OPEN HIGH LOW STTLE CHANGE OPEN INTEREST

1.9524 1.9570  1.9502 1 92620 +000_6 77630




4. AN EXAMPLE

The future contract can be explained as follows: Mr. X needs wheat and
~also he estimates that the price of wheat will increase in the future, At the same
time Mr. Y thinks that the price of wheat decrease. Now this two persorns can
make a future contract. At the end of the period, if we assume that the price of
~ wheat goes up Mr. X will i incure a given amount of profit. '

SPOT 17JUN92 16 SEP92 16 DEC92 17 MAR93 16JUN 93
~ DEM 1.6580 1.6723  1.6945 17142 17307 17424

I/DEM 6031 5980 5901

. S833 . e 5739

- DMAUSD

i 1.9930
2.00 '

©1.950

1.900

Speculution
(ain

1.850

1.800

1750

1.700

1.650

C17APR 171N 16 DEC 16 JUN
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Futures ConIracts
In this case Mr. X has two chonccq first one is to collect the amount or tu' 2
' scu the contract to an other pcmon '

5 ’I’lm examplc shows us that one party assumes the risk and collects frofit “
_but the other pan ehmmatcs any risk by scllmg the pmduct the futurc '

5. TYPES OF G()ODS IN PROCESS,IN FUTURES MARKET |

ot Futureq markct 1S nowadaye qunc cnlargcd into many arcas such as swine
' mtcstmc otl productq ctc (Horolu, ]99‘% S. 96).

As an extreme, exam;:ﬂc moplc can also mare future contractc based on the

~indexs like Dow Johns. In reality a future contracts market is so changing and

you always have reconsider your portfolio and make up your decisions. It could
much a gamblc and also a small mmonn of % bcncﬁLs from this market.

6. THE USES OF FUTURES MARKET

The future transactions can be used to:
- Hedging (prevent the risk)
' -Tr'ading (speculation)
- Price Discovcry (Price Fixing)
Some mvcetorq wanis 1o climinatc the risk and the others like to overtake

lhc mk The future market provide the facility for the nsk takers to speculate on
thc pncce and secure the investors who like to hedge. '

- There are three l\pCS' of ways s for aninv'c‘;lor'

e Scalpcr Making profit hv xhon posmonx In time¢ and collccung small
amounl per conlr'ict

- Day Tradcr Opcns his position and dmc 1tin a same day.
- Position Trader: Kceps the position for a long umc
For this type thcy arc two ways:
i Outright Position: High ri ok because of one contract. 5

- Spread Position: Distribution of risk over several contracts.

LN
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7. HOW TO DO FUTUR ES

In order to play in a futures market any person should use an mtermndxary

institution or he or she can provide a REUTERS screen and trammlt his or her
orders to the broker on the futures market brokef) ' '

- Now let assume that you use an intermediary metntutmn as it is the case of
. Turklye today for reaching the futures markets. You are interested in forei gn cur-
rency futures and you receive a paper from your intermidiary mmtuuon (from
“your bank) showing the value of DM agamst USD in CBT for futures agrecments
as indicated in the next page. Beside this of fered rates, your own vision for 16
~ December 1993 DM/USD currency futures is an appreciation of USD against DM
more that the rate given. You foresce the DM/USD parity in 16 December 199310
be about 1.99. If you arc determined your own rate you do the following: ‘

Fmt of all, you (the investor) call your bank and you give the order to buy
the DM/USD futures contract. Your bank calls its broker and announces to him
- your demand. Mcanwhile you pay an initial margin to the ciearing house. This
margin is regulated cach day to keep the contract valid for the next day due to dai-
ly tluctuations. The payments or gains at this regulation is called the variation
margin and this event is called the marking the market. As soons as your orderis
- received by CBT, it is written by paper which is called ticket. The person named
runner takes this ticket and delivers it 10 the broker on the pit or 1o the ring. For
- cach types of futures contracts there are special pits. The broker on the pit cry out
the order and contract is put in the exccution. The broker on the pit informs your

bank as your contract is purchased. So the bank gives you the information about

your contract. At the expire date of the graph and calculations in the next page. At
the expire date of the graph and calculations in the next page. All this regulations

“in the futures market are controlled and recorded by the CLEARING HOUSE a
non proﬁt organization (Ocal, 1989, P. 3-4)

8. TYPES OF ORDERS

H Thc cuetomcr can comrol his tramacuon by gwmg the following types of
orders (Hammer, 1987, P. 49), *

 Market Order: Exccute the transaction when the order reaches the pit.
0.CO:.: Buy at price X or scll at price Y, onc transaction annualates the other.
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Futures Coniracts

V.T.C.: If the price is X, than buy or sell. Validity is whole day.
V.T.W.: If the price is X then buy or sell. Validity is whole week.

