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PROLOGUE

The Present

It is January 2010, and it is cold in Chicago. A man in a gray Chevrolet Impala drives into the city on Interstate 290. It’s known locally as the Eisenhower Expressway, or “the Eisenhower.” Traffic reporters often just call it “the Ike.” He has driven the route a thousand times, if not more. On the Eisenhower, an extension of Interstate 88, he cuts through western suburbs that used to be farms. He passes tough West Side neighborhoods, rail yards and warehouses, and luxury condominiums on his way to the Loop, the area where the elevated trains—Chicago’s “L”—rattle in from the neighborhoods, circle a section of the downtown area, and head back out again. As he approaches, buildings jut up like glass and steel blades of prairie grass. The old Sears Tower, recently renamed, looks particularly tall from this angle, a black stripe against the morning sky.

The man, whose name is Charlie Andrews, is briefly in traffic but not for long, which must be some kind of miracle in Chicago, where there is always traffic. He prefers gray cars because the color hides dirt as well as dirty snow. He navigates the Loop’s many one-way streets and stops short of Michigan Avenue, where tourists from small farming towns sometimes walk down the street with mouths agape and eyes wide as they wander between the skyscrapers. He parks the Impala in a lot on the southern edge of the Loop.

Andrews walks to La Salle Street, the main artery of the financial district. He passes impressive, heavy buildings that block the sunlight and cast long shadows. He’s the kind of man you don’t  necessarily notice, but if you do, you wonder whether he’s lost or perhaps wandered in from a different place and decade. Andrews is seventy-two years old and six-foot-four, topped with a shock of white hair. He wears a green suit and an oval-shaped belt buckle, the kind you can find in glass cases at Alcala’s Western Wear on West Chicago Avenue, an emporium popular with inhabitants of the city’s many Latino neighborhoods. It’s a rarity here on La Salle Street, where men wear blue suits, starched shirts, and the sort of shoes that benefit from frequent polishing.

Andrews enters a building at the end of the street that stops La Salle in its tracks, a Gotham-esque Art Deco tower at the end of the block. It looks taller than it really is. You might recognize it. It turns up in the background of movies. In The Dark Knight, a semi flips over in front of it. Today, in the snow, it looks like a giant armchair. An oversized clock ticks above the main entrance; on top of the building stands an aluminum statue, a few stories tall, of the goddess Ceres, the daughter of Saturn. Romans believed her to be the goddess of grains, or cereals. Here she’s on lookout, or would be if her face had any features.

Andrews pushes through revolving doors into the lobby, which features nine kinds of marble and pillars meant to look like skyscrapers. Around him, woven into odd places like heating vents, are stylized decorative versions of wheat. Deeper into the building, the elevator doors close and reveal more sheaves of wheat, this time in a shape that resembles a martini glass. But this morning he doesn’t get that far in.

The building’s lobby features a newsstand, a bank, and a restaurant with large glass windows looking into the lobby. The restaurant, once called Sign of the Trader and now called Ceres, feels clubby and cliquey, the kind of place where men who know each other meet for hushed lunches. It would be full of smoke if this were the movies, or if Illinois hadn’t banned smoking in public places. And it would be raucous and rowdy at the bar if the business being done upstairs in this building hadn’t changed. That said, even now, every drink is a double.

Andrews enters the restaurant, takes a seat in a booth, and gives a waitress his order, a sole sandwich with tartar sauce. He gives the order slightly louder and slower than seems normal. But he is not from around here. He lives in Kanopolis, Kansas, population five hundred. His great-grandfather was a butcher from Scotland who moved to the States and shot buffalo to feed railroad crews. His grandfather bought a farm and cattle.

Cowboys are prone to some tall tales, and Andrews is no exception. He has a few stories, and he will tell most without hesitation. For example, while buying cattle he went to Mexico and met the actor John Wayne, with whom he went on a two-day bender. The rest of the story involves the phrase “fifteen fresh whores an hour.” He left some to the imagination. There’s another story, told by a friend of his who has an office upstairs, about a visit to Clayton, New Mexico. That’s where that friend put a ranch horse in Andrews’s hotel room as a prank. Andrews doesn’t remember what provoked the prank, but he remembers the animal, as cowboys do. “I wanted that horse,” he says, adding that he took it home. “He turned out to be a tremendous horse.”

