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DePue Today is Thursday, Apr il 8, 2010. My
of Oral History at the Abraham Lincoln Presidential Libotdryd ve got t o s
| 6m excit e dhetoppatanyy tdtak tchCharlie Carey. Good
morning, Charlie.

Carey Good morning.

DePue | guess we should say good afternoon. It is after lunch here.

Carey Yeah, but they wondét know. (both Il aug

DePue Webdre in your of fifcTeadegaattualy, CMEG@Gbtup sago B
what we should say.

Carey Yes.

DePue You are the former President of the Chicago Board of Trade and your title

now, Mr. Carey?

Carey | was former Chairman of the Chicago Board of Trade and am currently Vice
Chairman othe CME Group.

DePue Okay. What we want to do is to go through your liféour father and
grandfather, | believe, both were in the business?
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That 6s right. Yeah.

In the process of talking aboute three
history of the Board of Trade and as it transitions into the CME Gfdup.

CME Group was formed i2007 by a merger of the Chicago Board of Trade

and the Chicago Mercantile Exchang8.p , letds start with
you were born.

I was bon in Chicago, actually Evergreen Park, in 1953, south side, south
suburbs.

Okay. Tell me about how the family got into the business.

Wel |, I donot know exactly. I know
attending Dd.a Salle High Schbol for three years and that was a

busi nes s meHefound apasitiom belre at Chicago Board of Trade

and he took that position into becoming a member some years later and
Chairman of the Chicago Board of Trade and President in the 1930s. So,
yeah,he came here in 1903 and | guess that was my good fortune.

Your grandfatherds name?
Peter B. Carey.

Well, then, who is Frank Carey?

I dondt know.

Heds not related?

He stole our last name, though.

| mention hat because he was Chairman.

His pictureds on the wall.
Chairman in the 1920s?

| think it was around 1920, yes. Something like that, yeah.

Okay. Tell me about the Board of Trade, why it existed back in the 1920s and
@0s wten your family first got started into the business.

We | |, why don?6t we go to 1848
Okay.

What happenedas they were building canals and transportation and there
was a big commodity trade developing between Chicago, kind of a western
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outpost where there was rich farm land, and back east where the cities were
more heavily populated, where there was a lot of customers for the grain
products and the meat products that were being produced out here. So, at a
certain point, eightghree bsginessmen got together and they created the
Chicago Board of Trade which was much more like a chamber of commerce
at the timé@ really an authority to create rules for trading grain so that you

could come up with standardsnd an arbitration methodology sevould

improve the trading of grairt would drop capital to build warehouses and
the kind of facilties that were necessary to store grain and move grain.

| want you to put yourself in the position of a farmer. Why would it be
important for thdfarmes back thed andl would think even today that
there is such an institution like the Chicago Board of TPadéhat role are
you actually playing for them?

We |l | | weor

to Chicago

best place.

e actually
their products in the 1840s it was wheatand odlik e y 0 d

t o

fi

creating
bring

nd buyer s, :seled
finding buyers. So, they had to sell the products somewhere. This was the

a price
t hese
t hat 6s

T h @heyyodmedywhatevdr yneamsahgyo n

could to haul their grain to market and find the buy@&igere was a group of
eightythree merchants that got together that were the buyers of this tipain
would merchandise,iiand move it to the East Coast for them

Would it be fair to say that if all of those farmers harvest their crop and then

hit Chicago in late Novembget h a t

them?

That 6s tru

e .

it woul dnot

And in the
soangry at the price that rather than sell their wheat in the market here in
Chicago, they dumped all their wheat in the Chicago River and went home
because the price was so loWwhat really led to the development tbe
market shareWhat happened was,iqr to futures markets, the cash market
would be low at harvest time and then it would be much higher when you
were at the taiend prior to another harvest. So, you had volatiity in prices
The farmers realy needed a mechanism where they could smdgaiorne of
thoseprice swings so that they could get a better price for their product.

early

days

You mentioned a word here that | want you to describe for us, to define, and

as we encounter

bit.

t hese t hieshgoeutaltiee 61 I

Futures contract, right. & an agreement. &t a contract between two parties
to deliver grain and to accept grain at a price ata future filme contract is

standardized, people understand the terms, so that you have a date, you have a

pri c e, you
well in commodities.

have

a

quality,

and

t hat 6s

necessar

t

t

k

a
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Is that something that started right at the very beginning of the Board of
Trade?

No. 't didnoét start f otresscontrestcagmear s .
along sometime in the mitB50s after there had been the organization of the
Chicago Board of Trade in 1848.

Okay, so it wasnbét too far afterwards.
No. It wasnot too far afterwards. N C

And then tis is the mechanism the farmer can enter into a futures contract

and get some price down the road in th
myself to see if | understand it. And that way he can kind of smooth over the

peaks and the valleys of the price?

That 6s right. You have that natural g
much[produce]around and not enough buyers and then suddenly, eight or ten
mont hs |l ater, thereds not enough suppl

not enough sellsr So what do they do? They incentivized the building of
storage. They incentivized transportation to take it to different markets, and
by creating a futures contract, somebody could look at the price of a product
in the harvest, they could look at iidsyear and towards the end of the old
crop[year], prior to the new crop being brought to the marketplace. So, by
creating that mechanism, it took some of the swings out of the marketplace
and it gave people a better tool for planning and for transferisik, for
managing risk. So, as early as the 1850s, a futures contract was a tool to
manage price risk for the farmers and for the buyers, the end users, the
consumers.

You mentioned a couple other things in there, the importance of buiding the
storage facilities.

That 6s right. And that had to be ince
we designed contracts that had carrying charges so tlehousemen would

be paid for their role in creating an orderly market by guaranteeimg sbene

virtual payment over time that they were wiling to acctpstore this grain

until the buyers needed the grain.

Okay. Why Chicago? Why not St. Logiswhy not Dulutht hat 6 s on t he
Great Lakes? Why Chicago?

Well, | believe at th time, there were a lot of regionalagn exchanges.

Chicago was just one of them. You had them at St. Louis. You had them at
Cincinnati, anywhere there was water transportation, and you had a lot of rich
farm land in llinois you had the basis forrarket, an exchangeso

Chicago, for a lot of reasons, was able to create a doimp@sition in this

area over time. |Initially, 1 think they were probably evenly matched with
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some of these other big growing citiBut the growth of the city, the

embradng of these commercial standards by the members of the Chicago
Board of Trade, and then the creation, the innovation of the futures contract
all of these things led to Chicago taking a larger role going forward versus
some of these other regional exchesigWe still trade wheat in Minneapolis.

We still trade wheat in Kans@hkag&i ty.
had started with wheat and oats, added corn, and then added soybeans in the
1930s.

DePue Was the Chicago Board of Trade an innovatocoming up with this notion

of the futures contract in the United States?
Carey | believe they were. | believiheywere the first to trade futures contracts.

DePue Well, thisis your opportunity, then, Charlie, to talk a litler brag a little bit
about the founders. Were the founding fathers of Chicago and of the Board of
Trade a little bit more visionary, perhaps?

Carey Absolutely. | 6ve been doiGmbgenamy homewo
while. | thinkd what was there® over twenty years, thengere six mayors of
the City of Chicago, businessmen, meat packers, grain merchandisers, and
people who realy developed this ¢igo they absolutely were visionaries.
When | look atthe names, | see the street names icityhef Chicagg a lot
of themhave streets named after them. They were the original founders of the
Chicago Board of Tradelt was just one part of the economy of titg of
Chicago, but it was animportant part, and the growth of the Chicago Board of
Trade and the growth of thaty of Chicago kind of mirrored eadtheror
went hanein-hand.

DePue When did the CME come into the equation?

Carey Well that was fifty years lateit was originally the Butter and Egg Boaitd
think it was 1898 when they started trading contracts tterband eggs.

DePue Okay. Now, would | be correct to sapatover time the Board of Trade, its
early history was tied to grainsand that the Mercantile Exchange was tied to
ivestock and buér and eggs and those kindstlohgs?

Carey Well, 1think partially correct, yes, absolutely. For along part of the history of
the Chicago Board of Trade, our product mix was only grdinestock
di dnot come along for the Chijcsaago Meroc
yeah, t hat 6 s heweiwere no fvestodk tconteactd aand thee r . T
Chicago Board of Trade and the Chicago Mercantile Exchange both competed
with each other on offering a live cattle contract, which was kind of
revolutionary atthe timeThere had been a frozen pork belly contrhat t
really put the Chicago Mercantile Exchange on the map. Part of that, they
traded onions, which were outlawed in 1956, which is another great story
about the history of the commodity exchange.
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Trading on onions was outlawed?

It was, itis, and it is today. t sfillsoutlawed. What happened, there was a
situation where the onions were brought to Chicago and there was such a
surplus of onions that they were allowed to rot in the balgs price went so

low that the arbitrators were bagi the futures contracts to throw the onions

out to keep the bags because the bags were worth more (DePue chuckles) than
the price of the futures contract. But in 1956, Congress outlawed trading of
onions because of this situatiolhere was actually a gd article about two

or three years ago that they would like a futures contract backuse,

contrary to what some people believe, these futures contracts do provide some
stabilty to the actual underlying cash prices.

We | | t hat 6 s ommant Yorut ekrneoswvt, i nygoudve | ived |
ife. And youdve |ived through some years
Group and these kind of financial institutions have been taking a hit for a

variety of reasons.

Uh huh.

And, soi t ipsrtant from your perspective to hear the value of these
institutions | would think

What | think the value is? Well, obviously, they were organized for a certain
purpose. Their roots were all in agricultural commodities, but then there was
a trarsformation as the world got smaller, communications got better,
governments decided to allow currencies to fl&ime very smart men here

at the Chicago Board of Trade in the late 1960s, early 1970s came up with the
concept of standardizing, creating arkedplace for securities options, which

is now called the Chicago Board Options Exchange, but it was created with
the capital of the members of the Chicago Board of Tr&deve saw kind of

a revolution in trading that took place in the6 0 s aamab &DThe s

world got smaller, the trade got bigger, and it became easier for people to
access these markets. So, ydd&ind of feelmy history with the exchange is
part of the golden era of growth in exchange trading derivatives.

We 0 r e gointonalot df that ap we get further into the interview, but
l et 6 s .Ypomentanedkthé 5 sl 8Q and t hatds durin
when your father waan theBoard, correct?

That 6s right. My Uncl e Bernineelthvas a n
Chicago Board of Trade in 194then he was draftedventinto the service,
flew twentyfive daylight bombing raids over Germany.

B-17?
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Carey Yeah, so | guess trading soybeans seemed kind of like small stuff compared to
sitting in the backactually he was a bombardier navigator, Is@& @nd2 4 6 s
[B-2 4 dhetbld me.

DePue So that wasndét necessarily a good ti me
the Second World War?

Carey No. There was only one contract that wasitigadnd it was rye. Every other
contract was closed down because there were price controls due to the war
effort, so the government had put restrictions on trading.

DePue That had to be a very unusual time from workimghis institution, | would
t hink. Waahésogomame?
Carey Charles, Sr., and he was also a Charlie.
DePue And when did he start on thigoard?
Carey: He was eight years younger than my uncle and he joined the Chicago Board of

Trade in 19481t was somewhere right after the Marshall Plaimere was

some big volatility in wheat prices and commodity prices due to the fact that

we were rebuilding Europe after World Warwe were feeding the world

from this nation until they were able to get their infrastructure back in place

and their crops pfged and providing food for their own people. So we

witnessed some volatility and trading futures contracts in grain futures
Wheat,comSy really hadnét caught.Botit yet,
was an exciting time for those people that wexd pf the markelace.

DePue: Well, 1 guess that was my question when you were talking about the volatility.
Was that a good thing from the perspective of the trader and a bad thing from
the perspective of the farmer? How did that work out?

Carey: Well, 1think that volatility in itself can be both goahdbad. | think it poses
challenges to everybody involvedut a trader has more opportunity when
thereds volatility because thereds mor
IS no volatity and whepr i ces are relatively stable

these markets because they dondot feel
much as during a period of volatiity where, when they do cash contracts and
dondét wuse or avail they boeldtarewhatdosks likefa t he s e
winner into a loser. So, | think you can manage your volatility through using

these contractdf you dondt , youdbre taking a mu
everyday business.

DePue: Can you explain to me the process of gettingeat on the Board of Trade
when your father went through that shortly after the war.

Carey: Well, the process s, | think virtually the same as it was when my grandfather
joined the exchange. There was a posted bid and people bought and sold
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membershipd i ke y o u 6 d, théprige offihe megmbarshily was

always related to the opportunity in the marketplace and what people thought
they could do.When | first came down here in 1978, | heard stories from
guys who were around in tlie 3 Wis said the Gicago Board of Trade
membership traded in 1929 at almost $65,000. By 1932, they were $3,200.
So, anybody who had purchased a membe¥shithink there were stilkome

people around that had bought those dpigbed membershidsthey were

buying up Becaus the Roaringd 2 thexre was volatility and thergerebig

trading marketsThere was lot going on. And the Board of Trade also

traded stocks. We had a license to trade stocks heredn2h@dts wasnét as
big as the New York Stock Exchandrit theyhad a stock icens@h at 6 s

what we used to start the Chicago Board Options Exchange, was that license.

Charlie Carey (seated, at center) with other Board of Trade members. (May be
restricted. Patrons desiring to use this photograph should contact the ALPL
Audio-Visual Curator.)

DePue: Was there a limited number of seats onBloard then?

Carey: Yeah. Thereds always been a Itommi t .
time there might have been fifteen hundred original membership8. m n o't
certain aboutvhat time period it grew to that, from the eigtityee original
businessmenBut over the years they buitt up the membershifmen there
wereperiods of depressl prices for memberships and too much competition,
too many members, where the exchange and its members voted to actually
reduce the amount of memberships by either buying them in the open market
or putting a bid in to buy memberships back so that theldcbasically retire
some of the seat

DePue: If you purchased the seat, does that mean that only then can you go into the pit
and do the actuatading?
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Yes. When trading was not electronic, when it was purely pit trading;téace
face trading,the members of the exchange had to own a membership to go in
and transact, either for their own account or as an agent for a customer. To
execute that contract in the pit, you had to be a member of the Chicago Board
of Trade.

