Energizing Finance: The Energy
Crisis, Oil Futures, and Neoliberal
Narratives

CALEB WELLUM

This article examines the origins and development of oil futures
trading in the United States to demonstrate the important role
that energy concerns played in the financialization of the U.S.
economy in the 1970s and 1980s. The article contextualizes the
emergence of oil futures contracts by narrating the longer his-
tory of U.S. futures markets and financialization. It also explores
the halting development of oil futures contracts, and analyzes
the three kinds of legitimating narratives that accompanied oil
futures trading: reason, the primacy of price, and power. As a
whole, the article argues that energy crisis discourse contributed
significantly to the financialization of the U.S. economy by fram-
ing futures markets as the only viable solution to the energy cri-
sis. The much-celebrated oil futures contracts on the New York
Mercantile Exchange supported and marked the emergent power
of financial thinking as the United States entered a neoliberal era.

The United States underwent a wrenching socioeconomic transfor-
mation in the 1970s, one of only two decades in the twentieth century
in which the economic well-being of most Americans declined; the
other decade was the 1930s.? The economic order that emerged on
the other side in the 1980s featured the displacement of Keynesian
liberalism by neoliberalism: a social and political ideology that prior-
itizes free markets, risk-taking, competition, and a largely economic

© The Author 2019. Published by Cambridge University Press on behalf of the
Business History Conference.

doi:10.1017/es0.2019.26

Published online September 19, 2019

CareB WELLUM is a 20192020 Energy Futures Postdoctoral Fellow in the Department
of Communication Arts at the University of Waterloo, Ontario. He is a historian
of the twentieth-century United States and currently is at work on a book about
the 1970s energy crisis. Department of Communication Arts, Modern Languages

Building, Room 233, University of Waterloo, Waterloo, ON, Canada, N2L 3G1.
E-mail: caleb.wellum@mail.utoronto.ca

1. Stein, Pivotal Decade, xi.

https://doi.org/10.1017/es0.2019.26 Published online by Cambridge University Press


mailto:caleb.wellum@mail.utoronto.ca
https://doi.org/10.1017/eso.2019.26

Energizing Finance

understanding of individual liberty.? Service industries—particularly
finance, insurance, and real estate—thrived and accrued significant
social and political power while many firms shifted from manufactur-
ing to information and biotechnology to circumvent the 1970s’ limits
to growth and crisis of profitability.® Scholars use the term “finan-
cialization” to name the growing influence of finance in this neolib-
eral era of U.S. capitalism, in which financial concepts, markets, and
institutions pervaded the economy, politics, and culture.# Accounts
of its origins highlight a variety of factors, including deep patterns
in the structure of capitalism; the unintended consequences of state
policies; a new emphasis on shareholder value in corporate manage-
ment; and economic competition from Japan.5

This article traces the origins of oil futures trading in the United
States, as well as the legitimizing narratives that accompanied it, to
demonstrate the key role that the energy crisis of the 1970s played
in the process of financialization. Financial exchanges in the United
States first devised futures contracts in oil products in the immediate
wake of the 1973—-1974 energy crisis, though they did not succeed
until the late 1970s and early 1980s. Their eventual success, how-
ever, transformed the global oil and finance industries, and helped
to strengthen the broader and ongoing financialization of the U.S.
economy.® Futures traders and their advocates often claimed that oil
futures had helped to end the energy crisis and bolster U.S. geopoliti-
cal interests by helping to lower the price of oil to sustain the nation’s
“fossil economy.”” The energy crisis thus provided an effective point
of focus for advocates of financialization and gave their narratives

2. Hansen, “From Finance Capitalism to Financialization,” 620; Brown,
Edgework, 37—40; Mirowski, “Defining Neoliberalism.”

3. See, for example, Elmore, “Commercial Ecology of Scavenger
Capitalism.”

4. Epstein, “Introduction,” 3; Hansen, “From Finance Capitalism to Finan-
cialization,” 627; Haiven, Cultures of Financialization.

