A federal regulator
offers his suggestions
: for safe investing in
- the volatile world -

of commodzty futures

ne of today s fastest grow-
ing investment altema-
S tives is “commoadities,” a
terin that has come to include
items as diverse as gold and sil-
ver, gasoline, heating oil, farm
goods and such less tangible
goods as forelgn cuirrencies, U.S.
Treasury securities, and the new-
est stock indices. Total trading on
the U.S. commodity futures ex-
changes grew from 13.6 million
contracts in 1970 to 112.6 million
in 1982, and another record year
was established in 1983. Add to
this the vigorous cash markets for
precious metals and other goods
and the total commodltles uni-
verse becomes vast.

While the financial nsks of
commodities speculation are for-
midable, potential small traders.

of the commodity boom’s less sa-
vory "by-products—a wave “of
fraud that has swept the country
in Tecent _years, causing innocent
and‘ trusting investors to lose
eéstimated $200 mllhon a year
, blic awareness “of the ¢ cor-
'modlty-fraud problem * ‘was
helghtened recently by the expo-
sure of two spectacular swindles

tomers were bilked out of nearly

and‘other precious m
: nvestlgators
'chec:ked into’ these flrms '

~commodity dealers

must also be on guard against one

any
-among’ these nonregulated cash

: | concerns lie. ..
in wh;eh an estimated 50,000 cus- ‘

$100 million. Both cases involved -
firms advertlsmg the sale of gold .

eventually"l

gone and there was nd gold in the
company vaults.

Obviously, the great majority of
are not
crooked, but the fact that the bad
apples are few does little to com-
pensate their victims. Since Octo-
ber, 1982, I have been'a mernber
of the Commeodity Futures Trad-
ing Commission (CFI‘C) the fed-
eral government’s regulator of all
U.S. futures trading. The legiti-
mate futures industry, exchanges
and brokerage firms alike, has a
generaﬂy strong record of integ-
rity. However, the regulatory sys-
tem “itself is"limited. Precious-
metals dealersin the cash market,
for instance, are generally not dil
rectly regulated by the CFTC or
ther federal agency. It is

commodlty “firms ~where “the
greatest incidence of fraud has oc-
curred, ‘and where our greatest

against commodlty fraudisan ed-
ucated public. Simple comimon
sense and the backbone ‘to .ask‘

sive 'salespersons often is enough

to prevent a ‘crime, or simply a | -
bad 1nvestmer1t What follows are'

ns or $ay “no” to aggres” |

10 pomts to keep in mlnd if you
are consxdenng putting your
money in commodltles

1. Never gwe your mo’ney toa face'—
less voice over the telephone or in
response to an unsolzczted adver-
tisement from a ﬁrm you Ve never .
heardof. 7

.The most common commod1ty
frauds are the * bucket shops” or
“boiler rooms,” where bands of
salespersons, often operating out
of a single office with a bank of
telephones, call hundreds of po-

- tential victims all over the coun-

try, telling them to send money
right away for a “can’t miss"—
and often bogus—investment.

If you get an unsolicited sales
call, be suspicious. Ask the caller
how the company got your name,
and whether there is a local bank
or financial firm you can call for a
reference. Demand that informa-
tion about the investment and the
firm be sent to you in writing be-
fore you send any money. Be leery
of any saIesman who claims to
have sper:lal o 1n51de .informa-.
tion,” who won't give you his
company's address or return tele-
phone number, who asks for a
sizeable amount of money in ad-

who tries to buliy you i

2 Try o do. business with people
you know personally and who have
good business reputations. .

“Ifyou don't knowsucha person

"I deal with a brokerage firm’ or,

commodities professional with &
reputation for honesty and relia-
bility."Above all, _get acquainted
with the people who will handle
your account. If you encourter re-
sistance, go elséwhere.