Does that mean the dosers, a broker or somebody else, would actually
purchase the seat on somebodyds behalf
obviously, with that individualis that how it worked?

Well, we had independent traders. We had independent floor brnwkers
would come down and hopefuly they could execute enough business ata
dollar twentyfive or a dollar fifty per contract to make a good living, and so
they would offer their services to various customers, whether it be a
commercial account, whetherbe a retail account, a speculative accobBuoit
they would offer their services as floor brokers, independent brokers. On the
New York Stock Exchange, they were caledvo Dollar Brokers at one

time. At the Chicago Board of Trade, we had a similar stirec We had
independent traders, independent brokérsd we also had brokers that
worked forcompanies, buthey were only allowed to transdot those
particular companiés that was kind of the makepd but to be a principl, or
an agent within the maeiplace, you had to be a member of the Chicago
Board of Trade.

It sounds like then your father purchased his seat outright?

I believe his seat was his father o6s, b
to work here in 1903. | heard he beeaaxmember sometime around 1912 or
13, but then times werendét so good anc

1920 to become a member. Twelve years later he was Chairman of the

Chicago Board of Trade. He passed away in 1943 and, | believe, the

memberkip that | have todawa s my f at h e dt@aspuckasede r s hi p
in 192Q sort of afamily transfer.

Is that a typical experience, thal ipasgedfrom one generation to the next?

There was some of that. | think it was more typical opfgeony age and

older. We just lost a member, a gentleman by the name G&alieow; his

son wrote me a nice note. Gordie was nmafra contemporary of my father,
but his father joined the exchange just about the same time that my
grandfather did, and thhetareers followed similar timelines and similar paths
So they were part of the World War | markets, the first bit of regulation that
Herbert Hoover wrote in 1922, the 193@d the creation of the Commodity
Exchange Authority. All these things took g#aover that timeline and there
was a parallel between his family and my fam#ynd so, yeah, people did get
memberships that way. But then the business got bigger and they offered
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more types of memberships for sgleople had to buy them as the busines
grew.

Even when in cases where it does pass
from one generation to the next, do yo
stil have to actually have the cash

outlay for the purchase of the seat?

No. It a family transferTo operate
within the exchange, all you have to dq
is, you have to put up margin money &
a financial firm so that your trades are

guaranteed by somebody. Carey holds a portraitof former CBOT

President Warren Lebeck.

I hope later on Wceoe. ¢ goe. iy +«o< .ave th
opportunity to do a Ilittle filming on
watching what goes on the pit and the open outcry, and the whole

procedure what it meanstobe atrattedb ve got al | kinds of
through my mind, but one off them is, t

Oh, absolutely Particularly when | came down herejst | md no longer a

young mad atone time | wad butcoming down here and being able to

stand in the corn pit or the soybean pit, where perhaps your father had worked

or your grandfather had worked, it really kind af/g you goosebumps to be

involved in it Thenyou get beyond that. But this history and the fact that

there were so many secerahd thirdgeneration traders is something that was

not lost on guys like myself, the fact that we were able to stand here and do

these things that were so hard toundersta when youdre growin
itadsdifficuldt business, initially, as
What the heck are those guys doing 1in
always learning, and even when the first time | stepped in,there di dndt K |
who was doing what and | had to watch and observe and start to see
tendencies and peopl e, but thatds whenr
when everything was done fat®eface. So you watched body language and

you watched peopland you knew tendencies. It was like being a ball player

or something like that. It was a little bit like playing a sport. So it was really

exciting and it was really something rewarding to be able to participate in this
business.

Can you explainjn laymerd serms to somebody like myself who really
doesndt understand this at all, what i
when the open outcry pit was realy atits full glbry

Oh, certainly. I mean, it was price discovery and risk fexregits best.
People were putting in orders, whether you stood in the corn pit or whether

10
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you stood in the wheat pit or the soybean pit. You had brokers who were
representing customers come in and they would make a market

Make a market meaés?

Make a market meanghatpr i ce i s somet hing worth?
marketplace is always trying to determine. What is the value of this thing that

you want to buy orell? And by putting it in a ceralized place, everybody

can witness what mre something is trading at and then they can vote up or

down, is this a good price or a bad pridéyou think i t ai attractive price,

as a consumer, then you buy. If you think ai attractive price as a

producer, then you selPeople that specalde or trade in the marketplace are

simply trying to find out what is the value of an underlying commodity, and
thatdéds what the buyer s amochingsfomml er s do
s even o dicethiotyg keopte iwbuld look at the news, thepuid

determine whether they wanted to participate in the market. Order filers

would accumulate what they call decks, which would be buying orders and

seling orders at prices, and then thelrep e opl e t hat didnot o
prices and wanted to g&ipate in the market, whatever the price was that

day, because they may have soldeattto Egypt or they might have sold

wheat to Russia, or they might have bought corn from the farmer. So, they

use this futures contract to offset the risk that the hiavthe cash market.

So all these people would come together and they would start to banter about

and start to give indications of where they were going to open the market.

This was a primary market. They wer ent
had towalk in and they had to open a market, meaning, they had to match

buyers and sellers in this arena. And so everybody got to conpete.
somebody said, AYoudr e payhemteeyhadoo hi gh
to respect that and go to the best pfaretheir customer. If somebody said,
AYoudre selling too | ow. |l 6m going toc
it. Butit was all this energy and these people and this interaction that took

place to find the initial value of a contratien thetrading would go out until

one fifteen and people would buy and sell at different prices throughout the

day to try to determinewhat is the value of a bushel of corn; what is the value

of a bushel of wheat. Y d wiosld o n 6t know.
sonething, buti t tlesactual buyers and sellers who put their money in the

mar ket, they determine what somethingd
there.

The trades then are either representing a buyer or representing a trader?

Or their ownaccount. They might be trading for their own accpsaying,

Al &m going to stand here and trade for
than the guy over there who wants to s
what they dois they provide liquidy. So what happens is, if somebody

wants to come in and buy fifty thousand bushels of corn and there were no
customers that were wiling to offer it at that price during the day, the brokers

11
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would go to the local market makers and buy their offers bedhegavere

there. They were there making a market all day long. Some of them working

on a minimumtick size differential.[In financial markets, tick size refers to

the minimum differential by which a price can move up or dowmijight

pay two fifty-fiv e a bushel for corn, -fikeuand | 01| | S
a quarter. Thatés a narrow differenti
people were working on those types of margins while other people were

balancing off against the cash requirents pseling production that they just
purchased. Maybe they bought some corn on the llinois River. They decided

to use the futures markets to offset this 25,000 bushels that they just bought
because the 25,000 busheelgsingpbeodiown t we
$5, 000 and they dondét want to be out ¢
going to make in redelivering the cash corn to the river to an exporter, so they

use these contracts to offset their risk.

Somebody from Vegas might s@ayWe | | this is just anot
form of gambling. 0

Les Rosenthal answered that the be&tynword is My Bondwhen he said,
AGambling is men wagering on games t ha
really done on natural events where peaple wiling to step in ashabsorb
risk that other people donét want to t

Youbve given us two words here that I
have you explain The first one was liquidity.

| probably could describe it bestbywvat 6 s not | iquidity. I
real estate market in the last two yea
or sell anything. Theraerevery large spreads. There was no liquidity

because there was such a dkgtnwhemi ¢ chang
thereds a lack of it? Thereds other &
an asset like a commodity here that has a ready liquid market, with people

wiling to buy or sell in a given price, in a narrow range, so that other people

can offet their risk So liquidity is really the immediacy of being able to buy

and sell several times in the same day

Would gold be an example of something
doesndt chantgnechlover time tha

Gold? Well, | would say that the value does change over time a lot, but | do

believe that gold is liquid because the world is trading gold twieoiy hours

a day.They might havepeople in India maybe trading gold through a certain

exchang and ot her people in London are t|
there that the world can see and there are people who are buying and seling

gold all day long. That is a liquid market.

12
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Okay. If you have a commodity that is variable oveeketihas huge swings,
does that mean t l&ss liquid than other assets?

Not necessarily.In most swings in the markehe liquidity depends grould

| buy or sell when | needed to sell when | wantedtoselllthat 6s | i qui di
And ifil1 théagdcemeg ,bdck tomorrow; 0 AiCo
we e k; dseeyda i & couple of monthe hat 6 s noiflmhay qui d.
not love the price but | can exit the markeh a br i ef period of
liquidity.

Okay. The other term yomentioned is the one that seems to have caught the
publicdés attemmaysn hienr ealllattehley waonrds t ha
speculators.

Oh, yes, speculation and speculators. You know, they tend to get branded.

They tend to get scapegodte Theyodore blam¥aicahor a | c
go back to the times in Greece when grain speculators were blamed for the

high price of wheat, but the fact of the matter is that Greece was dependent on

other countries for feeding their country, mjesjlwe 6 r e dependent o
right now. We 0r e de pumowaetoniobiles andot her ¢
our industry. We dondét produce enough
produce enough wheat to make bread for its people, so speculators were
blamed. Seculators are a very important part of liquid markets because they
take peoplesd risk slhhametomber thegplre
sometimes theyod6re not successful. B
the markets drives liquidity ral allows other businesses to transfer their risk to
these people so that they can go ahead and run their crushing plant or run their
country elevator or run their millethe milers that produce the wheat. It

really allows them to serve the functonthat hey 6ér e t here for
speculate or risk the price of thgputs or commodities that go into their

business.

d
ut

Would it be synonymous that a trader is also a speculator then?

Traders, yeah, a lot of t dictated by timeframe. A trader can buy and sell

many, many times during the day. Speculators generally hold positions for a

longer timeframe and more than a day, where they take a view of a market

that they think is either undgriced or ovetpriced and they wil apply their

capital to that market; whereas, a lot of the traders as we know them, wil buy

and sell all day long on that minimum tick sizeturn a profit at the end of the

day, and theyobére part of the liquidity

| want to take you back to yo youth, growing up in this family that had this

long tradition in the Board of Trade. What was it ike? How much did you
understand what your father was doing everyday?
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Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey.

Very little. It was hard to understand, because people around me were blue
collar. There was a lot of Chicago policemen.

What was the neighborhood again?

It was out on the south sidthe Beverly Woods area People were firemen

and policemen and some lawyers and accountants, but it was not a particularly
affluentarea So understanding what somebody did at the Chicago Board of

Trade was kind of difficult | remember the first time standing in the

observation deck and looking down at all these men and wondering what they

were doing standing around. Buying $ you must buy it and then if it goes

up you can sel/l it Yeah, tlhtaGd®ds part
difficult to understand, especially for somebody whgoing to school and

other people that have jobs that you understand. So, no, haduld r eal |y
understand exactly what was going on.

Did your dad make the effort to try to explain it to you?

If I had questions he would definitely take time to try to explain it,i bugd s
difficult concept. | mean, I was in college beforeould understand what a
short sale was

Does that mean you werendt all/l that in

| was more interested in football and other things. | was always interested in

it dondét get me wr ong.fcornivasandwstily s a s ke
get teased by my friends that | went to high school thit | was the only

guy who was talking about the price of corn or the price of wheat on the way

home from school. They 6 dolalvays, rlyo k a't
did have a strong interest, but thered
didnot get too deep into it really wunt

Tell me a little bit about your mothelHer name?

Patricia Callahan Carey. Her fatheas an orthopedic surgeon on the west
side.

That s a | ot of I'rish background.

A lot of Irish, absolutely, yeah, yeah. Some German. My grandmother on my
father 6s s i dmgstoh theytcame @ Ghecagw sosetime in the

1850s from Ganany, barrelmakersP et e Car ey od6s father wa:
and he was right out here on the south side. If you look out that window,
betweenTwelfth andEighteenth was his area and he had a route he took care

of. He was the blacksmith, he took care of loeseshoes and that was his
business. Luckily for me, my grandf at
and he found the Chicago Board of Trade.
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DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

And a little bit more about your mother then? | would assume she was a
housewife, because | bet yaidad spent an awful lot of hours here.

He did, even though it was only open from 9:30 to;1ti5did spend a lot of

time down there. It was a different lifestyle then. It was very cyclical. It was

a much smaller business inthe 1950s @0d. | t di dndt really s
until the late@0s, earlyd70Os the Russian wheat deal, the opening of the

Chicago Board of Options Exchange and, re@kettonWoodsand the

currency trading at the Chicago Mercantile Exchahdetals tradlng Gold it

was ilegal totrade gold from the 1930s until the 4
1970s.

You mentionBrettonWoods. This was the
agreement made after World War Il, correct?

Yeah, but what they did waia the earlyé70s they
stopped pegging currencies to each other.tHaro
words, they didndot fix Charlie met with all ow
flow freely, and that 6s MayorRichadM. at ed t
the currency markets to trade currencies as a derive Daley whenthe Mayor
like a futures contract on corn or wheat. You could ¥'S'ted the Boaraf

. rade
suddenly trade foreign exchgathe same way and, s
people wanted to buy the British pound and sell the
U.S. dollar or buy the Canadian dallaiA | | these opportunitie
exist prior to that suddenly existed.

So what youdre r eal lwgregswng upntberet ehemo ti s
as much going on in the trading world.

Ités a small regional grain exchange, you knbwean, it was a benchmark

for the rest of the world because it was the Chicago Board of Trade and this

was where they traded graButitwa s st i | | a business the
vol ume, didnot have the participation.
get much larger on a scale.

Just about the time you arrived on the scene.
A little bit before me, but yes, it did, iealy did start to grow.

When you were in high school, what were your thoughts for your personal
future?

Wel |, not certain, and, you know, you
enjoyed high school.

Wheredd you go to high school ?
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Carey:

DePue:

Carey.

DePue:

Carey:

DePue:

Carey:

DePue:

Well, I graduated from Oak PafRiver Forest High School and then went on

to Western llinois University and studied business, finance. | thoaigbut

going into law. One of my uncles was a lawyer. My grandfather, as | said, on

my mot h e rs@msorthopedicesurgean. He always wanted me to go to

medi cal schoojll, kimetw It hjaus tt hd\wlembats n ot |
the opportunity arose to come down to the Chicago Board of Trade, start

trading and try to learn about markets and trading tay to become a

successful trader, | took that opportunitiortunately for me, it was the right

path.