But the most interesting story Charlie Andrews tells has to do with the business he got into in Chicago. There he was, from Kansas, traveling to Mexico and around the United States, buying calves and light cattle on behalf of feedlots, which fattened them up to sell to slaughter. In El Paso in 1962, he opened a trading account with E. F. Hutton, a now-extinct brokerage company (best remembered for its ad tagline: “When E. F. Hutton talks, people listen”), and put $5,000 into it. He started trading something obscure—futures contracts on pork bellies. He became an active speculator. It fascinated him, he said, “because money is the way you keep score.”

Shortly after he opened the account, Andrews went to Chicago, where millions of cattle were sold in its stockyards and killed in its packing plants. While there, he visited the building in the Loop where he sent his pork belly orders. It housed the Chicago Mercantile Exchange, a member-run club.

He continued to trade pork belly futures, and then futures contracts on cattle. As the stockyards declined, he got to know the futures traders better as their trade grew bright and exciting. Some were young and rambunctious like he was. In 1969 he saw a hog futures trader, happy after a good day, pour liquor on his chest and light it on fire for fun. Andrews spent many nights with them on stools at Division and State Streets, a then-lurid nightlife district that put him in close proximity with both mobsters and housing projects. One night he heard machine guns as he walked down an alley at 2:00 AM. He hid behind a Dumpster.

In 1973 he joined the small futures exchange. Some of the wildest things he saw, he saw there at what they called “the Merc.” Men there were in the business of taking risks, and mostly with their own money. Some were successful. He saw a man rack up $10 million on a series of good trades. Many were not successful. He saw more than one trader on the floor lose everything. When new men came to trade, he learned to recognize the ones who wouldn’t make it. He could predict who would take risks wildly, without considering the consequences, and who would eventually lose his money, confidence, and sense and be wheeled off the trading floor on a stretcher. Andrews stopped trading for himself early on, after he lost a large amount of money, but continued advising people.

The longer Andrews stayed, the more futures contracts he had to choose from. The traders branched out into foreign currencies, stocks, and interest rates. Five years after joining the Merc, the cowboy was a broker advising money managers in New York, Geneva, and other places. The work had an unfortunate side effect. Andrews left in 1995 for a two-year stint in jail after he pled guilty to one count of perjury in a case in which a customer of his was accused of running a Ponzi scheme. Andrews says that he was innocent but changed his testimony on the advice of his lawyer. He pled guilty, paid a $400,000 fine, and agreed to testify for the government only because he believed that he would not serve jail time. From prison, he successfully fought off civil suits and continued to call his office every day—collect—to relay his views on  the market. When he was once again a free man, in 1997, he moved back to Chicago.

It felt different. The traders had long dominated their small corner of the financial world. But they were being overshadowed by a new group of faster, larger traders. Some traded with computers, others worked from offices with massive amounts of other people’s money. While many were more sophisticated and educated, some of them started to remind Andrews of the traders who came to the trading floor and took risks with money they couldn’t afford to lose, and inevitably did. The Merc members, to compete in the changing world, transformed their club into a public company and embraced technology. In 2005 Andrews moved back to Kansas to work from his home.

From there, he watched as prices in many markets skyrocketed. Food and oil prices shot up. So did home prices. But Andrews says he had learned in the cattle business and on the trading floor to sense when a market was frothy. In mid-2007, he says, he advised his customers in the financial markets to proceed with caution. He says a few did, while others ignored him and switched to different advisers.

In 2008 the markets crashed. That fall, the financial system ground to a near-dead halt. American taxpayers paid billions of dollars to prevent the financial system from collapsing. Andrews watched it on the news from his home office, with a view of his horses and pasture. When it happened, Andrews just shook his head and was amazed at how much had changed.

 



As Andrews talks, men walk by. Some wear colored trading jackets, and others wear suits. A man with graying hair sits at a table by the back wall, engrossed in conversation with an attractive female companion much younger than he. Another man, wearing a trading jacket, is hunched over his plate just a few tables away. Some are old enough to retire and play golf in Scottsdale or Naples. Instead, they are hanging around La Salle Street in the middle of the afternoon, in the dead of winter.

