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COMMODITY FUTURES TRADING COMMISSION
2033 K STREET, N.W,, WASHINGTON, D €. 20581
(202) 254-8955
{202) 254-3534 FACSIMILE

DIVISION OF
TRADING AND MARKETS

February 5, 1992

Professor George R. Neumann
Professor of Economics

The University of Iowa
Department of Economics
Iowa City, Iowa 52242

Dear Professor Neumann:

Chairman Gramm has asked me to respond to your letter to the
Commeodity Futures Trading Commission (the “Commission"), dated
December 5, :1991., By your letter, you reguest, on behalf of the
Towa Presidential Stock Market (the "IPSM"), information regarding
whether the operation of the IPSM, as described herein, would bring
the IPSM under the regulatory purview of the Commission.

Based upon the representations made in your letter, as
supplemented by telephone conversations with Division of Trading
and Markets staff, we understand that the facts are as follows.
The IPSM is a so-called "political stock market" whose purpose is
to determine whether markets can aggregate information and predict
election outcomes more accurately than the alternative technology
of public opinion polling. The  IPSM operates strictly for
experimental and academic purposes. It is sponsored and operated
by faculty of the University of Iowa., Neither the IPSM nor the
University of Iowa charges commissions or receives a return in
connection with its operation. '

To date, nine political stock markets have been operated,
covering the 1988 U.S. Presidential election, the 1990 Iowa and
Illincis Senatorial elections, the 1990 German Parliamentary
elections (operated in Bonn, Frankfurt, and . Leipzig), and the 1991
Dutch, Danish and Turkish elections. The results of these prior
studies reveal that these political stock markets appear to reflect
more accurately outcomes of political elections than public opinion
polls.

In the continued interest of academic research, the University
of Towa intends to operate the IPSM to cover the 1992 presidential
election., It also intends to run a market on the 1992 democratic
party nomination (collectively, the 1992 presidential election
market and the 1992 democratic party nomination market will be
referred to as the "1992 Markets").

You anticipate that, for the 1992 election year, approximately
20 universities will become involved with the 1992 election year
Markets, including the University of California, Los Angeles, the
California Institute of Technology, HNorthwestern University, the
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Unrversrty of Indiana, the Unlver91ty of Arrzona .and the UnlverSLty
of Vlrglnlﬁj Thé number of traders. partrcrpatlng will total fewer
Partxcxpanta in ‘the 1992 Markets ‘will purchase a’

than 1000,
portfolio of: shares in polltlcal candidates.” Individual investors.

. "will invest their own money ‘to participate, and payoffs will be

determined by the share of the popular vote-won by each candidate;

-~ The maximum invéstment by any srngle partlcipant is five- hundred(”
‘dollars, but typxcally, participants ‘invest. no more’ tB?n twenty- .
. fxve dollars and ‘some anest as little as ten dollars :

You describe the Lnterest issued to 1992 Harket lnvestors as,

one more closely resembling a futures.contract. ‘than a stock. In

the past, you have ‘conducted’ the ‘United States: markets solely in
Jowa, and the Iowa Attorney: General ‘s offlce has given you ..
assurances that these markets are not.in vViolation of Iowa state.

law. In 1992, however,: you plan to allow traders from anywhere in
the United States to participate. Consequently, .you are concerned

“that ‘the operatron of the 1992. Markets -may.  fall within- the
regulagor prrview .of the Commodity - Exchange , Act’ (the‘
"Act")=

and the regulatrons promulgated thereunder i/F

The 1992 Markets will be. operated by four professora on the
faculty at the University of Iowa (the "Operators"}. As noted, you

represent that none of the Operators will receive any compensatlon
or other payment, directly or indirectly, for operatlng the market.

You also represent that none of the Operators is otherwise’ requrred
to register with -the Commisslon nor ‘is -any -of ' the Operators a

business affiliate of ‘any person required to regrster ‘with the
Commission. In addition, none of the Operators or any other person .
involved with the 1992 Markets will endage. in ‘any advertising in .-

connection therewrth. Participants prlmarrly Wwill be students and
;faculty at the: varlous universltles. L R

. _Based upon your representatlons concernlng the purposes and~
* manner of " operation of the .IPSM and the 1992 Markets, we-do not '
believe that the operation of the 1992 Markets without seekrng
desrgnatron as a contract market .or otherw1se complylng WLth the g

200 traders. -

l/ -To date, all anestments have been sanlflcantly less than

five hundred dollars.

Y 7’u.s.c. § 1 et seq. (1988)

a/ ‘ Comm1351on rules and regulations referred to hereln are found

‘at 17 C.F.R. Ch. I (1991}.

'1/ Past Markets at the University, of Iowa have had approx1mate1y
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‘Commodity Exchange Act and the regulations promulgated thereunder,

or without the registration of the Operators, would be contrary to

. . the public inte; » - Our conclusion is based upon the facts that,
. aWonig ~others, its -operation is limited: solely to academic - and
" experimental purposes and. the Operators-receive no compensatlon.

Congequently, based upon your representatlons, ‘the’ Division of

"f‘Tradlng and Markets will not. recommend that the Commission take® any’~["
‘enforcement action in connection with- the operatlon of the 1992 o

Markets based solely upon the Operators not seeking dealgnatlon as

. a-contract: market registering under the Act’ or otherwise complylng
"~ .with the Act or. Commlsslon regulatlons.lf“' . : . '

. We . do not render any oplnlon as. Lo whether the operatxon ofh

o .the- 1992 Markets violates the. provisions of .any. state law nor does

- .our position.excuse non-compllance with any ‘such' law.: ~‘You must
_)'lndependently confirm-whether or not the partxclpatlon by 1nstltu—
‘]txons in other ‘states” is permitted. - cec

Tth letter is based upon -the: 1nformatlon that has ‘been
provided to us and is subject to the conditions stated above.; Any
different, changed or omitted facts or conditions: might - require us

" to.reach a dlfferent_concluSLOn. In this regard, we request that
‘you notify us immediately in the event that the operations of the
. IPSM or the 1992 Markets change in any way from those as represent- '
"“ed to us. . Finally, this position is that of.the Division of

Trading and Markets only and does not necessar;ly repreeent the

VTEWS‘Of ‘the Commisslon or any other offlce or lelSlon of the‘»

. . Cémmission. -
S

T —————— .y

S If you have any questions’ concerning thls correspondence,
please contact me or Tina Paraskevas Shea, an- attorney on my staff,
at (202) 254 - 8955.;- : .

Very truly 9 ursr

( /

Andrea M. Corcoran s
Dxrector

cc: Daniel A. Driscoll, National. Futures Association