So, let me get this and see if | understand this. In college then, you majored in
business. Did you intend at that time to come back to tdaedBof Trade or
[were you]just thinking in generic terms?

I wasnbét certain. I wasnbét certain
college who really dondét know exactly
at least | gave myself a base irsimess We studied stocks, btih ey di dnot

have anything about commodity trading. There was one class and it was
restricedto ag majors. You could take a class about commodity traling

you had to be an ag major hndidnatasgét
take ft.

Are you suggesting then that even though you had this business degree it
doesndt necessarily prepare you to con

Well, it definitely does not prepare you to come to a place like thigoté.

So what does prepareyou tocédhe donét think you walKk
and just begin trading.

No, no, youbre correct. I me a n , It hi
somewhat basic economics is helpful. 1think being expas#uet

marketplace, being able to spend time with members that had been through

various experiences, whether ten years, twenty years, thirty years, absorbing

that information becaugm®] this centralized marketplace you had access to

people like that, antdhad access to people like because of my father having

been here for thirty years and my uncle was chairman iG0sbut he was

stil an active member. So, | got to meet a lot of peopt absorb. You

read. You absorb. You read everything yourcama d . You watch w
going on in the market. You try to understand what makes somebody a good
trader,[or] not a good traderl t réadly not something you can read a

textbook about and become successBadme people have zero appetite for

risk, andyou have to have some appetite for risk. So it realy is ahesjpb

learning experience, | would say.

What was the first job you had coming out of college?
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Carey: Well, it was kind of an extension of a summer job. | was fortunate enough to
work for Pat Nash, Nash Brothers Constructionpid@ 3 and t hen agai
right when | was getting out of schoti was just, you know, make college
expenses and make some monggnstruction workers were making a pretty
good buck back therso | did thatwhile | waited | took the tet to get into
law school, and | also, then | discovered through vafrohouth the Mid
America Commodity Exchange, but | worked construction. | worked other
odd jobs. |workedhightsin a bottling plant, whie @ dome dowrand trade
during the day, so | would have my mornings free to trade and then in the

afternoon 1 06d go take a shift at a bot
around.

DePue: What was the MidAmerica Exchangg specialty?

Carey: Well, prior to thatt was called the Open Board of Trade. They had small

contracts in grains, been around a long time. [think it starteiduab 6 s

Exchange in 1878 or something like that, but it was a place where you could

come into the marketplace and it was not suclgla access fee.

Me mber ships were cheap. There wasnot
learn about markets from people thaally were. . . If they could survive

that and be successful, they could trade anywhere. And, really, it was a great,
great taining ground.

DePue: So you were trading there, but thatos
a subinstitution of the Board of Tra®

Carey: 't i s now. twhda campletely Geparatdheschange. Along
about 1985, we took them @vand brought them in as part of the Chicago
Board of Trade, but they were an independent exchange up until 1985.

DePue: Were they here in Chicago?

Carey: Oh, yeah, yeah, they wera fact, for me it was quite convenient. They were
right nextdoorinte I nsur ance Exchange Building.
were on the second or third floor. Y C

the Chicago Board of Trade because there was just one big pit and people
would stand in a little section if they wanteditade wheat or if they wanted

to trade cornor if you went over to this side you could trade hogs or cattle.
They had many contracts and everythiagd there was very littl®f what

they called papefmhere wasvery little customer business, so you wer

trading against other traders, so it was a challenging environment, but it was a
great training ground. And Richard Dennis came out of that group, Tom
Moulis, Robert Jenkins, a laif the best traders that really were part of the
growth here at the Bodrof Trade in the 670s, early®0s came from there.

DePue: Letbs see if this analogy would work t
Board of Trade is the big leagues?
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Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey.

DePue:

Carey:

Yeah. I think it was call edttygdocat back
analogy.

The scale of the operatiohow much grain was being traded at the -Mid
AmericaExchange?

Mid-America? Small fraction, but there was something they calkdthiager

fom Youdd have to pay an elylgphettdpaydhe a c et
offer price, but you could buy all the contracts you wanted by going to the

Chicago Board of Trade. You were a risk tak®u know, and a speculator

and you were, and some people atthe time traded both places because they

could havea position theré it was two different exchang&@sanda position

here. Not too many people could trade that big, but some could, you know.

For a novice like myself watching what was going on at theAsigrica
ver sus what 6s g¢oiof grade woulth werhave raoticedtatye B o0 a
difference, realy?

Yeah, because one | ooked I|like it wasndg
activity. (both laugh) And so, yeah, yeah, definitely, it was a big difference.

| think you father passed away 1977. How hard was that to deal with
then? It was shortly after you graduated.

Yeah. It was toughYou know, he was my best friend and he was a great
teacherwe got to spend a lot of time and realy in those last two years, he
taught me a Ibbabout the busines#\nd so it was a great experience for. me
He was a great friend and that was a difficult time.

So he really took you under his wing when he knew you had come into the
business, maybe not in the same place.

Uh huh, yeah.

He took an interest in teaching you the ropes?

Yeah, and he was a g¢gr e a-bearinggamctheer becal
didnot just talk about the winners. H
trader as much as ealpgnetf yoorggreadebts e, and t

challenges going through the emotional ups and downs of being a ttéder

not aoneway streetand when youdre paying your d
marketsyou never really know if youbre goli
na , or if youdre going to have to | eav
for a living, because@ not for everybody. People, you knaavenot born

traders. Some people think so, b&t mot, you know.Otherwise there would

have beenalne amud t he bl ock to get in here |
that easy. But it sure afforded you a lot of opportunity. And so he was there

for me in that difficult, early period when | was learning how to trade.

18



Charles P. Carey Interview # AISV-L-2010016

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

Carey:

DePue:

Carey:

What was he teling you about theypbology of the trader? Do you
remember?

Discipline. Discipline. Take your losseBe war e of the obvious
follow the crowd. Do youown thinking. Those were the kinds of things |
got from him and they all paid off.

Ma y b e ysagueé With thigl but is there a personalty type that seems to
do better as a tradeand what would that be?

Well, | think you have to have a competitive spirit, but | think you have to

have discipline, and I think your emotional makeis very,very important,
because some people candét take the str
emotions well and will do the things that wil lead you to, you know,

disastrous performancehen things are tough is when you have to be your

best. Anybody candb good when youbre winning, b
your losses and how you manage your money and how you discipline yourself

not to get caught up in a trade emotionally, but to look at it objectively and

say, fnAWell, h er e Gistimevtbeexriet It hwass owroorn gfi |
wr o n gi Wat parameters do | seton a trade, how much money do I risk

and what | evel of price wilPRodit®ri sk be
really the ability to decline g¢ingades.
a crowd reactionBack then there was one pit and there was a lot of noise and

it would be real easy to get caught up
yourself. Look around. Keepyohead up. Al t hose thit

type of peésonality, its somebody who has a balanced emotional ropkend
a strong sedfliscipline.

Good solid selesteem?

Esteem will come over time. Yeah, you need someestééfem, but too much
Is very dangerous.

DePuel 6 m t thyomwakngt here and i f yo
|1 t

Ore wuse
compl i ment you a t he ti me, a

u
hat 6s noa
No, no, youdre not goiintdélsstSobegert t hat ,
aware, you know, beware of all the compliments.t advery cold business,

itadsvery Dblack and white business. Y o
end of the day and youdbve spent your t

Type A personalties all?

| guessyes. You know, | meannot all, no, no. There were people that were
successful not being Type A, and then there were Type As@agdu could

find your level, more |ike being a gol
handi canme handiGam Wel, | shot an eigtitye as areighteen. |

had a hell of a day.made $500 trading today and that was a hell of a day for
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DePue:

Carey.

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

me. But you know what, the guy wiha@ nine, he wants to make $2,500

because he believes thatods how good he
he di dmadeight dag \Se, you could land in a zone, and realy playing
within your zone, thatdéds the greatest
Know your swing. Know yourself. Pl ay
overdo f.

| saw something thasuggested that size matdrthat physical bulk mattered.
Wel, yeah,wellbulk., | édonét
Maybe intimidation mattered.

I donodt know. Il mean, | ook, Il think s
coull® height is what matteredBulk was okay, but height really gave you

an advantage of sight linek realy became important when we created the

bond pitand people were vying for space near the order floor providers
because they had to be t hkRerfaetofthe t hey ¢
matter is, yeah, size and heigheredefinitely a factor in someuccessful
stories, but 1t wasnodét the only drivin

Does that mean, though, that women had a disadvantage in the open outcry
pits?

Well, yeah, probably.We di dndt have a | ot of womer
some that were successful, but not a lot of women memiewngas, and it

had always beem manoé.dNotgatmeat t hey werenodot alll
somewhat physical. It was mostly men. It may not haweyd been

comfortable for them, but they were welcomedlirtook a special kind of a

woman who would want to stand in a crowd like that and compete.

Let6s go back then to whafistplhaeandg h't us
that was whayour dad was teaching you in those first couple of years. So

again, how tough was it then when he passed away. Was that a surprise to the
family?

Yeah, | think so, and he was only fiftlhree, so, yeah, | mean, even though
therewerea lot of differentmedical complications, but, yeah, it was a little bit
tough But, you know, we were fortunate that our mother was a strong
supporter anave were able to pursue the careers that we wanted to pursue
down here.

Was there any talk that because of tiress of the job of being a trader all
those years that contributed to his death so early?

Ah, yeah, | believe thalreah, sure.

20



Charles P. Carey Interview # AISV-L-2010016

DePue: Were you hearing that from your mother or any other relatives, that cautionary
tale for you?

Carey: Well, sure.But my mother probably understood it more than anybody, and so
she didnot have any problem with going
of ideas about what it was |ike, but U

doing it yourself, again, it comes\wn to personalty, how you handle your

risk, what, you know, how do you want to conduct your business and how do
you want to conduct your personal life. There was a wide range of
approaches. Some peogle To be quite honest with you, alcohol has always
been an issue down heiecame handn-hand with the job. It was a three

hour job with the rest of it free time, so, you know, alcohol was a chalenge
for a lot of the members. | think the 670s and®B0s there was a bit of a drug
culture around herdgrtunately below the surface, just like the whole country
when people were trying cocaine and this and that. | think fir&inately for

me, | stayed away from a lot of those thingsit you saw people getting

involved and you could see it all througheir behavior You need your wits
about you when youdre standing in ther
trades. You dofpee - 0 s
dulled and you \
distorted by some sort of a drug OFSeFeE=
hung over from alcohol. | lke my
drink, you kow. I stil do, but
when you went to work the next G~
day, you wanted a clear head and&=5ex
you wantedo be able to compete lm",,', =

with the best.

Carey standontradingfloor

_ _ asthe CBOT.
DePue: Were you married at the time?
Carey: No, | didndét marry until 1985.
DePue: I t hi ngettingelesé to #he end dhis tape, sdhis might be a good place
to break.
Carey: Take a break? Surklow are we doing?
DePue: Oh, this is great, | think.
Carey: Il dondét know who would want to watch i
ités something that yoa .
DePue: Okay,Charl i e, we took a very.lthnkwek br eak

had a logical point to break, because 1978 was an important year for you.

Carey: Yeah, sure was.
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DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

What happened in 1978
Well, April 13, 1978, | joined the Chicago Board afade.
Tell me how that happened.

We | |, my father passed away in Decembe
name and the family decided | should take what | was doing at the Mid

America and try to apply it atthe Chicago Board of Trade. @enit through

the application process and became a member of the Chicago Board of Trade

and his seat was transferred into my name.

This might be somewhatf an absurd question, because | know we
established last time that the seat can go from onergon to the next, but
what was a seat price going for at that time?

| believe it was $140,000, which was all the money in the world, if you ask
me. |was making $6 an hour working construction. That was the last real job
| had.

Tell me @out the first day on the floor. What was that experience like?

It was challenging because | had been at theAnigerica Exchange where it
was a secondary market and we would watch arnalpby with prices on ft,

so we got used to reading a tapdow, | had to change what I did from
watching a flow of prices from the tape to watching people and people
interact And the space was much differebécause | had to look :dle top

step was trading one price, down in the middle they were tradirite sedi
contract and off the side. So, it required an adjustment in my style and it was
a difficult adjustment initially to go from watching the flows of prices on a
tape to watching people do these things and then looking to the wall boards
for soybeamprices © wheat prices to see if they were affecting the prices in
the corn pit.

One of the things thatodés confused me ¢
you know, thereds, takeécorn as a comn

Sure.

€ th a t reytrading corn at the present price and then at a variety of different
months in the future as well.

Uh huh.
Is that all happening in the same pit?

Yes, it was at that time. They were all pit traded. That was the only way we
traded. They were traded open outcry. That was required by regulation. That
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DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

was our rules. And they would be assignélaeir lead month would be the
top step. Andheir second month would either be down in the middle or off
to the side.

What does thamean by lead month?

Lead month most active, front monthwe call it the front month or the lead

month. Itwould have the most volume in open interastl it could be the

closest date to maturity. It could,lvpei g ht now youoll be tr a
because May is less than a month away. And then, as the open interest and

volume declines and as it becomes a cash contract and only the commercials

are trading it, you move a different month to the top step because it would be

the most active contract trade.

Letds use corn again as an exampl e.
Sure.

When youdre talking about futures trad
that respect? Options might be the wrong word.

No, no, no. That 6s ex@pc¢ci bpswhdt meea ng a
futures delivey montts, soy oudéd start with a March cc
March, May, July, September and December. Those were the months in corn.
Soybeans, y 0 antAdgushamd/aelantiaoy arad da@iDecember.

So, youknow, it was, those were the different options or delivery months that
youdd trade and theydd all be in the s

But that wasnot |just FToeatwotldhgosnfopther t i c ul
two more years?

Oh yeah, ankde trhed arhde rtehdedihatyneamdydu h a v e
might be two years out, all those different termin@egto identify what you
were trying to bid or offer, whatommodity and whatonth for delivery.

So is the rule is ftileathan twomodthseoutin ot goi n
terms of your trading?