All of these men seem to know each other, and they tell a version of the same story. The details vary, mangled by time, whiskey, egos, and personal grudges. But it’s about how their simple, overlooked business called futures grew into something far larger. They hang out here and cling to a clubhouse built when airmail was advanced technology. They’re like the last guests at a party, tipsy, full of stories, and not quite sure how to get home.
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Grain

The place that became Chicago was founded on land known as Illinois Territory, named in a hat tip to the Native American groups that long inhabited the area. In 1808 the government built Fort Dearborn on a small hill above a river, near the shore of a large freshwater lake. The soldiers defended the fur trade. Chicago was built, literally, for trading.

By 1812 the people pushing into the western territory had annoyed and frightened the natives, who allied with the British to stop American expansion. On a hot summer morning that year, a few dozen men, women, and children evacuated the fort. They followed the lakefront and made it about a mile and a half south—to the area that would become Prairie Avenue, Millionaires’ Row—where they were attacked by natives, who killed fifty-some people and lost some of their own in a matter of minutes. The surviving settlers surrendered. This was called the Fort Dearborn Massacre.

The attack scared off plenty of people, but the great national march westward was ultimately unstoppable. The army returned in 1816, and Illinois was admitted to the union two years later. Fur traders and military men gave way to a parade of farmers, merchants, and other entrepreneurs who built log cabins and sod houses on the prairie and farmed some of the richest soil on the planet. They fought off disease, bad weather, animals, bandits, and the other unpredictable elements of life on the fringe.

In the 1830s, they started digging a canal. The goal was for the Irish workers doing the labor to dig a ditch that would connect the  Chicago and Illinois Rivers, thus linking the Great Lakes to the Mississippi River and putting Chicago in a good position to become a hub. It could be a center for business to rival and maybe overtake other hopeful cities, like St. Louis.

The canal sparked a land rush. An Englishwoman traveling through town in the 1830s described streets crowded with land speculators and storekeepers hawking farms and lots. In 1835 a man named William B. Ogden arrived from New York to oversee his brother-in-law’s 150-acre real estate investment. He sent back word that speculators were driving prices to ridiculous levels. Sure enough, it was a bubble, and land prices crashed in 1837.

Then came 1848, a year that a Chicago trader would describe 160 years later in his office with such fondness that it almost seemed like he had been there. That year the canal opened, the city’s first railroad tracks were laid, and the telegraph arrived. Chicagoans stared excitedly into the future.

 



As Chicago became a hub, Ogden and eighty-two other men created a business organization that became the Chicago Board of Trade. At first the Board was just a group of businessmen. They met in a long, narrow room upstairs from a flour store at 101 South Water Street, on the south bank of the river, near where Fort Dearborn stood until 1857. Besides Ogden, there was Gurdon Hubbard, a Vermonter and future meatpacker and the city’s first insurance man. There was John H. Kinzie, who was a son of one of the first settlers and who had seen and survived the Fort Dearborn Massacre. Some of these men had names destined for the Chicago street map. They got together to discuss and promote the city’s commerce.

Before long, they started talking about grain, which was a big business in the frontier town. Some farmers hauled it in on rutted, muddy, bandit-ridden roads. But most were too busy taking care of their farms to make the trip. They sold their grain to local merchants, who brought it to Chicago by boat or railcar and then haggled in the streets. The Board of Trade decided that it made more  sense to have one meeting place for everyone with grain to buy or sell and tried to lure them to their room on South Water Street, and to other rooms they rented around the area, eventually resorting to crackers, cheese, and ale.

Few showed up, but Chicago’s weather gave them reason. The city was built roughly halfway between the North Pole and the Equator. Warm fronts from the south clashed with cold fronts from the north. As the seasons changed, temperatures swung from bitter cold winters to hot, humid summers. That’s part of the funny story of this business, and one reason why it developed in Chicago instead of, say, Florida.

In late fall and winter, farmers growing corn along the river hauled it by oxcart and sled to the local grain merchant. The river and canal were sometimes already frozen, and merchants couldn’t get the corn to Chicago, so they stored it in corn cribs during the winter. In the spring, the river thawed and sellers converged on Chicago and drove prices down to the point that it wasn’t always worth making the trip. Farmers, traders liked to say later with theatrical flourish, would dump their corn in the river.

So river merchants started arranging to sell the corn in advance. Someone said, “Hey, I know it’s cold and only March now, but I’ll deliver three thousand bushels of corn to you next June for a penny cheaper than what you’d pay me today. Deal?” On March 13, 1851, three years after the Board of Trade was formed, two traders signed the first such timed contract—or at least the first one to make the textbook. A seller promised to deliver corn the following June for one cent per bushel less than the March price.