5. Harvey, Brief History of Neoliberalism; Dardot and Laval, New Way of the
World; Krippner, Capitalizing on Crisis; Kotz, Rise and Fall of Neoliberal Capi-
talism; Davis, Managed by Markets; Stein, Pivotal Decade; Lazonick, “Innovative
Business Models.” Although they are not identical phenomena, financialization
and neoliberalism overlapped historically and benefitted each other. For a link of
the two, see Dumenil and Levy, “Neo-Liberal Dynamics.” For an opposing argu-
ment, see Davis and Walk, “Distinguishing Financialization from Neoliberalism.”

6. The oil industry view was that the “so-called Wall Street refiners [oil
futures traders] modernized the oil trade.” “Rising Trades in Oil Futures Alter
Pricing,” Wall Street Journal, February 29, 1984, 31; Sluyterman, Keeping Compet-
itive in Turbulent Markets, 60.

7. On the fossil economy, see Malm, “Who Lit This Fire?” This article adds
futures trading to the list of financial practices that became unexceptional in the
twentieth century, such as stock investing and credit card debt. See Ott, When Wall
Street Met Main Street; Hyman, Debtor Nation.
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particular symbolic heft. By helping to “solve” the energy crisis, they
claimed, oil futures demonstrated the potential of financialization to
restore prosperity after the doubts about growth, productivity, and
profits that haunted the 1970s.

Much of the analysis in this article concerns what I call “neolib-
eral narratives,” by which I mean the stories, explanations, fram-
ings, and justifications that circulated to establish the necessity
and utility of oil futures trading as a market-based response to the
energy crisis. In light of the deep suspicion that many Americans
have historically harbored toward futures trading, the exchanges,
the economists, and the pundits in favor of oil futures expended
an enormous amount of energy explaining themselves in the pop-
ular and professional press, and elsewhere. Their narratives about
the superiority of market mechanisms dovetailed with the larger
narrative shift that Per Hansen has discerned in the decline of
the Keynesian social state and the rise of neoliberalism. Whereas
the grand narrative of Keynesianism imagined the capitalist mar-
ket economy as an inherently unstable phenomenon in need of
state intervention, the grand narrative of neoliberalism claimed
that state intervention distorted the market and derailed its “nat-
ural” tendency toward efficiency and equilibrium.? The narratives
about oil futures that are the subject of this article framed, aligned
with, and advanced this larger shift to neoliberal financialization.?
The institutional and discursive development of oil futures trad-
ing thus helps scholars to grasp more firmly the larger process by
which the market came to be the “dominant social metaphor” of
the late twentieth century.°

This article first contextualizes these developments by narrating
the longer history of futures markets in the United States and their
overlap with the processes of financialization that energy crisis dis-
course bolstered. It then explores the development of oil futures
contracts in the 1970s and 1980s, before turning to an analysis of
the legitimating narratives that accompanied their creation. As a
whole, the article shows how public discourse about futures trading
in general, and oil futures in particular, from traders, experts, and
the media, helped to legitimize the financialization of U.S. energy
policy. The much-celebrated oil futures contracts bolstered the
emergent power of financial thinking as the United States entered a
neoliberal era.

8. Hansen, “From Finance Capitalism to Financialization,” 610.
9. Economists have also begun to consider the role of narratives in economic
events. Shiller, “Narrative Economics.”
10. Rodgers, Age of Fracture, 44.
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Energizing Finance
A Brief History of U.S. Futures Markets

A futures market is a centralized marketplace that facilitates the buy-
ing and selling of futures contracts. A futures contract is a legally
binding commitment to receive or deliver a specific, standardized
quantity of a commodity at a designated location and date in the
future, at a prearranged price that is paid at the time of delivery.!
In essence, participants agree to a transaction in the future at a price
decided in the present that is based on how their economic needs
relate to their expectations about future price movements. As Edward
J. Swan puts it, all such contracts amount to the sale of a “promise”
to buy and sell at a future date that enables participants to “hedge”
against adverse price movements.'? Speculators enable hedging to
work by assuming the risks that hedgers seek to mitigate. Abstract
speculation, however, drives futures markets. In 1985, only around 1
percent of New York Mercantile Exchange (NYMEX) futures transac-
tions ended in delivery of a physical commodity; and in the twenty-
first century, the percentage has become even more “negligible,”
according to market analyst Dominick Chirichela.’® Most futures con-
tracts are either settled in cash or liquidated by purchasing offset-
ting contracts.'* As a result, every futures agreement has a winner
and a loser, though small investors who speculate lose more money,
and more often, than anyone else, and the exchanges win by selling
exchange seats and charging a fee for every trade.?®