Market on Clnse: B at a closing price of .he market at the last five
mmutes. ' *

i Marketon Opcn Buy at openning pnce of the market at first five mmutcs =%
e StopLoss 'l‘heordertohmnthcloss :

= 9 THE CASE OF TURKIYE

In Ttlrluye under the framework of Law of Secunues Exchange, the Stock

Exchange has rearranged on pre 1980's and in 1986 Stock Exchange of Istanbul
. has establnhed a -

_ Commodny Exchange on ! 50l products has established in 1891 and it is
called Izmir Commodity Exchange (ICE). In a 100 years period Collection Guar-
‘anteed Futures Contract system which is a step for contemporary futures contract

is used in Izmir Commodity Exchange (Vadch lslcm Borsalan Igin Temel Rehper, '
”.3).

There is potential in izmir Commodity Exchange for Future contracts mar-
ket. Estabhshmg cotton futures Exchang in Izmir could be solid base for
establishing other lypcs of futures markets in Istanbul Securitics Exchange.

. Establishing Commaodity Futures market in {zmir could be advised from
following reasons:

- - The policy of ]essemng governmental subvanelons for soil products is
nowadaye in the agenda of government. So cstabllshmg Cotton futures Markcet

“could be a starting point for a demand and supply based price system in soil
products.

- This year, the functioning of the price support system hae come under
further scrutiny. It will be recalled that the system guarantees farmers a subsidy

cqual to the difference between a target price and the prevailing market price
(subject to determined minimum level. or intervention price). The farmer must
produce an invoice, sale registration documentation, cotton farmer's identification

- cretificate and a dcelivery reccipt issued by the gin. The reason was supply cotton
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to textile staff will increase all over the world. At the same time, if the cotton
- futures contracts starts 1t will minimize the supplymg and production risks of tex-

tlle exporters

- Beside of people who minimize risks, some people want to take risk and
make profit. The coiton future contracts market could be attractwe for such
parties (Olal, 1993,8.47). - Bty £

- Cotton has wide range of circulation in trade So many pe0ple could
~ interested in the oommencal side of this pmduct. b

- Cotton is very good standardized staff Every bale com ing out of gins are
officially checked and marked by the Local autoritihies of General Management of
Standardization. This Institution is under the power of Undersecreteriat of
Treasury and Forelgn Trade. Turknsh cotton is well acepted in world market and it

1S Index Ain NYCE

Turklye is still depend upon agriculturel sector because of social and
- economic reasons. In order you minimize the fluctuations in this sector it could
be helpful to establishing future contracts market on soil staff.

The suggestedestablishmem of futures market in Izmir seem to be viable
~ preposition provided certain additional studies prove positive and specific
- measures necessary for the succesful functioning of a such market taken.

As we noted before we use future transactions for speculation and price
ﬁxmg According to the graphs below will first show how to speculate July 1994
expire dated No: 2 future contracts.

Buy in Sep 158.61 cents / Tb x 100. OO(I) Ib=$ 58. 610
Sell in Sep 1561.45 cents/be 100.000Ib = $ 61 450
' Net gain $ 2.840

Buy i in sep 2961.00 cents / Ib x 100.0000 Ib = $ 61.000
Scll in sep 661.70 cents /Ibx 100.0001b =8 61.700
‘ e R G e el

$ 2840

+

Total gain $ 3.540




- Futures Contracts

Around % 7 guiu $ base in one month is Yﬂty attractive.

- Sometimes manufacturer wants to fix his-costs and uses future markets for

. this purpose. For example: Yam producer wants to fix his costs and use No: 2

~July 1994 expire dated cotton future contracts for this purpose. Also he could not
~ take storage and tramportation ccsts of this Cotton bales till July 1994.

In September ; producer buys a July 1994 exprred 100.000 Ib contract
- from 58.61 cents/lb L ,. |

58. 61 cents/be 100000 $58610

- If Spot price of cotton in July 1994 increase 66 00 cents / Ib. The producer

$66000
sss 610

6600centsllbx 1000001b

57390

CASE ABOUT COTTON FUTURE CONTRACTS

S These are the graphs flactuation for two types of cotton futures contracts in
New York Commodity Exchange. The first one is called Cotton World future
- ontracts. We considered December 1993 expiry dated contracts in the graph. *

. $7.00 ' R S SRR | ' ' 62
ad Swenil - Usesd Lok

56.55
$6.00
‘ - 55.00
54.95
- Aug Sep Sep-  Sep i ASeP Lol Sep

S i - 22 29

(*) This figures are collected from Cotton Outlok Vol: 71 No: 35-40.
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< N o cotton future contracts is second type of cotton future contracts in
~ New York Commodnty Exchange In this case we consnder July 1994 expiry
dated contracts.

