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[0 O O The specification of contracts is an important activity for a futures exchange. Thetwo sides to any contract
must know what can be delivered, where delivery can takeplace, and when delivery can take place. They also need
to know details on the tradinghours, how prices will be quoted maximum daily price movements, and so on.
Newcontracts must be approved by the Commodity Futures Trading Commission beforetrading starts.Margins are
an important aspect of futures markets. An investor keeps a marginaccount with his or her broker. The account is
adjusted daily to reflect gains or losses,and from time to time the broker may require the account to be topped up if
adverseprice movements have taken place. The broker either must be a clearinghouse memberor must maintain a
margin account with a clearinghouse member. Each clearinghousemember maintains a margin account with the
exchange clearinghouse. The balance inthe account is adjusted daily to reflect gains and losses on the business for
which theclearinghouse member is responsible. Information on futures prices is collected in a systematic way at
exchanges andrelayed within a matter of seconds to investors throughout the world. Many dailynewspapers such as
the Wall Street Journal carry a summary of the previous day'strading. Forward contracts differ from futures
contracts in a number of ways. Forwardcontracts are private arrangements between two parties, whereas futures
contracts aretraded on exchanges. There is generally a single delivery date in a forward contract,whereas futures
contracts frequently involve a range of such dates. Because they are nottraded on exchanges, forward contracts do
not need to be standardized. A forwardcontract is not usually settled until the end of its life, and most contracts do
in fact leadto delivery of the underlying asset or a cash settlement at this time. In the next few chapters we will
examine in more detail the ways in which forwardand futures contracts can be used for hedging. We will also look
at how forward andfutures prices are determined.
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