Oil futures trading developed within a longer history of U.S.
futures market expansion that began in the mid-nineteenth century
Midwest, where futures contracts emerged to manage agricultural

11. This section draws on several books and articles from the period, includ-
ing Schwager, Complete Guide to the Futures Markets, 1-12; Swan, Building the
Global Market; Pindyck, “Dynamics of Commodity Spot and Futures Markets.”

12. Swan, Building the Global Market, 17—-18.

13. Chassard and Halliwell, NYMEX Crude Oil Futures Market, 6; Chirichela
quoted in Mcmahon, “Financial Settlement vs. Physical Delivery,” Futures, June
4, 2014, http://www.futuresmag.com/2006/07/24/financial-settlement-vs-physical-
delivery.

14. For example, see Peck, “Economic Role of Traditional Commodity Futures
Markets,” 17—19.

15. Teweles and Jones, Futures Game, 308-324. Teweles and Jones recount
several studies from the twentieth century about who wins and who loses on
futures markets. The studies show that a majority of speculators lose money, and
that new and nonprofessional speculators lose a disproportionate amount of the
time. While the exchanges collect handsome sums from commissions, and a few
professional speculators with resources make a profit, there is a sense in which
futures markets rely on a constant supply of fresh and inexperienced traders to
serve as the losers who keep the market moving. Teweles and Jones (319) conclude
that the odds of a speculator making a profit on the futures market in a given year
are 1in 4.
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surplus and seasonality. Midwestern grain farmers suffered a con-
stant cycle of boom and bust in which grain flooded urban markets
immediately after harvest and decimated prices, only to be followed
by scarcities and large price increases. American merchants adopted
“to arrive” contracts—first developed in eighteenth-century Europe
for the purchase of commodities arriving by ship—to circumvent this
boom-and-bust cycle.’® Spurred on by technological developments
and the speculative markets for pork bellies and oats needed by the
Union Army, the Chicago Board of Trade (CBOT) formulated rules for
futures contracts in 1865.17 Speculators hoping to profit from price
fluctuations by trading contracts participated in U.S. futures markets
from their inception, driving the proliferation of “corners” on the
Chicago markets in the 1860s and 1870s.1®

The first era of futures trading expansion continued throughout the
major commercial centers of the United States in the late nineteenth
and early twentieth centuries. The New York Gold Exchange devel-
oped gold futures contracts in the mid-1860s that were also plagued
by cornered markets and price manipulation. The New York Cotton
Exchange (NYCE) opened a cotton futures market in 1870; and the
New York Butter and Cheese Exchange, the forerunner of the NYMEX,
organized forward contracts in 1872. In 1874 the Chicago Produce
Exchange, the predecessor to the Chicago Mercantile Exchange,
formed to trade forward contracts for butter and eggs.!® Coffee became
a futures commodity in 1882, followed by sugar in 1916 and cocoa in
1925. Metals—copper, silver, zinc, and lead—started futures trading
in the 1920s.2° By the early twentieth century, prices in many com-
modities circulated without the actual commodity changing hands,
creating opportunities for speculative profit and ruin.

As it became the “dominant mode of commodity exchange” (mea-
sured by volume) in the United States by 1890, futures trading faced
fierce opposition from farmers and populist politicians who felt
cheated by traders and other financial interests.?' The United States
responded by formulating intellectual and legal justifications for
futures trading, most importantly in Oliver Wendell Holmes’s majority
decision in the 1905 Supreme Court case Board of Trade v. Christie.
Holmes declared futures trading to be legal because speculation on

16. Markham, History of Commodity Futures Trading, 3.

17. Cronon, Nature’s Metropolis, 120—124.

18. Ibid., 127-132.

19. Futures also traded successfully in St. Louis, Duluth, Kansas City, Omaha,
San Francisco, Seattle, and Portland. Markham, History of Commodity Futures
Trading, 6-8. On cotton, see Hieronymus, Economics of Futures Trading, 77.

