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earch & Product Development Division within CME Group

Research Staff Located in:
- Chicago

- New York

- London

- Singapore

Maintain and Develop Futures Contracts
Regulatory Policy and Competitive Research

Extensive Interaction With Various Regulatory Agencies:
- Commodity Futures Trading Commission “CFTC”
- European Commission “EC”
- Financial Services Authority “FSA”
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DETERMINING SUCCESSFUL AND UNSUCCESSFUL
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MINING SUCCESSFUL AND UNSUCCESSFUL

A Review of the Futures Market Literature Found Over 20 Studies on New Product
Success/Failure.

» Each Publication Used Various Tests or Analytical Tools to Look at One or More
Attributes of Successful and/or Unsuccessful Products.

 The Reasons for Success/Failure Were Sorted Into Uniform Categories.

» Then, the Number of Articles That Considered Attributes Within These Categories
Were Ranked, From Highest to Lowest.
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MINING SUCCESSFUL AND UNSUCCESSFUL

Price Transparency and Volatility
Large, Competitive Cash (Underlying) Market
Lack of Suitable Cross-Hedges

Free of Government Interference or Excessive Regulation

1.
2.
3.
4.
5.

Homogeneous Product with Established Grades and Standards for Quality and
Quantity
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RMINING SUCCESSFUL AND UNSUCCESSFUL

» These Five Criteria were Back-Tested Against Various CME Group Commaodities to
See Whether or Not They Met These Five Requirements

Results Offered That a Product Must Satisfy All of The First Three (3) Criteria to be
Successful

- “Two Out of The Three” Isn’t Good Enough

- Can’t Use a Surplus of One Attribute to Make Up For a Deficit of Another

- First Two Criteria are Very Important to Prevent Squeezes and Other Forms of
Market Manipulation

- Remaining Criteria May Be Self-Regulating Requirements — Difficult to Launch a
Contract on a Product That is Prohibited by Law or Doesn’t have Specifications
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MINING SUCCESSFUL AND UNSUCCESSFUL

Validation Results

* Live Cattle, Lean Hogs & Feeder Cattle Met All Five

» Milk Met All Five, But Has Weakness in #4

» Cheese & Butter Met All Five, But Has Weakness in #2

* Nonfat Dry Milk & Dry Whey Failed 3 of the 5 (#1, #2 and #4)
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RMINING SUCCESSFUL AND UNSUCCESSFUL
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MINING SUCCESSFUL AND UNSUCCESSFUL

» These Five Criteria are Qualitative (Subjective) Measures, But They Could be
Transformed Into Quantitative (Objective) Measures.

« These Minimum Levels, and How They Are Measured, May Vary by Product Area,
But the Basic Principles Behind the Criteria Remain Valid.

» Let’s Consider Each of These Five Criteria in Greater Detail.
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RMINING SUCCESSFUL AND UNSUCCESSFUL

Price Transparency and Volatility

Price Transparency

- Also Includes Fundamental Market Information

- Generally Results From a Competitive Market Structure

- Reduces the Potential for Price Manipulation (Both Cash & Futures)

Volatility
- Driving Force Behind Hedging & Speculation

- Can be Measured by Annualized Standard Deviation, Coefficient of Variation,
Other Statistical Measures

- Also Need to Evaluate Price Data for

* Longer-Term Trends and Cycles/Seasonality
* Frequency (Inter-Day, Daily, Weekly) of Price Changes
« Magnitude of Price Changes
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MINING SUCCESSFUL AND UNSUCCESSFUL

e, Competitive Cash (Underlying) Market

Large Underlying Market

- Large Underlying Market ~ Large Pool of Potential Hedge/Spec Business =
Large Volume

- Necessary to Prevent Squeezes and Other Market Distortions
- Also Need to Consider:
* Produced vs. Traded
+ Level of OTC Activity
* Number and Size of Transactions and Trend (Growing or Shrinking)

Competitive Market

- “Perfect Competition” is the Ideal Situation

- Many Markets/Industries are Oligopolies or Monopolies

- Competition is Necessary to Prevent Squeezes and Other Market Distortions
- Also Need Balance in Size and Number Between Buyers and Sellers

