Will Goldman Sachs be “Trading Places” with the Hunt Brothers?

The “Eddie Murphy” rule applied to crude oil
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On October 21, 2009, in his remarks at the OTC Derivatives Regulation, Futures Industry
Association Expo in Chicago the Commodity Futures Trading Commission (CFTC),
Chairman Gary Gensler proposed that hedge funds, financial firms or other investment
funds not be exempted from clearing requirements and all standardized OTC products
should be moved onto regulated exchanges or trade execution facilities.

The CFTC also recommended changes to its oversight authority, including
implementation of the “Eddie Murphy” rule, taken from the 1983 comedy movie
"Trading Places". The CFTC will extend insider trader prohibitions to include parties
who receive misappropriated information from any government agency. This will be
known and is referred to as the “Eddie Murphy” rule.

In the movie, Eddie Murphy’s character outwits Randolph and Mortimer Duke into
making settlement on orange juice futures at the end the trading day. The Dukes had
invested their fortune in orange juice futures based on false inside information received
from a person within the government agency overseeing orange juice growers.
Subsequently they go bust when they are unable to pay cash to cover the margin call.

The movie was inspired by Nelson Bunker and William Herbert Hunt’s attempt to corner
the market for silver in the late 1970°s. But now Goldman Sachs has been taking a page
out of the Trading Places movie script in their attempt to the corner the market for crude
oil.

Goldman Sachs is once again advising their investors to buy crude oil futures as a hedge
against inflation amassing quantities of this vital commodity in excess of any normal
capacity for supply and demand levels.

Eventually, officials at COMEX raised margin requirements on silver futures in order to
check this cornering of the silver market. The highly leveraged Hunt Brothers, unable to
meet their margin calls, were forced to sell. The price of silver fell dramatically; on
March 27th 1980 the price fell 50% in one day, from $21.62 to $10.80. The Hunt
Brothers eventually were forced into declaring bankruptcy and went back into their first
love: - the oil business with Hunt Petroleum.

In the last couple of months Goldman Sachs has been able to regain control on crude oil
pricing by issuing ever laudatory press releases about the imminent shortage for this
product. But this time they have an even better grip on the price of futures for crude oil
then they did before the free fall in those prices in the last part of 2008 into 2009.