Oh, no, |l mean, thereds sometimes two
Take it to two years?

Yeah, two years, yeah, sometimes thely go out two years to
And generally in three month increments?

Roughly. Not always. | mean, obviously, you get, you know, March and May
is two and July two and September, you kriowe andthery oudve got
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DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Interview # AISV-L-2016016

October, November you know, sdhefinancials were more based on quarters.
Grains were more based on hesttimes and planting times.

Walk us through the rationale, then, for your typical farmer or, maybe a grain
elevator operator, who wants to deal with corn futures for December of 2012,

for example.

Okay. It will be unusual for that persamdo it, but it might not be unusual
for somebody who, maybe a foreign entity that has to have a certain amount

of contracts because heb6s actually cor
purchasing in 2012 to a requirement on
longt er m contract with a buyer and heos
ités realy about meeting the timing needs of cash contracts and using the
futures contract to mitigate the risk.
may have commbe nt s t wo years out that hebs ¢
that may be the best tool for him to use.

He gets into that because heds afraid
would go up and then hedéd be |l osing bi
Or down, deperidg on which side of the market he was, but yes. The fact of

the matter is, is@ hard to say what the price of corn is going to be worth in

2012. What 6s the federal government g
they going to do about ethanol subsidi ? What 6s the price
to be? We saw a lot of these ledgted trades come into the marketplace

after the energy policy of 2005 was approved and we started using twenty to
thirty-five percent of our corn crop as energy.

So all theaction that we see in the pits that the speculators are going through

is to determine what the fair price is for what corn might be in December

20127

That 6s what the market is there for, t
| pulled df some quotes from yesterdagot this from Agriculture Oibine.

Cash yesterday for corn, three fefiye point four I assume that 6:
tenths.

Three fortyfive and a half.

Okay.

Did it say where? B emium orgdiscount dependiiys g e n

on where you are to delivery point. Our contracts are based on the llinois
River and relate to the Gulf export market.

Okay.
take a look atit.

donot
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Cary:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

Sur e. | 6d be glad to. -Llnee &nd) actualye e . Th
that forty-five and a half sounds like a futures price, but let me take a look.
Okay, cash, December, oh, yeah, cashforiyve and a hal f. It

saywherehey 6r e quot i ngix andaMalfy Jug comfity f or t vy
eight. Okay, so you have a cash price. Where exa@ly tc omi ng f r om,

not <certain. It could be on the river
because cash varies quite a biinfi location to location, butét all tied to the
futures. Thereds all a relationship t
What | 6 m s eei nagsyadagefarther downethe catendar htlee t

price keeps going up incrementally by small amounts.

But t hatydosu boreec apuasyei ng people to store
near by would trade at a discount becadu
But , i f I bought corn now and held it
pay something like five cents a month peslwel tostoretSo, t hat és wh
thereds those diff er e mouwmdtrade atWWhteven t her e
call full carry, meaning that the cost of insurance, the cost of storing is all

buit in to the differential between the May contract and thg dontract. Ifs

there.

In that first moment, now you already had two years of trading in Mid
American Exchangeand you walk in here. Did you feel that you were realy
prepared to step into that pit?

That s a tough cuaskedmedhat. YeahN didh d #lyl0 s e v
was prepared.

Was it the confidence of youth?

Probably. Yes, most likely, but | felt that | understood markets and | thought
that | would be just finelt took me a little bit longer to adapt, buteenually,

after spending time, you learn to trade in this environment and, so, it was a
great experience. It was a little bit more difficult initially than I thought, but
then things worked out.

Who were you representing? Yourself that first day?
Yeah, only myself. |was always a trader for myseff.
Did you walk away with a profit that first day?

I dondét think so. Il think it was a |i
difficult trade and the learning, the tution wveét f r e e . So, but ,
any monumental mistakes and | think that the fact that for two years | learned
discipline that kept me from making any big mistakes.
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DePue: And youbre keeping your head above wat
yeas?
Carey: Oh yeah, yeah. It took me a while to

coupled my pit trading experience with
observing, talking to older traders, | was able to kind of implement a lot of

these things intany strategy and the way that &ted and created my own

style of trading.

DePue: Tel | me a |ittle bit about the buildin
building, as well.

Carey: Oh yeah, yeah, well | think the site was inttially purchased in .1888
buidng bef ore the building that wedore sit
damage when they built the Federal Reserve building across the street. They
drove the pylons so deep that it kind of made the old Board of Trade building
a little bit unsafeand so they decided they were going to build a skyscraper
They buitt the tallest building in thety of Chicago and they started around
1927, 1928. They moved out of the old buiding and moved over to a garage
on Clark Street, set up shop in that garag Clark Streetore down the old
Board of Trade, and buitt this skyscraper that went, what,-tbrge storiesit
remained the tallest building in Chicago from 1930, when it opened up, until
1955 when the Prudential building opened up. So it watatlest in the city
and t he r-feedysarstofvpeturés ywhere you wil see the goddess of
grain sitting up there as the tallest thing in the City of Chicago.

DePue: When Chicago is known for its architecture, always has been, so, has the
Board of Tade building held its own in that part of the equation?

Carey: Oh, I think so. Who was it, who designed it?labird designed it[Holabird
& Root] | t stilsa destination for all the architectural classee get tours all
the time in our lobby to shothe great art deco. We restored the lobby in the
last five years, so yeah, the Chicago Board of Trade still stands at the
crossroads here at LaSalle and Jackson, the financial king, or whatever you
want to call it, with the Federal Reserve on one sidkvamat used to be the
Continental Banii for people old enough to remember what the Continental
Bank wa® onthe other side.

DePue: Did you have an appreciation for that when you first started trading here?

Carey: Yeah | did. Yeah I did, because my familyas aware of it and it was a
famous building and it was in a famous locatidtwas the way buildings
should have looked, as far as | was concerned. It was dowmitywvof
Chicago.

DePue: Okay. When we took a break, we realized there was a couple ttexinge
probably need to go back ahdve youdefine as we move forward here.
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Carey:

DePue:

Carey:

DePue:

Carey:.

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

I 611 do my best.

And the one that |l 6ve had the hardest
derivatives. Tel me what a derivative is.

I dondt damexplain it pedectly, Ibut | wil tell you what my version
of a derivative is.

Okay.

What it is, it comes from the word derive, ar@ ithe creation of some sort of
an instrument, based on another instrument, that can be traded. Aigeriva
could be the U. S. Treasury Bond contracs & futures contract created on

an actual cash bond contract. Derivatives have gotten kind of a rough name
because of credit default swapsd swaps and other financial instruments

that were created dadl derivatives, whether they be based on an interest rate
risk or whether they be based another form of derivativea futures contract

on a stock index. Well, a stock index is just putting thirty Dow stocks
together or 500 S & P contract of stocksetibgr and creating a futures

contract or derivative that people can buy and sedispastic So derivative

is a word that can be used in a lot of different ways, but it applies to a lot of
the things that we trade down here. Commodities and commaditye$are
what the place was founded on, futures on a bushel of corn, and that delivery
mechanism was standardized. But these other products, these financial
products, a lot of them were derivativesuaderlying cash instruments
Suddenly we were allonee to take the best of the marngi system and the

risk management and bring them into the futures trading world.

Does that mean that commodities and derivateestwo separate realms, so
to speak, or can you havedarivativet hat 6 s bumarsoditg? on a co

Yeah. | mean, they have ETFs that are based on gold or wheat. So what is an
ETF? | t amexchange traded fund where people have put a basket of a
commodity into an exchange traded fund so people could buy and sell and
invest inthat. Tat 6s a form of a derivative.

Okay. | guess whatés confusing for me
to a thing. A thing would be a thousand bushels of corn, for example.

| t ndbtsa thing. | t adlos of things. Derivative, you jusiakie to think of the

root of the word, derivel t deérsved from something that can be traded like a
commodity.

Okay. How about the word option?

Okay. Unlike a futures contracwvhere you either have to liquidate it or take

delivery ofthec ont r act because itbés a contract
an option is merely a right. So, you can have the right to buy something at a
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DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

price, or you could have the right to sell something at a.pHoevith options

on corn, you could purchase thehtigo sell at three fifty a bushel, and when

you purchase that right, h agbir@j 40 cost you some moneyoYut 6 ve go't
theseindices that will look at how to valuehe volatility in the marketplace,

the time value of the contract, so they will create apramge where you can
choose to buy or sell. Conversely, on the buy side, to buy a call option, to buy
a put option, or you can sell those, but what the optiois merely a right,
whereas the futures contract is truly a futures contract that wouldterequ
performance if it is held to the end.

Okay. So a futures contract and a future option are two entirely different
things.

They are ofadifferent naturein the risk management business. The futures

contract des require performance byetbbuyer and seller. The option on a

future merely conveys the right to a future at a price if one chooses to exercise

that right to buy corn at a price or sell corn at a price. The buyer of the option

has to exercise that, because if | purchase, sapptiah on corn at three fifty

and the market goes to four dollar s, I
at three fifty. | 6m going to just all
corn at four dollars, but it was like buying an insurance prenaana price, is

what it is.

So thereds no obligation in the option
There is no obligation, no.
Call and put?

Call is the option to buyl twhset her youdre buying a ca
whet her youbr e buycornfgtures.l ttliesdmeon De c e mk
concept. You pick a price they call the strike price, and you pick a month

And between the month and the strike p
going to buy and what youdrPBhagyodadsng to
call option. Your put option is the o
something to somebody at a fixed price. So, you could buy a put option to sell

corn at three fifty, or you could buy a put option to sell IBM at a hundred

dollars ash& and, again, youlre just buying
price.

Okay. You mentioad yourself when we got into this discussion that
derivatives have gotten a bad name, just like speculators has gotten a bad
name.

Sure.

Your feelings about the raghat derivatives have gotten here lakely
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Carey:

DePue:

Carey:

DePue:

Carey:.

DePue:

Carey:

DePue:

It really depends on what youbre talKki
back we got into a little dustp with Warren Buffett because he called

derivatives weapons of mass destruotn . We say, AHey, wedo
mar ket place. 0 And he said, i wasnot
about these other guys. 0 | said, ABut
could be groupeihwi t h t his and we o6fatwesnot . We 0 |
exchanges. People know what theydre &
about credit default swaps and the fact that insurance companies like AIG had

taken all this risk and those were the derivatives he was referencing, which do

give dervate s a bad name because they weren
we r e n Bete was a lack of responsibility when people were writing these
contractand t hen they couldndt make good o

You mention the word policing. Talk about howstlistitution is regulated to
make sure those kinds of abuses donot

Right. Wel, we have a regulator called the Commodity Futures Trading
Commissiont heyd6r e responsible for regulatd.i
United States. They cameanbeing, |think, in 1974 dd 5, from the

Commodity Exchange Authority, which we
regulator for commodities. There had been no regulation of commodities

prior to that. And what they do is they police the markets. They laok fo
customer abuse, make sure that thereods
ités margins being posted, they make sure that the exchangepsls&ify

where the exchange has authority, like margins, like capital up. They have an
oversight responslity for that, and then they write rules and regulations

regarding exchangenainly to make sure that the exchange performs on its

principal agent rules and that the customers are being treated fairly and that

there are nactivities that would be harmfib a customer outside of here.

And the policing powers they have if they see some abuses?

Well, they have a fining authority and they have the abilty to ban certain

people from participating in the industryf t hey t hinkyouhat t h
know, some sort of a conversion of funds from a client to a fiduciary, they

have the ability to send that case to the Justice Department where it wil be
prosecuted even further.

Letds go back to your entr ysadthatfor t he E
maybe the last six or eight years before that time, there had been an increase

in the amount of activity, the amount of change that was going on in the Board

of Trade.

Uh huh.

| want you to go back and talk about those thirfgst vere happening that
were causing the nature of the Board of Trade to change.
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Carey: Sure. Well, it was just really expansion in produd®sior to theé 6,§/cu
know, the exchange was pretty much corn, wheat and soybé2yail.
The yhaddryecontract, but it wasno6tthey hat bi
came up with plywood contra¢@nd towards the end of tiee6,ahey also
came up with a silver contract to compete with (ineintelligible ?? in New
York. So, suddenly, the Chicago Bdaif Trade was trading silver. It was
trading plywood. It attempted to trade cattle, but it lost out to the Chicago
Mercantile Exchange for the cattle contract. And suddenly financial futures,
or derivatives, came on the scene. Really the first vemitodhe securities
side of the business was the Chicago Board Options Exchange which was
founded by the Chicago Board of Tradet st arted here in th
lounge by setting up an infrastructure where people could create a central
book on differat options Atthe time Polaroid was a big, a big stock. There
wereother high fliers of the eraSo the Chicago Board of Trade was no
longer just corn, wheat and beans. It was siver. Itwas plywood. They also
created the Chicago Board Options Exad®nThey traded iced broilers and
chickens. Then in the mid to late 6 7,ahe interest rate contracts started with
the Ginny Maethen going to the Treasury bond, | think somewhere around
078, they listed a Treasutyond contract. And this realy sétttone for
growth for the next twentgome odd years.

DePue: Do you know the year that the Board of Trade would have started selling,
doing options for corn and soybeans?

Carey: Yeah. 1984.

DePue: That late?

Carey: Because they were ilegal. Becausé¢hef Depression, the Commodity

Exchange Authority made options on agricultural commodities ilelgabok

quite a lobbying effort by this institution to make themleggh ey 6 r e act ua
a very good tool for farmers and nprofessional traders, because likes

buying an insurance policyyou can protect a certain price without having to

deal with margin calls or things like that.

DePue: Why had they been made ilegal back in the Depression?

Carey: Because some thought that was the reason that prieetsdawn so they
made them illegal, because they had traded them up until that point.

DePue: Well, the economy took a beating when #heck market crash occurred
0 2 But my understanding was that agricutture commodity prices had taken a
beating longbefore 1929.

Carey: Well, they were volatile, you knawyou had the dust bowl in thie 3.(6s you
had some pretty big volatility in wheat prices. Commodities themselves
moved around pretty good in te2,0 sb u t | canbtdoreda@t | yhin
thatthey had declined that mucbecause a Board of Trade membership
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traded for$64,000 or $65,000in 1929. So | think therevasstil a lot of
activity and | think prices were still pretty strong for the producer.