Similar contracts were traded at other places and times around the globe. Some traders point to the Bible, ancient Greece, medieval Europe, and seventeenth-century Japan to show they were following an established path. But this trade took root in Chicago in a way it hadn’t before. People in the grain trade who were worried that prices would go up or down started trading these contracts. People who knew nothing about corn also started trading them. They saw an opportunity to make money by guessing the  direction of corn prices, and they bought and sold the contracts before having to take or deliver corn. By the mid-1850s, a single contract could pass through several hands before finally ending up in the hands of a merchant who wanted corn. Around that time, traders finally started gathering in large numbers at the Board of Trade.

By 1856, the Board of Trade had several hundred members, and the trading room had grown crowded. The gypsylike exchange moved to the corner of South Water and La Salle Streets. In 1860 there were still more people who wanted to trade, so the Board moved again, to a new building built steps away at South Water and Wells Streets. The second story had a large hall, more than four thousand square feet, with frescoed walls and ceiling and uninterrupted views from one side of the room to the other. In that new space, they traded furiously because the demand for grain skyrocketed as northern and southern soldiers fought in civil war. The Union quartermaster, who was responsible for keeping the troops fed, ordered oats and pork in advance, and speculators dove in—those that didn’t join the Board’s own regiment. One of these traders, a man named Benjamin Hutchinson, made a small fortune in 1864. The next year, he must have heartily shaken hands with both General William Tecumseh Sherman and General Ulysses Grant when they visited the exchange.

It’s hard to pinpoint the moment when the transformation occurred. But by 1865, the contracts started to look alike. Instead of buying and selling specific bags of grain, traders bought and sold grain that met a specific description—a certain grade of corn, for example. The contracts called for standardized grades of grain, to be delivered in standardized amounts, on standardized dates. With contracts that looked alike, it became easier to buy and sell them and to trade them like baseball cards. On October 13, 1865, two months after moving yet again to La Salle and Washington Streets, the Chicago Board of Trade adopted some rules for this trading. According to the late University of Illinois agriculture professor Thomas Hieronymus, who wrote a textbook on futures,  that’s the closest anyone can come to assigning a birth date to the modern futures contract.

 



If the forward contract was haute couture, the futures contract was strictly off-the-rack—a generic piece of paper. And the futures contract was a great equalizer. It attracted people like Hutchinson, who built a meatpacking plant in brand-new stockyards south of town. He didn’t need much money to trade. With a small amount of money down, he could buy a futures contract and flip it for a large profit. As long as he bought low and sold higher, in either order, he would turn a profit.

The city was full of opportunity-seekers like him. It also had a bunch of thrill-seekers. Professional gamblers from Mississippi riverboats poured into Chicago and its gambling dens during the Civil War. Men bet on cards, checkers, horses, boxing, and rat fights. They filled neighborhoods like the Sands, just north of the river. A stretch of Randolph Street became known as Hair Trigger Block because so many men went there to settle their fights with guns.

With futures, traders were more than gamblers. Gamblers created risks to bet on. They threw dice that didn’t have to be thrown. They ran horses that didn’t have to run. But in the futures business, men had no need to manufacture risks because they bet on risks that would present themselves. The corn crop could fail. The farmers could be snowed in and unable to deliver grain. So the futures traders provided insurance. By locking in prices in advance, they took risks that other people didn’t want. And the more the better. With traders milling around, whenever a farmer or merchant wanted to trade, someone was usually there at the Board of Trade to quote a price and make a deal. As traders, they quoted competitive prices and created smaller gaps between the buying and selling prices, shrinking what could be large swings in price.

Futures took off in Chicago because, in a sense, everyone there was speculating. Hopeful businessmen constructed warehouses,  railroads, homes, and shops. Some built stockyards on swamp-land. When cholera broke out, they raised the city streets and reversed the flow of the river. Risk and opportunity were plentiful, and the futures contract concentrated much of that into a financial instrument. The people who traded futures became known as speculators.