- Concentration Ratios and Other Measures of Competition May Be Used
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MINING SUCCESSFUL AND UNSUCCESSFUL

3. Lack of Suitable Cross-Hedges

- Correlation with Existing Products is a Useful Measure

- Basis Risk vs. Price Risk — Contract Can be Highly Correlated and Still Involve
High (in Dollar Terms) Levels of Basis Risk

- Liquidity Risk vs. Basis Risk — Market Participants Will Prefer a Liquid Contract
With More Basis Risk, Over An llliquid Contract with Less Basis Risk
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MINING SUCCESSFUL AND UNSUCCESSFUL

4. Free of Government Interference or Excessive Requlation

Government Intervention Can have the Same Impact as a Non-Competitive Market
Structure

— Subsidies, Price Floors, Price Ceilings or Actual Price Levels
— Inspection & Certification Requirements

— Trade Barriers

— Environmental Restrictions

— Governments Can be Unpredictable and Destructive
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RMINING SUCCESSFUL AND UNSUCCESSFUL

5. Homogeneous Product With Established Grades and Standards for Quality &
Quantity

— Fragmented Markets With Multiple Grades, Forms, Types, Issues, etc. May Not
Achieve “Critical Mass” in Terms of Size and Liquidity

— Sometimes This Fragmentation Can be Overcome by Premiums or Discounts,
But May Require High Maintenance

- Many Commodities do Not Have Formal Standards That are Enforced by an
Independent Third Party
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ore Information on

WWW.Cmegroup.com

* Director « Director

» Commodity Research & Product » Commodity Products
Development « Chicago Based

« Chicago Based

*+1 312-930-4536 *+1 312-930-4595
Charles.Piszczor@cmegroup.com « Thomas.Clark@cmegroup.com

Charles

Piszczor

Thomas
Q Clark
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Group Commodity Products

» Executive Director
» Commodity Products
» London Based

*+44 20 3379 3729
« Jeffry.Kuijpers@cmegroup.com

Jeffry
Kuijpers

* Manager
* Commodity Products
« Chicago Based

++1 312-930-1308
* Heidi.Centola@cmegroup.com

Heidi
Centola
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Disclaimer

Futures trading is not suitable for all investors, and involves the risk of loss. Futures are a leveraged investment, and because only a percentage of
a contract’s value is required to trade, it is possible to lose more than the amount of money deposited for a futures position. Therefore, traders
should only use funds that they can afford to lose without affecting their lifestyles. And only a portion of those funds should be devoted to any one
trade because they cannot expect to profit on every trade. All references to options refer to options on futures.

Swaps trading is not suitable for all investors, involves the risk of loss and should only be undertaken by investors who are ECPs within the
meaning of section 1(a)12 of the Commodity Exchange Act. Swaps are a leveraged investment, and because only a percentage of a contract’s
value is required to trade, it is possible to lose more than the amount of money deposited for a swaps position. Therefore, traders should only use
funds that they can afford to lose without affecting their lifestyles. And only a portion of those funds should be devoted to any one trade because
they cannot expect to profit on every trade.

Any research views expressed are those of the individual author and do not necessarily represent the views of the CME Group or its affiliates.

CME Group is a trademark of CME Group Inc. The Globe Logo, CME, Globex and Chicago Mercantile Exchange are trademarks of Chicago
Mercantile Exchange Inc. CBOT and the Chicago Board of Trade are trademarks of the Board of Trade of the City of Chicago, Inc. NYMEX, New
York Mercantile Exchange and ClearPort are registered trademarks of New York Mercantile Exchange, Inc. COMEX is a trademark of Commodity
Exchange, Inc. KCBOT, KCBT and Kansas City Board of Trade are trademarks of The Board of Trade of Kansas City, Missouri, Inc. All other
trademarks are the property of their respective owners.

The information within this presentation has been compiled by CME Group for general purposes only. CME Group assumes no responsibility for
any errors or omissions. Additionally, all examples in this presentation are hypothetical situations, used for explanation purposes only, and should
not be considered investment advice or the results of actual market experience.

All matters pertaining to rules and specifications herein are made subject to and are superseded by official Exchange rules. Current rules should be
consulted in all cases concerning contract specifications.
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