DePue: Okay. Let 6s (¢ etime youapeokablyi remembermpneone bio d o f
1972 was the Russian wheat dé#dw big an impact did that have? This was
right after they repealettie BrettoAWoods @reementl would think.

Carey: Yeah, but |l dondt think Ilihtnesty dedeve, el at e d
you know, | think President Nixon at the time had promoted relations with
China andRussia Russia needed to feed their people and they came here for
the great grain robbery, as they call it, where they bought a lot more wheat
than peofe had anticipatedsuddenly world wheat stocks were in a different
position and you had some volatile prices in wheat. So that was really the
beginning of the change in commodity markets, because the following year
you had a situation where soybeans,clvhnad never traded above four
twenty-five a bushelwent to twelve dollars in July of 1973. So you had a lot
of things going on in the world marketplace. You stil had the Viet Nam War
going on. You had markets opening up that had been closed by Cistnmun
regimes. You had people delivering food to try to improve the qualty of life
in those countriesSuddenly we were seling wheat to Russia; we were selling
wheat to China; we wereling soybeans and soybean meal to Jafdme
commodity markets, wbh had been kind of quiet for a long time and
relatively stable, suddenly went into
witnessed before.

DePue: We kind of touched on this before, but, that was perhaps both good and bad
for farmers trying to figure @ where they were going to hit the market with
their price.

Carey: | assure you those prices were good for famers. (DePue laughs.) They
werendt good or bad, they were good.

DePue: Okay. Well, they eventually came down.

Carey: Eventually, aftera lot ofyears of planting and production.

DePue: But did volatiity play into the hands of traders? That made it much more

lucrative to go out on that trading floor?

Carey: For some. For others, they went broke
ke thatt Mer e was, you know, for every gre
stories, so it was, you know, it was just the ushering in of a new era of grain
trading, because suddenly we were seling grain all over the globe.

DePue: So the volume of trading was incraas

Carey: Volumesincreased. They had electronic wall b@ardhey were bringing
technology in People were able to phone orders in from Switzerland and
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DePue:

Carey.

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

different placesTelex ordersSo, yeah, the business was growing and it was
growing because thekgas volatility in price and there was a need to use these
markets to, really, to transfer risk, and to protect your businesses.

|l 6ve got a long Ilitany of things where
into new ventures and new activities, betfore we begin that, what was
driving the Board of Trade to be innovative, to try to find new markets?

Well, | think it was a combination of people who saw the changes that were

taking place in the mar ket s.eamoMnbudve ¢
of bonds that were sold under Jimmy Carter might have been tfianty
billion, you know. Now wedre borrowin
was really people that saw the trends, the big picturengierq they went in

and decided to tryo meetthe needft he mar ket pl ace. That

definition of innovatonsme et i ng the needs of the ma
what we did. We brought contracts in that narrowed the cost of borrowing

money for a home, the GienMae contract. When was a dealer market and

was only traded with a handful of companies, there might be a half a point to a

point wide between the bdnd the ask.When we got it here, it got down to
onethirty-second. Treasutyonds similar. Atthe Mercantile Exchaniye

was Treasury Bills that suddenly were trading actively in a transparent

marketplace where anybody could access them, notqumimodity markets.

How much was all/l of this innovation dr
Chicago Mercantile Exchaagright down the street here

| think some of thos@were driven]by competitors, but | think there was no

doubt there was a friendly competition going bothink a lot of the innovation

was just driven by the opportunity because the world wasgtmarwe had
economists and we had members that saw the world changing and decided to
position us to take advantage of i.

So again, | 6m going to go through a I
happening and just get yourtights on these as we.g®ne that happened

right before you got heéelt hi nk youbve odahHedesady all ud
Treasury Bonds futures. 19777

We mi ght have | i s tieeMbaewasteeristicontrabt.7 7, but
Treasury Bonds came a&l6Bng sometime arc

6 7 ®ading in gold futures.

No. Gold started thoughti n 6 7 4 . , db@nvexchangbme y
started, but they made it legal in 1974 and the U.S. was able to trade them
then.

1980. I  knowEmbangp sngiat eds right

32



Charles P. Carey Interview # AISV-L-2010016

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Yeah. That was painful for some people and | think it cost us customers

Wedd had an geimbad@gd, as tfhamkas;tsoybean
led to buyers investing in Brazil and expanding soybean production down

there That embargd becaseRussia invaded Afghanistan, redliyt cost us

credibiity in the world market, because they were going to get the grain

anyway with some other intermediary, but we becémeeller of last resort.

In other words, the farmers are going to regit hurt. The prices plummeted
at that time?

They sure did. Yeah. They dropped dramaticallizen in the summertime
we had a drought and prices actually went up quite laelsiuse of the
weather. But the initial reaction was pretty dramatic.

| 6m not a hundred percent certain on t
Trade launches first options on futures contracts?

Options on Treasury contracts. There were futures options on Treasury
contracts and | was involved inatthe time The bond contracts had grown to
almost a hundred thousand contracts a day from what it hadibe®s a

small volume situation in 1979 and 1980, but the time was such that that
marketplace continued to grow and grow and grow. We were able to list
options which were also very successéuid the options on Treasury bonds.

Just in terms of the geography of the pit, if you wilith some of these new
innovative financial mar kets, that mes

Well we did, actually We built our new building. Basically, the back side of
t he Chicago Boar dthisovas aparking garagfhesfordt her €
entrance was here from 1929, 1930.

The prime entrance being?
LaSalle, on Jackson, around LaSalle StréeiSalle and Jackson.
The north side.

Van Buren wasomesmall shops, a parking garadewas nothing. What

they did the Board of Trade members bought the parking garage in the late

0 7,kmocked it down, and buit an entire expansion \whbke annex goes up.

Webre in the annex right now. This 1is
twenty-two floors, | believe, versus the fortlgree in the front. But this is

where we built an entirely new trading floor for agricultuk&e took the

Treasuy bonds out of thenember® lounge or wherever they were trading

put them on the old grain trading flpand rebuilt those pits and added

opportunity

Again, if we are on the agricultural side, do thewe apit for corn.
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Carey:
DePe:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:.

Oh, yeah.

And thereds a pit for soybeans?

Sure.
But in that pit for corn, theyodre trad
Uh huh, yes.

Future options?
No, separate pits fohé options

Separate pits fohe options Butin thatf ut ur es contract theyd¢
trading ...

Trading multiple months.
€ multiple month®
That s right.

So thatodés got to be kind of hard for t
going in there, | would think.

Yeah, but you know, they adapt pretty quickly.
Your life, your livelihood depends on it.
I f you donét adapt, it gets expensive

Okay. It was 1982 | believe you had already mention@dhat the ag
commodity trading moves to this new anneéx.8 Board of Trade launches
soybean futures options. Okay, you mentioned tha&.3tock market
crashes.

Sure.

How did that affect this placd?t wasndét a c¢cr ash, but it
drop at that time.

Yeah. It was a virtual crash
Twenty-two percent, | think.

Yeahl t hink that because we werenodt tha
challenge then was bond prices had been pretty\lglen the stock market
crash took plac@ it was a crash the Fed had to come in arldosen and it
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DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

created tremendous volatiity in the bond pridénere were some people that,

if they were sitting wrong, ;fdiurcsks 6t hav
were made and lost in a matter of days. Chicago Board Options Exchange,

the Treasury bond pit here at the Chicago Board of Trade, the CME had zero
dollars in S & Po6s. So, yeah,dlit was
wasnodét that involved in exchange gover
wered therewerequestions on whier or not margin calls would be met and

who was going to pay whdt wasa real check of the system and the system

held up pretty well, but it was certainly a toutjine for the exchange.

You mention margin calls. Maybe we need to take a stelpdaat just
explain what that means.

Mar gin call I's when you trade a commod
the contract, you put up a good faith deposit. So, to guarantee your

performance in the contract, you put up five to ten perceneofdliue, which,

if you look at historically how much prices move, that should about cover

your risk in that contract. Now, when contracts become volatile and prices

start to change dramatically, then people have to post more margins or they
have to liquidte t hei r position. Redltldys, atshastinpl le
reason for the success here because we

wasnodét enough capital. We called marg
and firms have to put the money uptleey have to liquidate the position.

That 6s how, you Kknow, you prevent a bi
those deposits. That 6s what margin 1is
In 1987, thed atl east what | 6 WdNewYorkStockher e r ec e

Exchange, others clodebut this institution stayed open during that time
period?

We closed for a little whileThere was a circuit break&mpe close at the

Chicago Mercantile Exchange and atthe New York Stock Exchavgeere

closed for some qriod. Then some people came down here and started

making market and we had a very small irllédxwa s n6t e v-domest he D
at the timé called the Major Market IndexSo yeah, we had a small presence

there, so we were trading our corn contract, our beamisact, our bonds

contract. We were tradingSome people went into this index product instead

of making a market, and even though it was down dramatically, everybody

else started to repen and start trading again.

This far i nt ce ageasonedvetaranefehe pit by thisitine.
Sure.
You got married along here someplace as well.

Sure.
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DePue:

Carey:

DePue:

Carey.

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Tell me a little bit about that.

Oh yeah. | got married in 1985 to Linda, my wife Lindand we have three

boys. Wehave Charlie, Matt and Jack. Chat
Wisconsin nowhe 6 s a fr eshman. Matt is 1in hisc
Township High Schopland Jackis in fifth grade at LaGrargaghland.

Are any of them future traders?

I d knowd tThe business has changed dramaticaljnd | donét Know
donot know 1 f they I|ike the business a
businessit &ertainly not like it wasin 1975 @8, where you could bring

somebody alongbring them intothe pit teach them the ropes and expect

themto have acareer.tabsvery different business W
applied and with the consolTodhat i on t ha
guestion whether or not theyoll be trae

Y o u 6 dkayhif ¢hey did?

Whatever they wanttogddb 6 m okay with as |,amgs as th
long as they make sure thakitright for them.

Tell me what a typical day would have been like bacldtt& @oisyou.
It was a pretty god life, you know. It was

What were you trading in at the time?

Corn. Corn and soybeans. | 6d usually
severt hirty or eight o6éclock, try to get
were of the market, wherge were going to opemarkets, what kind of &

fit was the summerti me, youdd | ook at

for what the production would be like. If it was not the summer months,

youdd be trading de man dtheserothes factdrsh A mer i
So it was never a dull business, but we had some pretty big surpluses in the

mid-6 8.0l mean,in the eighties wera consolidation of the grain business,

less elevatorsMore and more companies meeacquired by the bigger firms

so thebusiness was going through a pretty dramatic chahbgen after 1983,

we had some tremendous surpluses. We had a farm bil khbink it was

Freedom to Farm thatcame ondn8 5 but | 6 d 0 pheapleweret 0 c he c Kk
trying to get the U. S. government oditbeing thisstorage place for the world

grain market and making the U. S. the seller of last reSdney tried

paymentin-kind and tried different program#ly typical day was coming

down atsevet hi rty or eight o06cl oc kfellown t he n
traders and preparing to go into the marketplace for the day, to do my trading.

When did the pit open?
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Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

9:30 same as it does today.

And when did it close?

1151t closed.

So from9:30 to 1:15 itGs constant motiorand action?

Some days. Some days it gets so slow
actonand other days when it was really b
market had opened and closed and you never left the pit. But most days you

did leave the pit forsome perod her e 6d be a bus%X30e of a
and 10:00,then maybe froni2:30 to 1:15,and the rest of the time it would be

quet Ther edd still be some trade, but not
Onthose active days, though, ITwoudthk youdd | eave the pi
exhausted.

Yeah, but the adrenaline was going, S Q

exhausted. You were stibumping the juices from being invovetd hen youdd
have swings and movewhether it be a weatherriecast or a crop report or
whatever . 't was never dull. 't was

What happened after 1:30 then?
| 6m not telling you that.
(laughter) That 6s the part wedre most

(laughter) “eah, right. Well, some days there was lunch and couple of beers
with some of the older guys to talk about the market and what directions they
were looking for going forwardome days it would be just going back to the
office and reconstructing trades andrking on chartsThenin the

summertime, sometimegou were able to get a round of goff in.

You did have an office in the buiding there?

| did, yeah. | always had an officeither across the street or right in the
building.

Okay. L e t 0:4988 Eed Fund Futures begin trading in May. Does that
make sense?

Two-year notesFed Funds. They were all derivatives of the bond. The bond

was the contract. The bond was the big contfden the teryear note

contract became ¢hbig contract when the world went to 4ggar benchmark

versus thirtyyear, and they stopped auctioning thygar. So that was
sometime along, thelada®0s Soayeahwre sed&undsunt i |
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could have been listed and the tyemar note walisted sometime in there.
Five-year notes.

DePue: Especialywith some of these new financial products, was there a settise of
real prestige job®eing attached to trading in this particular financial area,
versus some of the ag ar@ad/as there anypf that going on?

Carey: Yeah. | think the roots were in the ag markétsthe 70s athel 0680 s
agricultural markets were still the biggest thing. Byrtid-6 8,0the bonds
had surpassed the agricultural markets and the bonds were the much bigger
maikets the money flowsn and-out of bonds were huge, so they became
kind of a Board of Trade driver of succe®¥éether it be individuals or
whether it be revenues for the exchange, the financial complex became the
complex and by the laté 8 @aly9 0,Ghey were the driver. Now | was a
grain trader, so | preferred to stay in the grain markle¢se was activity, but
it was not like financial products.

DePue: When they opened up to get into some of these financial products, did you
have people movingrom the grain floor to the financials, or did you have a
new influx of people or a bit of both?

Carey: A bit of both. Mostly you had a new influx of peapBut there were some
people that wanted to avoid the cyclical nature of the grain madaeteey
would spend time learning how to trade in these new pits that had financial
products going in them.

DePue: Different dynamics?

Carey: Yeah. Different hours. Different dynamics. Different read. Markets are
mar ket s, but t her e dtsvasa diffetera busineys thenr i ¢ k s
and | respect those that went ahead and learned that business.