The city itself briefly seemed like a losing bet. In October 1871, a fire broke out, and a story spread that a cow owned by Mrs. Catherine O’Leary kicked over a kerosene lamp and started the blaze. However it started, the fire burned down a quarter of the city and made close to 100,000 people homeless. It also burned the building that housed the Board of Trade. All the risks taken to that point—to move to Chicago, to put time and money into trains, canals, sewers, and grain elevators—seemed for naught. But some people in Chicago sized up the city and saw a clean, albeit smoking, slate. Contracts to rebuild were signed immediately. The Board of Trade moved into a temporary home while the Chamber of Commerce building that housed it was rebuilt. Chicago would come back taller than before—out of the fire and into the skyscraper.

 



The ancestors, as it were, of modern traders were not well liked. In 1878, R. K. Slosson, someone who was obviously fed up, wrote a letter to the publication Western Rural. He complained about the men at the Board of Trade. He said that they took advantage of farmers, and he said it in several descriptive ways. “They eulogize the doctrine that supply and demand fix the prices of grain,” he wrote, then went on to call the Board members “liars,” “unscrupulous gamblers,” “bifurcated abominations in the sight of the Lord,” “brotherhood banditti,” and members of a “filching machine.” “Like cannibal insects,” he wrote, “they do not hesitate to eat each other up.” Also, “they are banded together, and that too, under the eyes of the law, to rob farmers and country buyers, and their machinery is so simple and yet so perfect that success is theirs.”

He had some legitimate gripes. Some early traders were particularly well behaved. Five firms owned the city’s biggest grain elevators, which were huge storage warehouses that were like frontier skyscrapers. Some of the elevator men were Board of Trade members, and they worked creatively together to make money at the expense of farmers and merchants who paid to store grain. They fixed prices. They had railroads deliver grain to them, regardless of where it was supposed to go. The elevator owners spread rumors that grain was going bad so they could buy it for cheap. They bribed grain inspectors to disguise bad grain.

But slowly, over a few decades, the Board of Trade members, with some help from government officials, reined in the elevator men and pounded the business into shape. Quite literally, they pounded it into an octagon. Even though members gathered in one room to trade, they had trouble seeing each other. They pushed, shoved, and destroyed furniture while trying to buy and sell, and they fought in and around the building. So in 1870 a director suggested they use “raised steps,” and that December the members introduced a circular platform that evolved into an octagonal series of steps. This was the pit, perhaps because it descended into the floor like one. Traders on the steps faced each other and looked into each other’s eyes. They saw who was trading the most and who was buying or selling. They made deals in the open and established prices everyone could see.

They tracked the prices and displayed them on a quotation clock whose arms pointed to fractions of cents rather than minutes and hours. With that, a trader could see how much money he made or lost as easily as he could see if it was time for dinner. When the market closed, trades were tallied or “marked to market,” and there were an equal number of winners and losers. Men whose futures positions had lost value paid money. The others collected it.

And with this, the futures market became a game. It became a speculative sport that captured headlines as the rich men of Chicago played it between their other business dealings and pursuits.

One of the finest players, it seemed, had predated the market by a few years. That was Joseph of Amazing Technicolor Dreamcoat  fame in the Bible. Joseph advises the pharaoh of Egypt to store surplus grain. Then, when famine hits, people from all over, including his own brothers who’d sold him as a slave, come to Joseph. Thanks to dreams, he anticipated a shortage and profits from it.

Some of the Chicago traders—who met in the pit—also anticipated and profitted from shortages. They, however, used futures and stealth to create temporary, artificial shortages called “corners.” Working alone or at times with others, a trader cornered a market by buying a controlling amount of something, often wheat. If he did it right, he ended up owning all the wheat in local elevators. When he bought, others sold, and those sellers promised to deliver wheat by a certain date. He knew that some sellers would grow and deliver the wheat while others, figuring that the price of wheat would fall, would plan to buy it for cheaper and deliver that. But when the time came, they wouldn’t find any wheat to buy and deliver, in which case they were “cornered”—backed into a corner. To fulfill their obligations, they were forced to pay exorbitant prices to buy back futures contracts to cancel out their position. Sometimes they were forced to buy the contracts from the man who’d pulled off the corner at whatever price he demanded.

Because the shortage was artificial, the price hike was too. The man who cornered the futures market made a small bundle on futures. Then he sold the grain itself at a loss in a move that was called “burying the corpse.” When he did that, the artificial shortage turned into a glut, and prices collapsed.