20. Peck, “Economic Role of Traditional Commodity Futures Markets,” 9.

21. Levy, Freaks of Fortune, 232.
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the exchanges bore some relation to physical trade in the possibility
of delivery and the hedging of real economic risks.?? Holmes’s deci-
sion also entrenched the power of incorporated exchanges by out-
lawing the “bucket shops” that had emerged to facilitate unofficial
betting on the price movements of official exchanges.??

Attempts to limit futures trading persisted, however, leading Con-
gress to create the Grain Futures Administration (GFA) in 1922 to
oversee it.24 It banned futures trading outside of federally recognized
exchanges and vested the U.S. Department of Agriculture (USDA) with
oversight through the GFA and the Grain Futures Commission. The
GFA testified to the dominance of agricultural commodities in U.S.
futures markets at this time, a reality also reflected in the Commodity
Exchange Act (CEA), the 1936 update of the Grain Futures Act. The
CEA banned options and created a framework for federally mandated
position limits for speculators. Shortly thereafter, the USDA formed
the Commodity Exchange Commission (CEC) to administer the Com-
modity Exchange Act.?5> The CEA and CEC remained the foundation
of U.S. futures regulation until the early 1970s.

After years of limitation imposed by these New Deal era regula-
tions and the economic stability ensured by the Bretton Woods agree-
ment, U.S. futures trading entered a second era of expansion in the
increasingly volatile economic context of the early 1970s, setting the
stage for the financialization of oil futures. A number of events jolted
the U.S. economy in this period, including the peaking of domes-
tic oil production in 1970 and the 1973-1974 Organization of the
Petroleum Exporting Countries (OPEC) oil embargo, which ignited
inflation and uncertainty, and forced the United States to become a
net importer for the first time since the nineteenth century. In 1971
the Bretton Woods system that had governed global economic affairs
since 1944 dissolved after Richard Nixon announced that the United
States would no longer honor its pledge to exchange gold for U.S.
dollars held by foreign nations.?6 While pundits and the public fret-
ted, the financial industry smelled opportunity. As journalist Bob
Tamarkin noted, the new volatility “caught the scent of the boys at

22. Levy, Freaks of Fortune, 233-235.

23. Ibid, 241-242, 252; Markham, History of Commodity Futures Trading,
9-10.

24. Legislative History of the Grain Futures Act of 1922: PL. 67-311 (Washington,
DC: Kirkland & Ellis, 1922). U.S. Federal Legislative History Library.

25. U.S. Commodity Futures Trading Commission, History of the CFTC,
https://www.cftc.gov/About/HistoryoftheCFTC/history_precftc.html.

26. Borstelmann, The 1970s, 54-55; Levitt, Great Transformation to the Great
Financialization, 163. Others stress that Bretton Woods had been crumbling for
years. See Garber, “Collapse of the Bretton Woods.”
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the [Chicago] Merc, who reacted to it like a pride of hungry lions
on the prowl.”?” Leo Melamed, the head of the Chicago Mercantile
Exchange, promptly paid Milton Friedman $5,000 to write a defense
of financial futures for the post-Bretton Woods world. A few months
later, Friedman declared the death of Bretton Woods and an opportu-
nity for futures in a new age of exchange rate volatility.?® The Chicago
Merc introduced futures contracts in seven currencies by 1972.29