DePue: Okay. | 6m sur eApy of 1992t e me mber t hi s

Carey: Flood. The flood. Yeah, sure. | knew it because | was the only one who sat

in the board rom when we had to close our excharipen we went to a
shortened schedule while Commonwealth Edison got back up and the Loop
got back in shape. But | was living downtown at the time, so | could walk
home It was amazing where they punched the holesdanthnel and flooded

the tunnels.
DePue: We need to explain what actually happe
Carey: No, no, it was not a normal flood. was aware of this from my construction

jobs in thed 7 0 s gctually eout the electricity in frorh2th Streeto help run

the Sears Towarn 6 7 3, So bhdddworked in those tunnels and | knew
that thereweretunnels that went under the river, and | was in thdimey

were coal tunnels and garbage tunnels, but they were very functional tunnels
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that all these highises in the early 1900s usdten a lot of the buildings

started getting rid of them. They were no longarning coal they went to a

different energy to heat the buidings and so they kind of closed these
entrancesupBu t t bwvaall these tiings mode They had tracks down

there. They had lights down there. It was like a whole different world. Well,

what happened wathe city sold these tunnels to Commonwealth Edison, or

rented them to them, so that they could bring thedaib in without digging

up all the streets, sbButwhatbappgredwabat t he
there was somelg was working on a bridge or Ipp or something over near

the East Bank Club and they drove one of the pylons through the top of the

tumel . Somebody hadndédt done their home
cut off all the power to the Loop and it flooded all the buildjngecause all

the old buildings, whether it was Marshal Field, whether it was all the

buildings that were down this fdad entrances. There was supposedly fish in

the Thompson Center, from the river andirshd Field and Carson Pirie

Scott, Chicago Board of Trade, all these old landmark buildings on the Loop

had access to those tunnels because they used themtm@®n So the water

came in and we actualy tia flood. We were very lucky because there was a

huge telephone switch that the water rose to within a foot and a halff of that
telephone switch. I f it wouldr rhave hi
switch, it would have put us out of business for a long tiine. ndtghe kind

of thing you just go to Radio Shack and buy.

But it did put you out of business for a couple of days, a few days?

Yeah. What it did was put us on a shorteeebedule because people had a
hard timeaccessing the building. | mean, the first day, the elevgtexple
had to walk up and down the stairs, you know, until atepgwer backWhat
happened here at the Board of Trad®us insurance company coveredle
went and got backp generators, so we got going right anthgy put them
out in the streetSo we ran this building on generators that were trucked in
and put next to the buildingthen the power was brought into the building so
we could run the elators and run the basic services so we could open the
market. But we basically traded two hours a day then. We tradedLG:Ot
until 12:00 and closedSo people could liquidate, but it was our normal hours
because of the problem with the power.

Did you have water in the basement of the building then?
We did. | never went down to see it, but, yes, | was told there was.
It never made the it though?

No, no. 't didnot make the telephone
that would have put us out of business.
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Okay. Thene xt dat e | Ohere 1997 paftethours electramic | | st
trade.

Okay. Yeabh, yeah.

And thatdés probably a good place to
trading, whichis versusopenroufcry trading.

Uh huh.

Talk us through that transition, going to electronic trading. What was the
implication from your perspective?

Well, it was a challenge for the members who fedraddcorrecthd that
they could Ise their day jobs by allowing this electronic trading But the
exchange and the leadership of the exchange understood that we had to offer
this venue to the client, because other people were going to. Now, inttially we

just used it in the ofhours, so t really wdapedpleddan t hr e at

the day The Chicago Board of Trade did it to compete with the corn trading

that was taking place in the Pacific Rim. The Japanese had a corn market and
we wanted to make sure that our markets were opea\aieble to those

people. So, yeah, the afleours traehg. Initially we werepart of Globex [an
electronic futures trading platforestablished in 1992]Then we switched to
Project A and we brought mifferent contract Electronic trading was irtg

infancy, di dnot have much of an impact on
starting and it was starting a trend that was going to continue.

Is this a generational kind of thing?

w

Oh, I donodt know i f It wdeenbyr uly gener

technology available and the demands of the marketplace. So, could you cut
it off ata generationYou know, it was really about meeting the needs of the
marketplace and meeting the demands of the marketplace.

From your perspectiveesped@lly early on, what were the advantages of the
old fashioned openutcry pit versus the electronic trading and vieersa?

Well, the operoutcry was centralizedand there waaninformation flow that
came out of it so you kind of knew what peoplere doing So it created

another value of all these people getting together in one room and discussing
their thoughts and ideas about what the price of a commodity should be.

You make it sound a very gentlemanly process of discussing what the price
should be. Again, my vision is of these people yeling and screaming.

We |l |, that s t he act uatherewasa ldtiofnpgople b ut
on phones.Therewas a lot of people that would be walking the floor talking
to different sotces There wergeople who were viewed as good traders,
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honest brokers, honest traders, successful traders, not successful traders, in
other words, so you had all these different profies of individuals involved
People on the outside, on the other enthefphone, they generally wanted to
know what certain people thought in the marketplatcerould help them to
determine whether or not their thought process was right or wrong or whether
they were pursuing the right strategy in the marketplace. Sdnaw, | call

it a discussion, yeah The trading of it really we
flow was. That was when people had decided. They had already made their
decision and they were basicaly competing for prices and bushels and making
the marketplae find its level. But prior to thattherewas probably more of an
intellectual process that took place.

DePue: In the electronic trading, you lose some of that?
Carey: It elimnates a | ot of that,6 atgeah. It
screenyou dondét get that physical nNoi se &

certain people are doingo you lose that value thedally generates activity.

DePue: A couple of years latein 1996 | believe, you have another opportunity here
youor e te mard aetloht times?

Carey: We | |, I had been on t hleactdalyanfdadr from 1909
chairman in 1994 and lodtran against Patrick Garber and he was going into
his second term. He won. llost. |took two years off the Board ot Dire
and then in 1996 | was encouraged to run ada#n for the Board of
Directors in 1996 and started serving as a board member again in 1997.

DePue: Whatwasthe role of being on that Board of Directors then?

Carey: Wel |, obvi ous | hoard rdspomsibilitiedTh et a medarceds r e:
the canpetitive aspect wheyareyou design or whereyou aregoing to work
with your CEO to design the strategy to take you forward. It was a very
different marketplace in 1997 than it was in 1990. You krtbes,drums were
beating. There asthe Eurexout there[Eurex is a derivatives exchange
located in Zurich, Switzerlandlf was all in its infancy, but the world was
changing.lIn February of 697 we mopanddthe i nto o
$175 milion building that we buitt was joined to this anndié on the east
side and we were moving our bond contracts in there. Within about a year or
two, the life exchange lost their contract€trexfor a couple of reasons.
One was the fact that people wangdekctronic trading So it moved The
board was concerned witiow to best position the exchandgee chalenges
were a little bit greater than they had been in the past.

DePue: Were you still actively trading at that time?

Carey: Yes, And | 6d snpaayrit 189dDaa Heoning andl started Henning
and Careywe were doing clearing business for about a hundred local traders
at the Chicago Board of Trade.
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DePue: September 112001 [Now usually referredto as 9/11, when terrorists flew
into the New Yok Twin Trade Towers.How did that impact this institution?

Carey: Wow. That wa® everything was closed. The markets had been open when
the attack took place. When people finally realized what was going on, we
put out an announcement that we were gomglose then we closed the
markets, and | believe we stayed closed the nextBlatyl think we were able
to open the day after thdt was a somber time, you knpw was pretty scary.
Nobody, nobody really knew wh&i make of it and, but the markiebk it in
stride. Ithink it was a little bit longer for the New York markets to start up
again. In fact, because air travel was shut down, everything was shut down,
there was a delegatiamat drove here from New York to talk about partnering
with us,or partnering with the CME. They ultimately decided to go with the
CME because of th€lobex platform. But we were talking about actualy
allowing for crude oil trade here at the Board of Trade while they determined
what to do with their facilties ordw they would put Manhattan back in a
position to go back to work.

DePue: Was it especially challenging when you realized, wow, the target for this
attack was another major financial institution? And here we are, in arguably
the most important financiahstitution in the Midwest?

Carey: There was a lot of concern. There was, people were concerned about what
would be the next target. Would this be a natural target? So, yeah, there was
But peoplewent through those fears.

DePue: This is probably a gooflace to breakAnd we 6| | come back he
few minutes. Thank you Charlie.

Carey: Okay.

(End of interview #1- #2 continues)
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DePue: 't is still Apr il 8. | 6m here with Ch
taking so much time out of your busy day to talk with us about the history of
the Board of Trade and your own personal history and reflections. nth it 6 s
been wonder f ul to hear these reflectio
people are going to be enjoying the opportunity to hear what you have to say.
When we |l eft off the |l ast session, we C

important yeafor you personally, was it not? The year that you were elected
as the chairman?

Carey: No. That was 2003.

DePue: 2003. You had to make that decision yourself to run for the office, | would
think. 't wasnodot | ike youageddyotherslr af t ed
to run?

Carey: Well, actually, the chairman at the time, Nick Neubauer, told me that he

wasnodét going to run for a second term
with that, | got the green light and | ran unopposed for chairman.

DePue: Unopposed. I f you had been opposed, i
electing the position?

Carey: The members at that time, yes. Anybody who had a full membership or an
AM membership had a vote in who would serve on the board or serve as
chairman othe exchange.

DePue: How many members at that time?

Carey: We | |, thereds 1,402 full me mber s on th
800 plus AM Members, but they only had a fraction of the vote.
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What does the chairman do, then?

Well, it really depends on the time of the year. The chairman is responsible for
working with the CEO, setting an agenda, ensuring that competent people are
hired to run the business of the exchange on aadgy basis and then

helping map out strategy for the eacige. We were in a very changing
environment, so what we were looking at were competitive threats and how
best to get the exchange going forward to meet the competitionohead

Does this mean you no longer are a trader yourself?

Well, 1 stil trade. I 611 show my | osses, y O
laughs) But I still trade, and starting in March of 2003, | had very little time to
go to the floor to trade. | did once in a while, but not too often.

Did you enjoy the opportunities theame along with being chairman?

Thereds tremendous opportunities. The
year. A lot of people were predicting the end of the Chicago Board of Trade,

that we were going to lose our bond contract to Eurexwibatould be a

small, regional grain exchange by the time the competiton was done with us,

but it didnot happen.

Was there talk in the wind at that time, also, about consolidation, about the
Chicago Mercantile Exchange, those kinds of things?

Well, there was always talk about that, but within six weeks of the time | got

elected chairman, we moved our clearing business to the Chicago Mercantile
Exchange because we had a situation where we had a bit of an adversarial

situation with the Chicag8oard of Trade Clearing Corporation. They were
controlled by the | arge banks and they
competitive bidout for our business; that when it was inttially designed, the

Board of Trade Clearing Corporation was supposed josbe processing

function and a clearing function for its one customer, the Board of Trade. But

they were going in a different direction, and we saw the lay of the land as far

as global competition. We felt that we
muchstronger if we were to consolidate that function with Chicago

Mercantile Exchange.

What exactly was the clearing corporat
To clear the products of the Chicago Board of Trade.
Whi ¢ h, again in Paymandés ter ms, means

Which means that the clearing corporation held all the margin moneys. They
had capital behind them. The firms that did business here were allowed to be
clearing members, which means that they had more capital, membership
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stake. Clearing membevgere actually allowed to perform that function,
whereas regular members had to go to a clearing member and pay them to
clear the trade. So, in the structure of the exchange, you had clearing
members and then you had regular members. Regular membersloveee

accesstothe floor. Clearing members performed the function of guaranteeing

trades, posting margins, and paying and collecting on the daily flows within
their company.

In other words, a little bit of a seffisciplining structure?

Seltdisciplining, yeah. The larger firms and banks were clearing members,
so they basically handled their pays and collects on a daily basis with the
clearing corporation which held those funds.

Uh huh. Were you chairman atthe time that the 8ad&iTrade went public?
Yes | was. That was in 2005.

| would imagine an awful lot of work went into making that happen, as well.

There was a lot of work. Initially, there was the moving platforms. We had
been on the Eurex platftormiVe moved to t heé

Euwex?

Euex was the German exchange that was theladtronic exchange. They

had partnered with the Board of Trade Clearing Corporation, and they wanted

to compete in the Treasury space. Well, they wanted to stealmads,

was what they wanted to do. So we decided to compete with them and fight
for our contracts, because we had built these contracts over time and we
werendt afraid of competition. But
year of my chairmanghiwas preparing the exchange for this hemldead
competition with Etex We changed our clearing corporation. We changed
our platform. We left the Eurex platform. We went to the Life Connect
platform, which we felt was better for the customers. Reapv could trade
Treasurys [Treasury bills] or grains electronically on this new platform, which
we felt was a far more efficient platform thanr&a So, it was a difficult
partnership. It was a little bit risky to leave.

We left it, and at the enof year one, they launched their exchange to
go toeto-toe with us, heatb-head; within six or eight weeks, we knew that
their challenge was not going to amount to much. Atthat point, we started
making plans to go public; the clearing had already mawedplatform had
changed. We were creating a more autonomous situation for the Board of

we

Trade, because some of the strategic decisions that had been made prior to that

didnot really leave us in control
stronger psition. To get to public company status, we had to resolve some
Iitigation between the members; because there was a pie, then how are you

45

of

C



Charles P. Carey Interview # AISV-L-2010016

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

DePue:

Carey:

going to cut up th@ie? The full
members thought they should get it all
and the minority members, the lesser
membeships, thought they should get
more. So there was sort of a
compromise agreement, and we settled
that litigation so that we could go
public.

And whe

n 0 , t hat
means ¢t ha

you
t 17

Carey meets with President
) George W. Bush and First
Yeah. The Chicago Board ofdde was Lady Laura Bushin January

publicly traded starting, | think, October 16 of2006.
or 18, ités up there on that wall.

And traded where?

At the New York Stock Exchange. So, those are pictures of odr dalyody

on the camera can see thieout our day at the New York Stog&kchange,

and that | ooks I|ike i1itdés nineteen on t
19th? Can you read the red lettering on the picture on the center? It looks

l i ke nineteen. So, |l 6m guessing it wa
UncleVe n ringing the bell. andwhenlwas chair
realized that we were going to go public, | asked him if he wanted to ring the

bell. It was just a way of showing the history of this exchange and the family;

we werenodt t hes. 8mhkgid, Heaany theypering bed of t h i
trading in BOT stock at the New York Stock Exchange.