The first man to corner in a big way was Benjamin Hutchinson. An early fixture in the pit, “Old Hutch,” as he was known, was a farm boy from Massachusetts who went into the shoe business and eventually made his way to Chicago, where a reporter described him as someone who had the “complexion of a liver sausage, and weighed only one hundred pounds.” He went into the meatpacking business, then became a banker, lent money to men at the Board of Trade, and became a member of the Board.  Hutchinson was known as the king of the wheat pit. He had a throne—a wicker chair—on the trading floor. In 1881 it was estimated he was worth $10 million.

In 1888 Hutchinson led his most famous corner. He stealthily bought up wheat futures contracts. In the fall, a frost killed off a portion of the year’s wheat crop. This worked to Hutchinson’s advantage and made wheat even harder to get. On September 4, sellers wised up to his plotting, but there was little they could do. The market was going up (just like the world’s first skyscraper, a brick structure a few blocks away). Showing off, Hutchinson had his broker buy 1 million bushels in a single trade. When the contract expired, sellers were indeed unable to find wheat to deliver. They were forced to buy back futures contracts directly from Hutchinson. He made millions on the deal, outraged local journalists, and embarrassed his son, who was then president of the Board. When the corner was over, the price of wheat crashed.

In the end, Old Hutch got some comeuppance. In 1891 he bought 3 million bushels of corn, due for delivery in July. But he didn’t buy enough corn to successfully corner the market. The price dropped, and the futures contracts he had bought were worth less than he paid. He lost $2 million. His son settled his trading debts for him—and Old Hutch left for New York City. He rented a tiny office on Wall Street and slept in a swivel chair. In an article he wrote for the North American Review, he argued that there could never be another big, successful corner in wheat and compared the market to Niagara Falls, something men could influence but never truly control.

Hutchinson’s actions made more of an impression than his writing. In 1897 a younger man, Joseph Leiter, tried to become the new wheat king. Leiter was born into money, the kind that paid for mansions, electric lights, live-in servants, and fashionable parties on Prairie Avenue. His father was a retailer in business with Marshall Field, who had a department store on State Street. The younger Leiter spent a year buying up 22 million bushels worth of wheat futures contracts and another 18 million bushels of actual  wheat. He started when wheat was at seventy-three cents a bushel. It rose to a dollar, and then even higher.

He faced off against his father’s neighbor, Philip Armour, one of Chicago’s richest men. Armour had made his money in gold and then with a massive meat-packing operation by the stockyards. He also controlled eight large grain elevators and did plenty of trading at the Board. Armour sold Leiter futures until he realized that he’d been caught in a corner. He offered to make a deal and settle up for $4 million, all profit for Leiter. But Leiter refused to settle, believing he could send the price higher.

So Armour became determined to break the corner. As a seller, he was obligated to deliver wheat in Chicago at a specified time. Leiter had made sure there wasn’t enough wheat available locally for Armour to buy. But there was wheat that would do the job around Minnesota, and Armour was rich enough to get it. As winter set in, he sent ice-breaking boats north to keep the water from freezing up. With the channels open, he had freighters bring grain to Chicago loaded down with 1 million bushels of wheat.

The battle between the two men played out over several months. Leiter took delivery of the wheat and kept it off the market, in elevators, to keep prices high. But high prices are like fertilizer—they make crops grow. The next summer farmers did some speculating of their own. Inspired, they grew loads of wheat, and consequently there was more than enough to meet demand. So what Armour had started, the farmers finished. When the price of wheat collapsed, Leiter’s paper winnings turned to a $10-million loss. His dad bailed him out. Armour was soon distracted by another scandal involving tainted beef.

Soon after, Leiter and his speculating colleagues were immortalized in literature. In 1903 a writer named Frank Norris published the novel The Pit, a fictionalized take on the Leiter corner. The Leiter stand-in, Curtis Jadwin, becomes addicted to speculating in the market, which nearly destroys his life. At the climax, his destruction is played out in public as people from the city crowd into the visitors’ gallery and watch him lose everything.

The next year Parker Brothers released “Pit,” a game that dealt cards representing different grains. Players hit a bell and noisily attempted to corner the market. Then, in 1909, after the muck-raking classic The Jungle excoriated the meat packers, D. W. Griffith released Corner in Wheat and in fourteen silent minutes painted a picture of a callous “wheat king” who in a suit and with a cigar made a fortune on the backs of hardworking farmers and hungry children. As he celebrates over a fancy dinner, the price of bread rises and lines form. A baker turns away a mother and child unable to pay for a loaf of bread, and he turns away a group of hungry men. When they get upset, policemen run them off. The solution, to Griffith, seemed clear. His wheat king visits a grain elevator and while there receives a telegram that says he has made another $4 million and controls the world’s wheat. The king pumps his fist in the air. But as he does so, he slips into the grain and is buried alive.