A new regulatory framework meant to address the multiplying
economic crises of the 1970s further aided the expansion and inten-
sification of U.S. futures trading. Amid rising food prices, rumors
of Soviet grain price manipulation, and the development of “naked
options” trading on commodity futures not covered by the CEA, the
once-effective CEA suddenly seemed unable to regulate futures trad-
ing.3? Congress responded by creating the independent Commodity
Futures Trading Commission (CFTC) in 1974 to regulate the futures
exchanges using the “least anticompetitive means” possible.?! The
new agency’s existence outside of the Department of Agriculture
signaled the declining importance of agricultural commodities in
futures trading, as well as the growing influence of finance to the U.S.
economy. The agricultural economist Gary Seevers served as one of
the CFTC’s first commissioners, having previously worked in Presi-
dent Gerald Ford’s Council of Economic Advisors, alongside William
Simon, Herbert Stein, and others committed to the neoliberal revision
of U.S. economic life.3?

The process of financialization also benefited from the changing
global economic position of the United States. The OPEC oil embargo
confirmed growing fears of national decline linked to the war in
Vietnam by pushing the country into its worst recession since the
Great Depression, undermining its global financial hegemony through
the transfer of wealth from West to East (the “petrodollars” puzzle),
and narrowing the productivity gap with Japan and West Germany.
It exposed for all to see the extent of U.S. dependence on imported
oil, and the new power of OPEC states to dictate higher prices. If,
as Timothy Mitchell argues, “the economy as a coherent structure”

27. Tamarkin, New Gatsbys, 76-77.

28. Melamed, Escape to the Futures, 177. The Cato Institute republished the
article that Friedman wrote for Melamed; see Friedman, “Need for Futures Markets
in Currencies.”

29. CME Group, “Timeline of CME Achievements,” http://www.cmegroup.
com/company/history/timeline-of-achievements.html.

30. Markham, History of Commodity Futures Trading, 56—57.

31. Ibid., 65, 71.

32. Ibid., 73. For his views on futures markets with minimal regulation, see
Seevers, “Government Regulation and the Futures Markets.”
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emerged to replace a collapsing postwar social order, the economic
crises rooted in the energy crisis created an opportunity to recon-
figure the U.S. economy in the language and logic of finance.?? As
the United States lost control over the price of oil, the world’s most
important raw material, futures trading innovation emerged as an ave-
nue for value generation. Futures markets offered, as anthropologist
Caitlin Zaloom notes, contracts able to circulate as abstractions that
“create a new source of value apart from the material goods that lend
their value to the contract.”3* As the energy crisis made oil’s future
newly uncertain, the exchanges turned their attention to the possi-
bility of profiting from the circulation of millions of “paper barrels.”

Creating Oil Futures

The financial exchanges in the United States first introduced oil
futures contracts in 1974, wasting no time in trying to capitalize on
the destabilizing effects of the oil embargo. As the president of the
Petroleum Associates of the NYCE told the Wall Street Journal in
1974, “futures trading doesn’t work in a stable market,” but it could
help to “flatten out the peaks and the rises” in the unstable market
that the oil embargo had created.?® Thus, before the end of 1974, the
NYCE started a crude oil futures contract and the New York Mer-
cantile Exchange began trading futures for heating oil (gas-oil) and
Bunker C 0il.3¢ Both contracts required delivery at the Dutch port city
of Rotterdam, which had the largest crude oil storage and shipping
infrastructure in the world at the time. Advocates pitched this first
generation of contracts as a solution to the problems that the first oil
embargo either created or intensified, including profitability under
high oil prices, security in the face of energy scarcity, and enhancing
competition in the oil industry.3” On the first day of trading at the Cot-
ton Exchange, however, only two lots changed hands, foreshadowing
the eventual fate of this first generation of energy contracts.3?

33. Mitchell, “Fixing the Economy,” 88.

34. Zaloom, Out of the Pits, 19.

35. “Commodity Traders Greet a New Deal in the Futures Pack,” Wall Street
Journal, September 11, 1974, 17.

36. “Commodities Corner,” Barron’s National Business and Financial Weekly,
September 16, 1974, 54.

37. For examples of these rationales, see the NYMEX ads: “You can protect
yourself against volatile oil prices!,” in the Wall Street Journal, July 17, 1979; and
“An Open Market in Oil: To Restore Competition,” in the Washington Post, March
24,1974, C1.