That would be an exciting day for everybody involved.

It was a great day. It was a great day. Very exciting. =
We got to go down on the floolWe got to stand in the o™
crowd with the people that were making markets in ourdg
stock; it was a lot of fun. ‘

Was there any sense of going down on the floor and
saying, AEh, these guys
The Board of Trade knows how todaiti ght . 0 ?

Well, actually, | was surprised at the crowd that show:

! e ' Carey helps
up. It actualy made me feelalttle bit ke the Chicag Ppresident Bush
Board of Trade, because most of the time you saw pc work the crowdon
with one or two guys transacting with each other, but the“°°rf°”he
there was &ig crowd that showed up around the Board of Trade.
specialists that post for the opening of trading in our
stock.
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Do you remember what the stock opened at and what it cii®ed

| know the IPO price was fiftjour, which was horribly low. We opened up at
eighty that morning. And we traded as high as eifjiag; closed about
eightyo n e . I dondét think wedve ever been

So done very well ever since?

Oh, yeah. It went right to about one 125 and then went back and forth. That
waso 0 5, and it was probably October of
to merge with the CME Group, with CME; at that point, our stock went over

$150 a share. Our stock went as high as $270 a share, which was a pretty

good return for all of us who ownesthares of stock in the company.

Had CME already gone public before you?

Yes, they did. They deutualized before we did and they went public in
December of 2002.

At that point in time, then, was there a serious competition about whe lof
the two would survive or how a merger would occur? Talk us through that,
the whole process.

No, it really wasndét about who was goi
was going to take place i n tehe industr
organization when we moved our clearing to the CME. But they were not.

They were a denutualized company and their stock was trading atthe New

York Stock Exchange. | remember the day that we announced that we were

moving our clearing to the CME: tihestock opened at $50 a share on its way

to about $715 a share, but that was a four and a half year, five year process.

We saw their success and we were able to work through the issues; when we

got into merger discussions, | always felt that we would e ta take costs

out of our combined business. Wedve r
tremendous benefits to the users of the marketplace. So, we were able to do

what we felt was a strategic merger. Some would call it an acquisition

because whad less forward posts and less percentage ownership.

Acquisition on their part of you?

Yes.

That you would be the junior partner in this arrangement?
Yeah. That 6s right.

What was the strength of their markets then?
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| think they owned their own clearing corporation. They owned their own

technology and platform, and we did not; | think that was the biggest

difference betweenthe two. On the product mix, they had a little stronger

presence in the equity portiosp their S & P index was a stronger offering

than perhaps our Dodones Index was. So, their volume had surpassed ours

and we were just looking at earnings and volume. So when we did the merger,
thatdés where the price of the merger v

Partof the discussion has to be what happens to you and your position. Your
new position in the CME Group again, is?

Vice Chairman of the CME Group.
Okay.

That was all worked out pretty reasonably. Our members wanted

representaton. Bh Mer ¢ went ahead and said tha
representation. 0O Some would balk at t
worth doing the deal. So the members who had concerns about giving up
governance felt better that at least they would have@eps. We spent a lot

of time putting in governance provisions, enumerated in the merger

agreement, that would protect the rights of the Chicago Board of Trade

members. So, we spent a lot of time on those things; the rules going forward

were settled befer we announced anything. It hir
good partners.

How painful was it, though, to lose that name?

Wel |, for some more than others. You
businessmen and weobdiedndtadeesogniAna wh
done, then they wouldnodt be around. S
have been nice to keep the name. We ¢

on the building. We are one of the companies s
t he gr oup. icagd\Bodrd ot Traeéh e & :
& T
And when we quote o0ur SO
Chicago Board of Trade contracts. So all over ENSaS | %
the world, there is stil €hicago Board of Trade. il \

That farmer out in lowa someplace is looking at \/ w
the grain prices that day; asfa as he o0 s :

itds Chicago Board of Careyhostingavisitby e s ?
actress Drew Barrymore

Yeah. When | go to Brazi, when | go to Kuala  2tthe CBOT grain pits.

Lumpur, Malaysia, or when | go to London for the
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GAFTAldi nner , itos still t he Chicago Boa
good deal for everylaly.

What | wanted to do next, since this is part of our agriculture project, is to go
into all/l the things that affect agricu
few years, 2007 to 2008, 2009, y.itdos be

Right. Right. Yeah.

| 6ve got some charts here that talk at
2002, 2003, corn looks Ilike itds sellid

Probably close to that, yeah.

And in 2008, it gets up close to $7.

Close to eight, very close to $8 a bushel.

Yeah. I 611 show what |1 6ve got here, a
Yestitis.

What in the world happened?

Good question.

And, again, t hi s aeltdkedbefaretaboot iwherey ou k n o w
speculators sometimes gets a bad name because people want to jump on.

Sure.

Theydove got to find an explanation son
roof like that.

Well some would say that this is alluseed by speculators. Some would say

itds caused by index investors and tre
somewhere in those chart pattedns, and
as a trader | never convince myself that | know what the pgbe i | try to

i nterpret the marketplace. But, Il etods

United States passed the Energy Policy Act, where we supported ethanol and

an expansion of ethanol, with subsidies to help expand ethanol because of our
foreign dependence on oil. Well, what happened? We went to using close to

a third of the corn crop in our aut omo
affected world stocks. You also had a situation where we hadtbdaick

droughts in Australia, so the wheat #®declined. The corn stocks declined.

We planted over ninety million acres

! The Grain and Feed Trade Associationis an international organization based in London consisting of
professionals, operators, traders and transporters in the grain trade
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planted since 1944 or 1946. But, they
get now. So, this crop wasdsngatapposedeée
fourteen bilion bushel corn crop, but they were going to burn three and a half

to four bilion in the cars. You fast forward, you had b&wbkack droughts in

Australia. You had problems in Brazi. You had soybean prices going up.

You had con prices going up. You had wheat prices going up. You had rice
prices going up. But a Il ot of it had t
since 1946 and the Marshall Plan, when we also had big volatility.

Well, 1 heard some conversation that #heras money going out of the stock
market and into commodities, and that was part of what was fueling this peak?

That s what some people believe.
That s not what you believe, t hough?
No, not entirely. | rovetheim theory. ONow wa i t i ng
they all talk about, you know, hot mon
mar ket s. |l tds hot money going in ther
investor came in. But was it strictly the money? Or was it because, the studies
weobOve seen, show that the market 1is st

no convergence and the markets were broken and it was the speculators. But

the money in the market from these people expanded dramatically because the
market went up so much.héy actualy dd ever ed this whole p
when the recession started. But ther e
just that the money that went into the market caused the market to go up.

Thereds no way t hat onhreasapdécause t o b u
how do you explain the fact that there was rioting in Indonesia, there were
riots in Egypt? They were buying cash
heard of because they had poltical unrest, because there was a disruption in
the supply And that wasnodot caused by spec.!
series of events, whether it be the ethanol usage, the shift of acres out of wheat
and into corn planting, the shift of acres out of soybeans and into corn
planting. That one decision, thénahol decision, was probably the biggest
driver of change. Then you throw in the backack droughts, then you
throw in the effect of what happened to the dollar, and the decline in the dollar
versus the euro or the yen. All these things contributedutth higher grain
prices. But | think the biggest factor was we that took acres from food stocks
and put it into fuel, and that was driven by oil prices. Now were oil prices
driven strictly by speculators? I don
building low-cost automobiles in those places, were actually buying physical
crude oil . Theyd6re starting to bl ame
getting back neareigfiti ve or ninety dollars a bar
no demand. Yourko w, in the U.S. thereds no de
matter is, is these other economies are expanding and arleeatéry and
more and more people are driving cars in those areas because they have a
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better quality of life, a better standard of living- hey 6 r e using mor e
Theydére using more fuel. Theyobére buyi

But the Chinese arendt sitting arol
Chinese are out doing joint ventures with different countries that can provide
thembhe actual fuel that they need for t
believer in the speculator as the cause of this.

Well, just listening to you, you listed a score or more of different impacts that
caused these things to change over time

But itds real easy to say speculator (
approach to what we just witnessed in the last five years.

| td6s human natur e, Il think, for people
understand to lay blame on.

Sure.

If you would overlay oil prices against this cléatt hat wedve got he
of youd on corn, it would probably practically mirror the spikes and the
valleys that youbve got.

Youbre absolutely <corr ethng..TheChinede t her e
were putting on the show of shows in 2008 for the Olympics. They had an
earthquake, and one of their hydroelectric power dams went down. They had

to import more and more fossil fuels to ensure that they had the electricity in

that coutry to make sure that they put on a good show. And they did put one

on. All the commodities stopped atonce, and it was relative to the Olympics
that year. |l tés kind of scary, but a
stay strong until the Clase were done with the Olympics. Now that seems

overly simpilistic, too, but if you look at a map, or a chart of crude oil, and if

you look ata chart of commodities, and you look at all these things, they

stopped one month before the Olympics. So, there a lot of things going

on. Obviously, I think the energy policy in the U.S. and the growth of the
economies in India and China and diffe
theyobve alll contributed to these thin

Are you a critic, then, of Am@&an energy policies, especialy as it relates to
ethanol production?

What policy? No, |l mean, thema¢dés a | o
thatdéds gone around about the energy de
Carterto eliminate ol e pendence on foreign oil in
twentyf i ve billion doll ar depart ment , anoc
to eliminate our dependence on foreighn
think, |l ooking at whayoyowér goilwmgkimg n
et hanol , unf ortunately, but itds compe
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deal with the fact that we may see less usage here in the U.S., but is it enough
to overcome whatdés going on in these

Bottom line, this is always a discussion about supply and demand. On the

demand side of the equatiby oudve talked ateut i1t a I
emerging markets of China and I ndia. I
diets that they hsamoe meahinvdvédi ancdtheywiastr e t h
more grain thatdéds produced in the Unit
affected in there, as well?

Absolutely. Absolutely. | mean, we got off on the energy policy and the price

of corn, but the fact of the aitter is more protein, more meat, more chicken,

pork, all of it, creates demand for our grains. Also, the fact that their

economies are driving so many of these increases, and they can afford it now,

you know. So wedre seeingx ptolritss itnhcarte ans
witnessed from the U.S. and from Brazil to China, are staggering, the amount

of growth in that export market. | canremember: one of the best traders | ever

met in the early 690s said, Al f they |
soylean oil, you know what kind of a bul
We | | Il 6m living that right now. I 6m s

driving world prices today.

On the supply side of the equatioagain, you just mentioned this as Well

youbve got Brazil, youdbve got other mar
more, especially on soybeans in the case of Brazi, Australia, places like that

for some of the other grains. How has that impacted the grain markets over the

last five to ten yeis?

We | | | I think therebds always been a |o
mean to our farmer in the U.S. Would it put our soybean farmer out of

business? How would we react? What would happen? |think those concerns
were arowmmdd 6i0M.0603 tehink part of the r
t hat, wel |, we know we can grow corn i
but soybean$ they do a pretty good job in South America. So, you know,

what started out as a policy for maybe egeagd maybe our corn surpluses or

our soybean surpluses, you know, has helped to drive prices, but Brazil is a
competitor. Wedbre enjoying very good
biggest soybean crop in histtohreyydrtehey6
about to rebuild the stocks, yet the d
of an amazing thing to watch, that if somebody would have told me twenty

years ago that Brazil would be growing sbeight milion tons of soybeans

and Argentina, tagt her |, theybve outstripped our
a strong, a $9 soybean market. Prett.y
growth of these new economies.

For your average trader: they come in and they pick up the Wall Street
Journal, hey pick up the Chicago Tribune, something like that, and they start
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reading about the instabilty in the Middle East. How does that affect the kind
of decisions they make when they get to the trading floor?

Well, 1think traders have to look atetinstability of the Middle East, and
particularly how thatdéds going to affe
out and all? Obviously, the impact is
markets as it could be on our stock market. What could it naeaur tstock

market? What could it mean to our defense spending? What could it mean to

U.S. spending?

Well, 1was thinking in part the oil market, the availability of oil. Is there a
ink between oil and other commodities?

Absolutely. Imean | di dnot link 1t in that way
any disruption in the Stratgof Hormuz] over there, the [Persian] Gulf, yeah.

What would crude oil trade at i f we cc
worth, what? You know, it could b&orth, who knows? Because so much

driving [the demand] is inelastic. People have to use X amount of energy. So,
while we ration some, webre not at a p
dependent on foreign oil. If there was a destruction to take placepule

have some difficult lifestyle decisions to make on this side.

What youbve just described here in the
about everything has an impact on the market.

Every day. Every dawi Youlareadansdasty what 6 s g
watching the world events and then measuring them against what values you

should seek and how you protect yourself against risk. What do you do with

the risk? How do you protect a stock portfolio? How do you protect pricing

in soybeans? What happens with metals prices, energy prices? Al of these

t hings, theyore all right her e.

What | want to turn to next, is kind a
that grain elevator 0s perecipicgmoakingve. Can
process. | 6ve developed a scenario he
me if i1itdés realistic or not as we walKk
in the spring of 2010 whoos planting h
worried alout the volatility in the market, for all these reasons we just talked

about . Thereds a | ot of change going
wants to sell a part of his 2011 <crop.

Why would he do that?

YoubretbBatydonagnot realistic?

2 A significant percentageofthewd d 6s oil supply passes through the S
Persian Gulf from the Arabian Sea.
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I donodt know i f they woul d, |l donot k n
Okay.
Look, itds possible, you know.

| have talked to farmers who, at least walked me through that thought process
themselves as a possibility that they could dd.th

Sure. Yeah.

Okay. So letdbs say he wants to sell P
actually has to harvest his 2010 crop.
thousand bushels of it. What would he do? How would he go through tha

process then?

How would he hedge here at the exchange?
Yeah.

And he wanted the fifty thousand bushels?
Hedge is another one of those words here.