 



Hutchinson and Leiter headed up a long line of people who tried to corner their way to riches and glory. The local papers gleefully reported on the many who failed. Yet into the 1920s, the games continued. Large traders, especially one named Arthur Cutten, continued to manipulate the market. Farmers complained about erratic wheat prices. Finally the secretary of agriculture demanded that Board of Trade members oust the clique of “gamblers and scalpers” in control of the exchange. And members in the 1920s had no choice but to adopt something that they had previously resisted.

The Board of Trade members adopted a self-enforcement system called central clearing that was already in place at exchanges in Minneapolis and Kansas City and became a foundational element of futures trading. The members created an entity called the Board of Trade Clearing Corporation, which brought order to the market. This clearinghouse became an intermediary that guaranteed both sides of every trade, collecting money from losers to pay to winners. It also inspired members to watch each other. A trader  put money in an account with a “clearing firm” that would be held responsible and would have to pay the clearinghouse if that trader walked away from a debt. Because the clearing firm was on the hook, it watched the trader. If he looked like a wild gambler, the clearing firm limited how much he could trade. If a trader lost money, he had to pony up more money to stay in the market. If the clearing firm couldn’t pay the clearinghouse, an emergency fund or other clearing firms would be held accountable. The clearing firms became like the neighborhood watch group, always on the lookout for potential deadbeats.

This seemed to work because the exchange continued on. In 1929, when buildings exploded upward all over the Loop, built for companies selling chemicals, furniture, toothpaste, and other goods, the Board of Trade members erected their own building. At the foot of La Salle Street, they constructed a joyful Art Deco headquarters, the tallest building in the city. They would trade through the Depression and the Dust Bowl, stopping only during the Second World War, when the government capped the price of some foods. When prices were held steady, there was no need for futures or for people who traded them. For a time, the price of a membership fell to $25, and it looked like the futures exchange would die a quick death.

But the war ended, prices rebounded, members returned to La Salle Street, and the Board of Trade came back to life, as did a test case in capitalism. The exchange was simple, full of real people trading real things. Run with some democracy and a little law and order, the Chicago Board of Trade looked like a microcosm of the country—a small, intense version of the American experiment.
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Soybeans

After the Second World War, Chicago seemed like a different place. The city of unbridled and unreasonable optimism had grown up and morphed into the city of the common, hardworking man. By the 1950s, its neighborhoods were full of brick bungalows. Residents drove their Austin Healeys down Lake Shore Drive, which ran down the side of Lake Michigan, and on weekends families took the Green Hornet streetcar to the Loop and had picnics in Grant Park, where they gawked at the Versailles-inspired Buckingham Fountain. They ambled to State Street to shop at Marshall Field’s department store, and they cheered at baseball games and wrestling matches at the International Amphitheater, where women wore dresses and makeup and men wore ties and fedoras.

In 1952, A. J. Liebling from The New Yorker published a series of mocking articles about a year he spent living in Chicago. Poking fun at the skyline, the beaches, and the residents, he nicknamed Chicago “the Second City.” But if Chicago seemed to have lost its spirit, some of it lived on inside a building on La Salle Street.

It was an unusual office building at 141 West Jackson—a tall Art Deco structure with a statue on top. The lobby was loaded with marble and nickel silver metalwork. Traders could walk in and look up at several floors, like they were looking at the decks of a cruise ship. The six-story trading room, on the fourth floor, was even more impressive. Cigar smoke and haze rose to the ceiling, and huge windows looked north down La Salle Street toward  the Chicago River and the Merchandise Mart on the other side. The other walls were paneled with English oak, and an elevated chalkboard wrapped around the room attended to by men on cat-walks, covered in chalk dust. At the same level, there was a balcony for visitors to observe the goings-on. Even with the massive windows, the room seemed dim because a canyon of buildings outside blocked most sunlight.