Choosm g the right broker orad- .

v1ser isvery 1mportant Commod—




ities markets are notorlously un-
predictable ~and’ volatile, and
substantial gains or losses can
turn on subtle market Judgments
A $1-an-ounce drop in the price of
silver, for instance, can translate
intoa $5,000 loss on a single silver
futures contract. While your bro-
ker's advise and expertise will be
invaluable in making decisions,
even the most legitimate and cau-
tious - brokers: are: sometimes
wrong, and tensions can arise. So
it is important that you trust the
people managing your account.

I you need information on a
particular firm or broker, call or

write the CFTC's Office of Public’

Information, 2033 K Street, NW,
Washington, D.C. 20581; (202)
254-8630. They can tell you if a

firm is registered and if there are’

any past or present CFTC legal
proceedings against them.

3. Educate yourself, _

Take time to review the litera-
ture on commodities trading that
the firm gives you. Also check
‘with your local library or other
sources to see what else mlght be
available.

4, Understand what strategzes yOour
broker might want you to employ.

If your broker is reluctant to
take the time to explain them to
you, or if you don’t feel comfort-
able with your broker's plan, for-
get it. Don't trade, or get another
broker. 1 believe most legitimate
brokers will want you to under-
stand their strategies and will
welcome your input.

5. Read everything you szgn L

Our agency requires brokers to
give you certain risk disclosure in-
formation that must be signed. If
you are not given any risk disclo-
‘sure mformatlon, don’t trade;:

:_,any "documents’ yo
‘worth taking

is | it probably is too goo
| Don't try to argue’

ments or contracts that you; are

asked to enter into, and to ask
whatever questions you feel are
necessary. The customer, mist

ing read it. We consider the infor-
mation on this risk- dlSClOS].lI‘e
document very important, and
urge you to read it carefulIy

6. Don't be shy t0 ask quesr S

Because commodity prices can
be volatile and investments are
often designed to maximize the
buyer’s “leverage,” commodity
gains and losses are often large
and quick. Also, commodity fu-
tures contracts are ‘‘marked-to-
the-market,” which means that
losses must be paid up daily to the
brokerage firm, and negative bal-
ances cannot be carried forward..

Before investing in any com-
modity deal, be certain that you
understand at least the following:
What is the investment's total
cost to you, and how much of that

money will be used to buy the |

commodity as opposed to paying
fees or commissions? What addi-
tional liabilities are involved be-
yond the original cost? Will you
have to pay additional margin if
prices move against you? Are
other charges included, like stor-
age or interest rates? What is the
most you can possibly lose? Ex-
actly how much must the market
price of the commodity move in
your favor before you break even
or make a profit? How much
money will you lose if the price
moves against you or stays the
same? Does the firm use the same
market prices as those’ quoted in
the
quickly can you cash your
profit (or cut your loss) and"get
out of the market" b )

_':7 Beware of 'hzgk
) tactlcs

(s

- If it sounds too good to B_E- 1

Vthey 1l get the message.
51gn the document to attest hav- |°

floor throughout the day follow- |
_ _mg each ﬂuctuatlon in the market

- "_ftlous layman

'hlgh -pressure telephone sales-

men. Simply hang up the phone.
If they call again, hang up the
phone again. Sooner or 1ater

8. Only rzsk what you can readzly

‘afford to lose.

Commodity markets are not for
everyone, One major brokerage
firm- requires that customers
opening commodlty futures ac-
counts have a net worth of
$100,000 (exclusive of home and
insurance), an annual income of
$30,000, and make an initial de-
posit of $10,000. A recent survey
of futures speculators showed .
that 61 percent have household
incomes of more than $50,000 per
year, and 21 percent more than
$100,000 per year. Almost 40 per-
cent of these traders said that only
9 percent or less of their portfolios
were devoted to futures,

9. For every dollar made in futures
at least one dollar is lost.
Given the experience and ex-

pertise of all those playing the

market on a minute-by-minute
basis, are you likely to be one of
the winners? ‘
Commodity futures markets
are directly competitive. Each fu-
tures contract has a buyer and
seller, and one side gains directly
against the other side's losses.
While the mix varies from com-
modity to commodity, partici-
pants in grain, petroleum, or sil-
ver markets.© will include
commercial  grain, petroleum,
and - silver, merchants from
around the world, as well as expe-
nenced speculators, ‘“arbitra-’
geurs,” and commodity funds.
Traders with exchange member-
ships can remain on the éxchange