Oh, yeah. Hedge is a funny word. |t
and if he were to sell a futures contract, that would be a hedge against the
decline in prices.

Okay.

So, he would be a seller. I f hebds a p
market in the fal, he would look at that time of yeaddoeither forward
contracting or hedd come to this excha
thousand bushels of corn, probably for December delivery, against the 2010
expected harvest. And the hope is that those prices, with his basis localy, that
theyrelatively converge. At the end of the contract, the basis would hopefully
narrow, and that heéd be able to buy h
somebody in a nearby location that would take the corn.

Basis. Define basis.

Basis is justhe difference between the cash price and the futures price.

That 6s your basis. So, i f I have a f a
me twenty wunder, thatds a twenty cents
less because they actually have to thkecorn, dry the corn, put the corn on a

barge, send it to the Gulf of Mexico for export; or they put it on a train and

send it somewhere where itdés turned in
into ethanol. They do something with that commodi§y.o , theydre on
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opposite side of your trade and they buy the cash and cover their needs. You
would sell the cash and buy your futures. They would buy the cash and sell
their futures, because they may be opposite way in the marketplace. They
know theyhave to deliver a certain amount of trainloads to a user, an end

user, or barge load or whatever, so they would unwind that trade come harvest
time.

Okay. And who exactly would that farmer be selling to or negotiating with at
the beginning of thi® Would it be an elevator operator? Would it be a broker
on the exchange here? What?

Wel |, wel |, l et me go back. I f weodre
firm, he could have a company that he
themad he would say, ALook, I want to s
for December delivery. oo They would ex

send it to the pit, but somebody would execute that trade for him. Somebody
would take the other side ofther ade and t hey would tell

sold fifty thousand bushels of corn and your price is threediftye and it 6s
December delivery and youbre all set . C
in your account and t hatwobdd eithérgotoaNo w, C
local elevator or somebody who actually is in the business of taking cash grain

and he would sell them the cash. | f it
provide him a market for his .basis, sa

Where do you want to do your futures? Where do you wantto do your cash?
Letds unwind this trade. O0-tocakSHhteatlebs how
that they have on.

This process youbve just walked wus thr
talking about a dumb farmer out there. They have to have some kind of a

really solid sense of the market, and business and economics to be successful
anymore.

Yeah. Oh, yeah. Farmers are pretty s
futures markes. A lot of them do forward contracting and then the elevator

does the futures contract. Thereods a
todayodos environment . A lot of the big

the farmer and provided him with jugtiaranteed contracts come harvest time.
Then the elevator becomes the hedger,
accustomed to fit.

Because theydre making those decisions
All the time. A lot of time your biger firms actually centralized the book of

buying and selling and so theyore very
handle those transactions.
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Okay. Wedbre about at the end of this.
on some final questionseke in wrapping up. What do you think, in the years

that youdve been involved with the boa
the most important, most transformatiyv

The most transformati ve ?eevent ldreanp t know
we kind of discussed the whole change in product offerings and the grain

mar ket s. The biggest change: we went
changed our contracts to reflect the fact that a rail delivery in Chicago became
difficult. These were big changes. Shipping certificates: these were big

changes to the grain market. The transformative change, where you just put

out the chart, now thatés a change, b u
marketplace driven by government policydathen acts of nature.

Thereds an infinite number of variabl e

Wel |, t hat 6 s r i-tghbatck.droughts, skifting of acses,eriergy b a c k
policies, world crude oil prices, unrest in the Middle East. All these things.
The biggest dynamic of change in the emerging markets: China, India, all

these, all these Iimprovements of |I|ifes
about . I donoét know i f that really ar
biggest ¢ h a n geelmngavie thewworld, sthe glabalizattorn and

what it means to the grain business.

thirteen or fourteen bilion bushels of corn. When | joined the Chicago Board
of Trade, we were limited down because we grew swrbibushels of corn,

and now web6re growing fourteen billion
higher than they were when we growing six. So | mean, this is a lifetime of
trading and ités been é itds been inte

not done. We keep evolving. We keep changing. As governments determine
policies, as different countries decide how they want to manage global

warming, or cap and trade, emissions, all these things, they all have an effect

on what we do. But the biggesth a n g e , | 6d say, the bigg
was realy the size of the customers we have now, that the economies of other
countries are improving.

Okay. What do you think the future of board of trade and CME Group is?

Well, Ithink the futue i s t hat wedre going to be a
going to be part of the global marketplace. | think that market share gets

distributed, but I think that overall, the need for products like this grows.

Whoever thought China would have a futurest@xrt? | mean, in 1989 they
couldnot even feed themselves. Theyor
another. They come and talk to us and then they create the Badaange

and they trade more corn and soybeans than we do, you know. So, on a

voume basi s, you know, theybve a | ot of
soybeans over there, so, | just think
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e going to be a big part of

think weor
t hattue. going to con

gr owt h

Now hereds the hypothetical for you. Y
one of those boys when he comes in and
into this Dbusiness. I want to be a tr

I say, AWhy?0o (lawuglk)stNonhypMetlHet ilcoam ¢
Iittle practical experience yet this summer. One of my sons is going to be

working with me, and | just have a little bit tougher time defining what a

trader is now versus what a trader was when | first joined. Wfiest joined,

as | said earlier in the interview, it was easier to positon somebody to come

into this business and give them a dec

business, Itds a growth busi pspeeds , but
trades, algorithmic traders. Youbve got
progr ams. This is not the business |
So, |l would say, fAFollow your dreams &

it, and | 6dd Ibec awl dhede.fal
Any final reflections you want to share with us, Charlie, to close this up?

We |l |, I think the only thing we didnot
characters down here. The names woul dn
but Iwould just say that some of the risk takers, some of the characters, some

of the guys that really were part of t
050s, 060s. The place has always had i
fascinating people. I thinkhtat 6 s probably one of the g
experience down here was the people an
microcosm. You know, you meet good people, you meet bad people, but
thereds a |l ot of trust downtwhveg e . Wh e
our hands, we had to have a lot of confidence that you meant what you said

and | meant what | said and é you know
your bond and all t hat, that és true.
look back at whave 6 ve gone through and this tr
a career in this marketplace, I say 128
enjoyed meeting the different people t

Wel |, weobOve thoroughly enj adjeardinglaavi ng
lot more about the Board of Trade. | understand a lot more and | understand
enough now to realize 1 6m still very i
but itdés been fun.

We |l |, f or me, -sorhebyearsdinrthe ynakb Soe(both adgh),r t vy

you know, so thirty years from now you
business. And the fact that wedre tied
farmer, this is part of our history; once you start to get past the voogbular

then you have a chance to understand v
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DePue: It sounds |ike youbve had a | ot of fun
Carey: Oh, yeah. Absolutely. And | appreciate you coming out to see us here.

DePue: Thanks very much, Charlie.

Carey: Thank you.

Interview withChates P. Carey
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DePue: (Background crowd noise.) Good morning. This is Mark DePue, Director of
Oral History at the Abr ahahsrewthncoln Pr
Charlie Carey. Good morning, Charlie.

Carey: Good morning.

DePue: l'ts April 9, 2010. Webdre here to talKk

Carey: Optionsé

DePue: eéin the grain markets. Charlie, why o0
to see.

Carey: We | |, itds 9:30 and probably since the

Wedre going to open the grain markets.
open higher in response to world grain stock report that came out at 7:30 this
morning. Sojt will be interesting to see the interaction. This, here, is the
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corn options pit, and being from the Midwest, we grow a lot of corn here. The
far side is the soybean options. This is corn futures.

In the center?

In the center. On theaf side of the room is soybeans, and we have wheat
trading over there. So, youbdbve got ar
time and they all trade on a relationship basis. People who wil trade one

versus the other. So it will be interesting to wadat kind of a flurry of

activity we have at these higher levels this morning.

Youbve got a pretty tight schedule tod
after weoOre done filming for you?
We |l | we do our ot herwih $ebator Stabenawvh i s, v

from Michigan about regulation. In light of the current proposals in Congress,
we want to make sure that the U.S. remains the benchmark prices for these
agricuttural commodities. We want to make sure that the regulations provide
for good, efficient markets, that does not disadvantage the U.S. compared to
other places in the world where they can trade these commodities.

Is this a routine occurrence that you have visitors like this that you have to
take care of?

Wel Is,é iyteah, ités a big part of the |ol
Commodities Futures Trading Commission. Prior to that it was the
Commodities Exchange Authority. We 0 v €

relationship with the regulator, because the integrity igrtiarketplace is key
to keep the business here.

Thereds been an awful | ot of talk rece
recession weor e i n-watthdronkthengdverrmfent,have mao
more regulation. Is that part of the discussioday?

Wel |, today, I 6m sure it wildl be part
to know why the prices go up. Ithink we had a pretty good discussion

yesterday about a lot of the reasons that contributed. Some people want to

blame specutars who participate in this market. | would say that there are

far more global factors affecting the price of commodities now than ever in

the past; | think we highlighted some of them yesterday. But these markets

are open, t hey 0r eantradaimteemavhoehasta tradngAny b o d
account and a firm that guarantees trade. Really, this is where farmers and
commercials can offset their risks, in these trading pits here.

Okay. Webve got about thirty seconds
qguicklyé
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Put your fingers in your ear, and hopefully we get some noise out of the
options pit here.

What would be your official position as far as regulation? Would you prefer
to see less, or are you okay with a little bit more?

| just want it to be balanced andevera nd e d , that és all .
Okay.

| think you have to take a prudent approach. | think what you have to guard
against is regulation thatodés reactive
versus looking at the bigigbure.

Okay. |l 6m going to turn it over to yo
bell.

Okay. Like I said, there should be a lttle excitement (bell ringing) there.
(Background crowd noise increases.) C
pit. Theybve opened the market. Wh a't
three and a half cents higher, not qui

eight cents higher and soybeans are ten cents higher than the old crop, but
theyor ee omenyt & hmiegher than the new cro
stocks were forecast to be a hundred and ninety milion bushels at the end of
this year, which is a Ilittle bit tight
lot of surplus to deal with comingpto the end of the year.

Why are we seeing so many more people in the options pit than in the futures
pit?

Well, the futures pits today are not as populated because about ninety percent

of the futures transactions take place on the Glgtiettorm. They take place
electronically, where people anywhere in the world can access these markets

within nanoseconds and have the same access that anybody else does. But

there are still certain strategies that are sent to the pit. There are gld# peo

that participate in the pit. I n option
of that business is done in the pits L
instrument. People still like to use the open outcry markets for-price

discovering options

| want you to take some time now to explain to us the geography of the pit,
what it means to be on certain levels, what it means to be wearing certain
colors of coats, things like that.

Wel |, the geography iuslerstandig aefawHal y s o t h
youdre trading. As you can see, it ge
candt hear everything perfectly, so wh

voices hollering to compete for the same order or the same price, okay, the
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bottoml i ne i s, if youdre standing in this
mont hs, possibly the May options or é

You mean what wedre seeing to the came

Yes. Webdre | ooking at the aregrogbably opt i on
trading the options on May corn, which will expire in about two weeks. In the
back of the pit, theyod6re trading thing
December cor n, is what theyédd be doing
the marketplacdlow, tells people where to put their orders in. It tells the

people participating, it helps them to

in the execution or disagreements in the execution.
How about the different levels in the pit? What dtteg mean?

Well, generaly, the order filers are on the top step so that they can access the
computers on the outside and the clerks can access them to bring them orders.

So, when theyobdre representing a custon
better communication for those people that are on the phones or back in their

offices anywhere in the Midwest.

Okay.
Or around the world.

Tel | us a little bit about the differe
bright colored oats mean things to people.

Yeah. ltés |like the steps. 't commun
one other form of communication. I f t
trade through 1 owa Grain, p e ouhmgght s . | f
be trading through ADM Investments. A purple jacket, Rosenthal. So, again,

itos all forms of communication. The
somebodyods just personal taste; but mao
company, so somebody can loakthe color and help them record their trades

and know who their countgrar ty i s when theyodore trad

Did the colors change where there was a merger?

No. No, we were allowed to keep our culture and they were allowedefo ke
theirs. They had stricter rules on cl e
clerk to wear the same color jacket as
easier identification. The Merc had their clerks all wear mustard colored

jackets so that yooan tell who the clerks were, but we thought it was more

important to structure it this way so that people could identify the teams of
brokers that theyobére working with.
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How to you differentiate, looking down there, the actual traders versus the
rnners that youbve been talking about ?

We | | generally, if youdll |l ook at s ome
you |l ook at the member s, over in that
some |letters on it. ulnhight ttalkesyouc irgtidld. e d  a n
My badge says CPC, Charles Peter Carey. It could be the name of your son or
daughter. It could be just somet hing
People canlook atthat badge, look at the color of the jacket andahey c

record that transaction on a card or, more than likely, into aeldd which

wil put it into a clearing system.

Okay. For a novice like myself looking out here, it looks like total chaos. |

know from your per s p erchestrated chaos.tEgpRIn ver y
to us things I|Iike what web6re | ooking 8
actually whatoés transpiring down there

Communication, trade, principal to principal. The hands can be used to

indicate a quantity, the handsnclae used to indicate a price, the hands can

used to indicate a contract month, so that all these things are agreed upon
before the transaction is fully agreec
t hrough communicati on, [2updeath@rbble]. have wha
thought | bought December corn from you at a price and you thought you sold

me May corn for a different price; that has to be resolved. We have rules and
regulations for resolving those things; that was the original intention of the

Chicago Bard of Trade in 1848, was allowing for disputes to be resolved

without going to a court of law. You went to a group of your peers, they were
resolved, and it allowed you to speed up your commercial transactions and

have certainty in the transactions thado u 6 ve made .

So basicaly, the market existed to improve the
efficiency of these exchanges?

The market? No, the exchanges improved the
efficiency of the markets.

Okay.

I would say the reverse, because the exchanges

originally were chambers of commerce or

boards of trade and thatds how we got
Chicago Board of Trade. Then they evolved into

these futures trading pits. They came around

sometime in the 1870s, so this has just been a _

constant evolution of the exchangesreet the A schematic Ogtthhe

needs of the marketplace. %rggTrooman ©

A

Wastheopewut cry pit an innovation thatos
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