The room was loud. It held several hundred men, many of them older, holding pipes and cigars and maybe a flask in a pocket. Some stood in front of the windows by tables with hard stone tops on which small bags of grain—samples from railcars that were sitting on tracks somewhere outside in Chicagoland—were examined. Men from companies like Pillsbury and General Mills came by, reached into the bags, and pulled out handfuls of corn, wheat, oats, and other grains. They ran the kernels through their fingers to gauge the quality, and if the price was right, they made a deal. Then the men wrote orders on forms and sent them to a railroad office in the building, arranging for the railcars to be routed to a new owner.

The deals they struck were based on the prices being determined a few steps away, in the pits, where groups of men yelled and gestured as they traded futures contracts. As they reacted to the buy and sell orders coming in, they provided a window into the bigger, hazier world of people supplying and demanding grain. After the bell rang to close the market, many adjourned to committee meetings where they discussed everything from disputes between members to the direction of the exchange to the color of the paint on the walls.

Chicago, with Lake Michigan on the east side, was a mix of people largely divided into north and south, the north being more white-collar and the south more working-class. The South Side had heavily Irish working-class neighborhoods like Bridge-port and Back of the Yards, whose residents drove hogs or cattle through the nearby stockyards and met some of the people coming through—like the Kansas cattle broker Charlie Andrews  before he started trading pork belly futures. Others worked at steel mills. South Side residents cheered on the White Sox at Comiskey Park, prayed at their local parish, and warmed their bungalows at night, sometimes by burning coal. They were tight-knit and insular. And they elected politicians from their ranks to run the city.

The Board, too, had a mix of people, including executives at major grain companies that did business on the exchange. It had men who were German, Czech, Jewish, and from the North Side. But the perception became that the members who controlled the exchange and made decisions were South Side Irish. It had many independent brokers and traders, the working-class men of the financial industry who performed the tasks that made the market run. In the 1920s and 1930s, some of them had made money and moved farther south to the more suburban neighborhoods with green lawns and handsome homes. The Rock Island Line train stopped just outside the back door of the Board of Trade, and traders hopped on there and hopped off at stops like Gresham, Beverly, and Blue Island.

The list of members included McCarthys, McGuires, McKerrs, O’Briens, O’Connors, and Ryans. There was also Peter Carey, who was elected by members in the 1930s to be their president. They helped give the exchange the temperament of an Irish family—private, clannish, supportive of insiders, suspicious of outsiders. In 1938 an attorney for the grain company Cargill, when fighting with the members, complained the Board of Trade was run in “closed social club style.”

The work was cyclical and less dependable than a typical job in a typical office, but members could bring in sons, nephews, and cousins, teach them the business, and pass it down. During the Second World War, when trading and opportunities to make money dried up, Peter Carey left and was elected Cook County sheriff. He died of a heart attack in 1943, his first year in that job. But his son Bernard “Bernie” Carey, who had studied to be a priest, was by then a member of the Board of Trade. Bernie flew twenty-five daylight  bombing raids over Germany, came back after the war, and became a bean trader.

 



After the war, soldiers returned to Chicago, and some came back to the Board of Trade. It was like a second homecoming to be back in the dim room, with all the sounds, friends, and activity they had missed. They were joined by others who came to the Board for the first time after the war. Many veterans had fought, then used the GI Bill to go to school. They were just looking for work, and they found futures trading.

The board required an intense job interview. A prospective member started in an office, where he needed to have two members in good standing vouch for his character. Then the membership committee met and discussed the applicant, weeding out anyone who had a questionable financial background or seemed likely to go bankrupt. The weeding was easy when an applicant had a family member around. After that, the directors of the exchange passed around a small wooden box, slightly bigger than a cigar box. The directors dropped white marbles into the box if they approved of an applicant, and black marbles if they had concerns. The chairman of the exchange would then open a small drawer in the box and report on what he saw—usually white marbles.

When an applicant was admitted, becoming one of 1,402 members, he scrounged up a few thousand dollars to pay for a membership—to buy a “seat” in the terms of the market. Bankers didn’t usually lend money for this, so traders leaned on family and friends.

Then a new trader needed another kind of sponsor—someone who would guarantee his trades. There were clearing firms for this, run in offices by people like brothers Jimmy and Charlie McKerr, a wheat trader and corn broker, respectively. They typically had a new trader put up margin money to trade, and if the new member couldn’t do it, they might front him the cash. If there was a problem and a trader got in over his head, the firm was responsible. But if the trader caught on, every time he bought or sold a futures contract  he paid the clearing firm a fee. As a new member traded more and more contracts, he naturally paid more fees.
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