38. Errera, “Exchanges and Their Contracts,” 6; “Commodity Traders Greet
a New Deal,” Wall Street Journal; “Oct. 23 Trading Set on Fuel Oil Futures,” New
York Times, September 27, 1974, 59.
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By the early 1980s, the standard explanation for the initial failure
of energy futures trading in the 1970s pointed to oil industry skep-
ticism and insufficient volatility. Exchange officials and economists
claimed that traditionalist oilmen doubted the utility of hedging their
risks in the futures markets, as well as the intentions of traders with
no history in the oil business, so they refused to participate in the mar-
ket. These oil futures contracts also lacked volatility—another word
for risk—sufficient to attract speculative interest.?® The Nixon and
Ford administrations had tinkered with but ultimately maintained
oil price controls, particularly in the controversial Energy Policy and
Conservation Act of 1975, which opted to phase out oil price controls
much more slowly than the oil industry and the exchanges wanted.*?
The relative price stability that resulted, the argument went, pre-
vented energy futures trading from thriving. Only ongoing supply
crises or complete decontrol would foment enough price volatility to
move o0il companies to hedge and to make speculators salivate. Per-
sistent criminal activity on the part of oil futures traders, including
convictions for “rigging” and “manipulating” oil futures markets in
the mid-1970s, also contributed to their initial failures.4!

While the NYCE let its crude oil contract go dormant, a desperate
NYMEX rewrote its contracts in hopes of reviving them. Sanctions by
the CFTC and a 1976 default in its core potato futures contract had
threatened the future of the NYMEX, which relied heavily on potato
futures. Its new chairman, Michel Marks, desperately needed to find
new commodities to trade. Believing strongly that oil could work,
Marks and the NYMEX enlisted the promarket energy economist
Arnold Safer to help them rewrite their contracts.*? They changed the
grade of heating oil to be traded and moved delivery from Rotterdam to
New York City. Two new contracts began trading in 1978; one quickly
failed, but good timing eventually turned the other—for No. 2 heating
oil—into a “dramatic success story.”#3 It coincided with the renewed
volatility and uncertainty stirred up by the Iranian Revolution and
subsequent oil crisis in 1978 and 1979, as well as the outbreak of

39. Clubley, Trading in Oil Futures, 36—37; Razavi and Fesharaki, Fundamen-
tals of Petroleum Trading, 7.

40. Gerald R. Ford, “Statement on the Energy Policy and Conservation Act,”
December 22, 1975, online by Gerhard Peters and John T. Woolley, American
Presidency Project, http://www.presidency.ucsb.edu/ws/?pid=5452; “House Dem-
ocrats Lost Energy Test,” New York Times, April 14, 1976, 46; “Oil Men Want
Zarb Out,” Washington Post, April 29, 1976, DC15.

41. “Nine Are Charged with Tax Evasion in Futures Trades,” Wall Street
Journal, April 14, 1978, 32.

42. Goodman, Asylum, 54-56, 68-74; “Treat’s Energy Expertise is Base of
Plans at New York Mercantile Exchange,” New York Times, May 18, 1982, 46.

43. Errera, “Exchanges and Their Contracts,” 11.
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the Iran-Iraq War in September 1980.%¢ By 1981 open interest for
NYMEX'’s No. 2 heating oil contract hit 17,000, and was well on its
way to becoming “an industry icon.”4® Emboldened, other exchanges
followed suit: the International Petroleum Exchange of London and
the CBOT developed petroleum futures contracts between 1981 and
1983 in gas-oil, gasoline, and crude oil.4¢

These efforts to develop oil futures reflected the ongoing finan-
cialization of the U.S. economy in the 1970s. Derivatives trading
proliferated in this period, particularly in futures, marking a move
from growth to risk as the locus of profit in the economy.#” Exchanges
introduced futures contracts for U.S. Treasury bills and bonds, as well
as “cash settlement” futures (1975), which did not involve physical
commodities by design. The latter included Eurodollars, interest
rates, and stock index futures by 1982. Such innovations departed
radically from early twentieth-century justification of futures con-
tracts; namely, that participants could be said to be “contemplating
delivery.”48 In each case, advocates justified new kinds of derivatives
as a way to achieve greater economic security in an increasingly
uncertain and volatile global economy by managing risk, a line of
argument that would also be applied to oil futures contracts.