. 61.50

61.00

- 59.50

- 358.61

Sep
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TAHILLAR VE YAGLI TONMLAR

MARGIM

MIN FIYAT
HAREXE T

17:30/21:40

son ayin sonundan
onceki 17.i§ glini

17:30/21:15 JOC-MAR-MAY-TEM-

09:30/13:151 | bir kontrot ayimn

8.son is gunil

| bir kontrot ayinin
8.son 1§ glind

-MAY-TEM.-

l 09:30/13:15 X-MAR

bir kontrot avinin
8.son i§ gind

09:30/1

3:18

bir .8__.:.2 ayinin
B.son ig gini

¥ 09:30/13:15

bir kontrot avimn
¥.son 1§ gind

MAR-MAY-TEM-
EYL-ARA

09:30/13:15

bir kontrot avinin
8.son ig giinii

| MAR-MAY-TEM-
EY1-ARA

09:30/13:15 €

MAR-MAY.TEM.- tesiimat avinin

09:30/13:15}

EYL-ARA son 7. ig gini
BUGDAY _ _ MAR-MAY-TEM. | bir kontrot avinin
H.Red. Wi. 09:30/13:15§ 17:30/21:13 EYL-ARA B ~ 8.son i§ giinil

*¢ Marjinler degigebilir.
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KAHVE
- ROBGEP

%% Marjinler degisebilir.

09:40/13:43

09:30/14:15

10:00/12: 58
14:30/16:45

09:15/14:00

09:45/12:32
14:30/17:00 §

10:30/12:30
14:30/19:00

09.45/19:10

10:15/14:15

COMMODITY FUTURES

" VADELLI

. < | MAR-MAY-TEM-
12:00/14:58 gy

16:30/18:45 B.x yAKIN 2K.AYI

16:15/21:00

R,K AR-MAY-
16:30/19:00 TEM-EYL.-KAS

17:00/20:43 nxw..$>_~.v_\_><._
TEM-EYL-EKM

AR-MAY-AGLS-

12:30/14:30 | MAR-M/
| EXMARA

16:30/21:00

16:40/20:43

11:45/21:10

17:15/21:15

MAL ISLEMLERI

SOFT MALLAR

 VALUE OF

MIN. FLUCT.

MIN FIYAT
HARFKET

LAST
TRAODING DAY

SON ISLEM
TARIHI

SON UYarl
giniinden onoeki
11k 1§ glinu

ayin son glnd

son uyan
guninden dnock:
1k 1§ gunu

icslimat avindan
dncekl avin son 1§
guUnu

bir onceki aywn
son giinil saat 12

tesimat ,-w:&-:
dnceki ayin 8.

lakvim gun

kontrat ayinin son
is giniinden
Onceki 9.ig ginl
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INDEX FUTURES
VADEL! INDEKS ISLEMLERI

PRICE
eq_. ATION

KONTASYN.| osz M :zia.._..

MINIMUM |
FLACTUAT.

| teslimat ayinn sc
islem gimid

_ 04:00/06:30
w. oﬁuo\oe“uo ,

koontrat syiun |
3. Cuma'si

| konvat aymnin
|  2.Cuma'sindan |
onoeki ilk iy gund

16:15/23:15 o

kontrst aymimn |
2.Cuma’sindan
Onceki ilk 1y ginl}
~ kontrat avimin |

3.Cuma’sindan
dceki Pergembe
gunu

| 09:00/11:15 | 02:1504:15 |
-, 15 § 06:00/08:15 |}

|} 0s:3016:15 ] 16:30723:15 |

mutsbakat un:E.xw _
~bir dnceki 1§ guni

, @m”mu\;:u

02:1504:15
06:00/08:15 __

1 09:00/11:15
§ 13:00/11:15

~ kontrat ayinin
3.Cuma ginii

08:15/15:15 | 16:30/23:15 |

teslimat ayinin sory
is giiniinden dnceki
8. 1§ ginil

[ 15:20/22:00 |

1 07:20/14:00

kontrat aymin 3.

§ 08:15/15:15
_ Carsambasi

_ 8_._,839:

- * Limitler bir dnceki giiniin 33:!5- gore wa__:on:.orﬁa: |
" Z.EE?.. defisebilir. _




- Marjinler aaw.«o_:_z.

CANLI ZFCS

KIS _ VALUE OF MIN MAXDALY | LASTTRAODING DAY
9959 3959 RUCTUATION pouT | 1

KONTRAT AY1 _Sz__S FIYAT | MINIMUM  |MINFIYAT  [TAVANTABAN SON ISLEM TARIHI
_ IMIKTART  |KOTASYONU | DALGALANMA [HAREKET! _- .