‘compete ef-
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- Ask your travel agent or call the Miiford Plaza Hotel (212) 869-3600
- Ortoli-free 800-592-6449. Outside New York-800-221-2690. .-
oo - o 270 WL 45¢h St, New York, NY 10036 -

*Per Person, Double Occupancy {excluding taxes and tips). -

Jarless Total Body

Aerobic Exerciser
Duplicates X-C Skiing for the

Best way to Fitness .

" Cross-counry skiing is often cited by physiologists
as the most peefect form of cardiovascular exercise
for both men znd women, 15 smooth, fleid, total

. body motion uniformly exercises more muscles so

higher heart rates seem easier to attain than when
jogging or cycling. NerdicTrack closely simulates the
pleasant X-C skiing motion 2nd provides the same
cardiovascular endurance-building benefits—cight
in the convenience of your home, year ‘round.
Eliminates the usual barriers of time, weather,
chance of infury, etc. Also highly effective for weight
control. )

More Complete Than Rusning

NordicTrack gives you a more complete work out-
conditions both upper body and lower body
muscles at the samc time, Fluid, jarless motion doe
not cause joint or back problems. L
~ More Effective Than Exercise Bikes -

~ NordicTrack’s stand-up skiing motion more uni-

PSI, 124V Columbia Crt., Chaska, MN 55318

formiy exercises the large feg muscles and also adds
important upper body exercise, Higher pulse rates,
necessacy for building fitness, seem easter 10 attain
because the work is shared by more.muscle mass.

Even Better Than Swimming -

NerdicTrack more effectively exercises the largest
musclesn the body, those Jocated in the legs and
buttocks, When swimming, the body is supported
by the water, thus preventing these muscles from
being effectively exercised. The stand up exercising
position on the NordicTrack much more effectively
exercises these muscles.

A Proven, High Quality Durable Product

NordicTrack is in its 8th year of production. Nordic-
Track Is quiet, motorless and has separately adjust-
able arm: and leg resistances. We manufacture ¥

ard sell direct. Two year warramtee, 30 -
day triaf period with return privilege. ;

- Folds and stands on end
to require only 15" x 177
storage space, :

Call or urite for. .. ‘
FREE BROCHURE ;| -
Toll Free 1-800-328-5888
Minnesota 612-448-6987 - -

(_MONEY )

be realistic in judging your own
goals and priorities. -

10. Above all, use comimon sense
and exercise caution. :

Unfortunately, despite the best
efforts of law enforcement and
government  regulators, the
chances of recovering money lost
to disreputable commodity bro-
kers are slim. If a fraudulent firm
goes bankrupt, or its operators
abscond with the company
funds—much of which belongs to
customers—then the money sim-
ply may be lost. We can some-
times punish the wrongdoers, but
that does not help the victim.

If you feel that you have been
cheated or defrauded in a com-
modities investment involving ei-
ther futures contracts or physical
goods, legal remedies are availa-
ble. Beyond private lawsuits and
criminal actions, the CFTC oper-
ates a special “reparations” court
system for aggrieved customers to
seek damages against futures-in-
dustry professionals. You will be
asked to submit your case in writ-
ing, including as many names and
specifics as possible. A significant
number of the cases that reach the
adjudication stage result in the
customer recovering all or part of
his losses, though many others
fail because the injury is beyond
the CFTC's legal jurisdiction, the
wrongdoer has managed to evade
detection, or the victim fails to
present sufficient information to
state a legal claim,

The best way to avoid this un-
happy ending is to prevent the
crime or uninformed investment
from occurring in the first place.
And the best watchman over your
OWI IONey is you. -

Fowler West is a member of the U S.
Commodity Futures Trading Com-
mission. The views expressed in
this article are those of the author
and do not necessarily reflect those

of the commission. :
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