In search of solutions to the trenchant economic impasses of the
1970s, the United States government actively supported the process of
financialization by encouraging the expansion of futures trading.4? It
is well known that the Reagan administration favored economic man-
agement by free market, but the Ford and Carter administrations also
viewed futures markets as effective tools to enhance competitiveness
and to reduce inflation. Both supported the decontrol of oil prices in
principle, saying that higher prices would stimulate energy conserva-
tion and innovation, though both settled for phased-in decontrol in
the face of congressional opposition and concerns about the short-
term economic consequences of immediate decontrol. Ford’s Coun-
cil of Economic Advisors consisted of neoliberal economists and
traders dedicated to free markets, including William Simon and Alan
Greenspan, who believed strongly in such deregulation. The Carter
administration, for its part, deregulated several industries and

44. Goodman, Asylum, 87—88.

45. “Commodities: The Rising Interest in Heating Oil,” New York Times,
June 1, 1981, D9. See also “An Industry Icon Is Going Away: No. 2 Oil Heating
Oil Contract Will Breathe Its Last,” The Barrel, July 29, 2011, https://blogs.platts.
com/2011/07/29/an_industry_ico/.

46. Errera, “Exchanges and Their Contracts,” 11.

47. Martin, Empire of Indifference, 33.

48. Levy, Freaks of Fortune, 233.

49. On the economic context of the 1970s, see Rodgers, Age of Fracture,
41-76.

https://doi.org/10.1017/es0.2019.26 Published online by Cambridge University Press

11


https://blogs.platts.com/2011/07/29/an_industry_ico/
https://blogs.platts.com/2011/07/29/an_industry_ico/
https://doi.org/10.1017/eso.2019.26

12 WELLUM

supported the development of futures markets for their “pro-competitive
effect.”%0 Moreover, it was Carter’s Council on Wage and Price Stabil-
ity that supported the CFTC’s three-year pilot program to reintroduce
options trading in the United States, which led to the eventual rele-
galization of options on futures for the first time since 1936.5?

In this profinancial context, NYMEX continued to expand its
energy futures options amid economic volatility. In 1981—as the
Reagan administration finally decontrolled oil prices and U.S. oil
consumption fell for a third year in a row—the exchange introduced
a contract in gasoline futures. By 1982 an oil glut flooded global oil
markets and prices began to decline.?? Crucially, the glut was inter-
preted not as a permanent return to lower prices but rather as con-
firmation of oil’s volatile future. In response to this long-awaited
volatility, NYMEX introduced a crude oil future contract in 1983
that quickly became the most valuable commodity futures contract
in the world. In just four years, the daily volume of NYMEX crude
oil futures trading jumped from 1,470 to nearly 950,000 contracts.??
NYMEX followed its success with a 1986 options contract on crude
futures that became the most successful options contract ever intro-
duced by a U.S. exchange.?* These decisions helped NYMEX, which
had faced “extinction” only a decade earlier, to become the nation’s
third-largest exchange. Indeed, NYMEX’s official history frames the
move from potato futures, where 80 percent of its members traded in
the 1970s, to currencies and especially energy futures as its saving
grace.?® It began to call itself “the energy exchange.”¢

Throughout this process, agricultural products lost their share of
futures trading volumes to financial and energy contracts. NYMEX’s
move away from potato futures and toward energy and strategic
metals emblemized the general shift of U.S. exchanges away from

50. Memo from Barry P. Bosworth to Stu Eizenstat and Jim McIntyre, “The
Administration’s Position on the Reauthorization of the Commodity Futures Trad-
ing Commission,” Council of Economic Advisors, Charles L. Schultze, Council
on Wage and Price Stability (COWPS) Files, Folder 4, COWPS 8, Box 101, Jimmy
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