17:05./21:0 MS ._E: 20.000 LBS ﬁﬁ'l Teslimat aymm 20 i gind

ayin son persembesi (bu tarhien

| dnceki 4 hafta tatil defil 1se)

| teslim aymin 20 1§ glni

kontrat teslim ayinin son J 1§
gininden 3nceki i§ glindl
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~§ 12:00 12:05

12:30-12:35

i 15:50-15:35 ¢
§ 16:70 16:15 §

b 15:55-12:00 |
| 12.:95.13:00
| 15:35-15:40
| 16:15-16:20 |

12:10-12:15 |
i 12:50-12:53 |
 15:25-15:%
i 16:05-16:10 ]

o 12:15.12:20

16:25-16:30

12:40 12:43
1 . 15:40°15:45

} 16:20-16:25

| 12:05.12:10

| 12:45-12:50

1 15:205:25
16:00-16:05 §

__tg.:”o.w |

14:30-14:33
17:30-17:35

i2:10-18:15 ¢§

13:55.15:00

14:55-15:00 |
| 17:35-17.40
18:15-18:20 |

METAL FUTURES
VADEL! METAL ISLEMLERI

JAYICIN GINLIK
SONRAK! 3 AY ICIN HER
CARSAMBA SOMRAKI 21 AY

ICDY HER cﬂ.;a.. QES»

' BAKIR GIB!

14:10-14:15 1

14:50-14:58 §

17:25-17:30

18:08-18:10 |

, | 14:15-14:20
13:00-13:08 ¢
15:45-15:50 ¢

17:45-17:50

_nnu.u._u"ue .

17:40 17:45

18:20-18:25 |

JAYICIN GUNLUK
SONRAK! UC AY ICIN HER
CARSAMBA SONRAK! 9 AY

ICIN HER 3.CU CARSAMBA

12:50 13:55
14:40 14:45 §

I_“eu :3 ]

| 14:45-14:50 §
17:20-17:25 §
18:00-18:05 |

* Kontratin Gerceklesme OEE ‘Aym 2. OEE veya sonraki i$ mc:c spot ﬁa\»mmam mcaww limit yoktur.
| bk KB.._E_Q. degisebilir.




9:8 09:45 | 16:45 Birbi
15:10 un:o _

:m>.=75 z;‘m 09:50 16:50
_u 10§ 22:10 }

09:50 § 16:50
15:10 § 22:10
09:40 16:40 |
15:10 | 22:10 |

09:20 :..no
15:10 | 22:10

* MMBtu Million wﬁ.& Termal CES

$® Marjinler dejigebilir.

irbirim takip
ans I8 ay

Jirbirini takip
cden 18 ay

irbirini takip

>den 15 ay

Birbirini takip

den 12 ay

'ENERGY FUTURES
VADEL! ENERJI ISLEMLERI

1000 VARIL

QUOT >§

FIYAT
KOT >m§
E

JATION] FLUCTUATION BIMIT

D b)-.?/! ,

| 10 § kontrat
basina

VALUE OF MIN. IMAX. DALY B.AST TRADING DAY
ISON ISLEM TARIHI

geslimet ayindan Snceki ayin 2.

kvim gliniinden Oncek: 3. ig gini

siimet ayindan dnceki aymn son

bis gitnt

Reslimet ayindan dnceki sy son

Reslimet ayindan dnocki aymn son §

inil

slimat ayimin ilk n....uExrn 15
giin 6nceki 1§ gini

eslimat ayimin mn takvim glniin-
den Snceki 7. igglind mesai sonu
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FINANCIAL FUTURES
'VADEL! FINANSAL ISLEMLER

ALUE OF MIM.MAX DALY LAST TRAODAGDAY

MINDAM
,CTU FLUCTUATION | LIMIT

. AYIN 3. CARSAMBA' m_zrgz
.,....mcéb:c!-E _ ! ONLCEK! 2 LONDRA 1§ GON

1 00-(AmUA- 0.01 PUAN . AYIN 3. CARSAMBA'SINLDAN] $1.500
: v

-_ HB.W&"S
ot | ONLCEKI 2. LONDRA 1§ GON

] MAR, HAZ, EYL, ARA.

mu“nb.Bg Z;. HAZ, mﬁ: ARA..

B
&
)

POt 100(AmUA- J0.01 PUAN 25. .. | TESLIMAT AYININ SON: 1§ | $3.
ASED YIELDJ(1 basis p.) | GONUNDEN ONCEKI 8. I$

GUNUNDEN ONCEKIS. 1S |
GUNC

{ o v ol
111‘

TESLIMAT ><79 SON: _«
QGZﬁ?dmA o.,.nma_ 8. 1§

0%7 Ozn_wa_o _m _

nao YiL} pmrth.

THOTE | MIDAM | 7:20-15: 15 | 15:20.23:15 | SUB, MAR, HAZ, TEM, TESLIMAT AYININ SON: 7.
(30 YIL) | . . AGU, EYL, KAS, ARA. GUNUNDEN ONCEKI 8. 1§
n GUNU




