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Levin-Coburn Report on Excessive Speculation in the Wheat Market
 On June 24, 2009, the Senate Investigations Subcommittee released the Levin-Coburn
Report on Excessive Speculation in the Wheat Market.1 The report demonstrated that:
o ―[o]ver the past four years . . . increases in wheat prices were nearly as steep as
the increases in the price of oil,‖ during which period wheat prices rose ―to record
heights;‖2
o there is ―significant and persuasive evidence that the large number of wheat
futures contracts (long open interest) held by commodity index traders is a
primary reason for the pricing problems in the wheat market . . . including . . . the
disconnect between wheat futures prices and cash market fundamentals . . . during
2008;‖3
o ―commodity index instruments were, in essence, speculative bets‖4 and ―the
activities of [the] commodity index traders, in the aggregate, constituted
‗excessive speculation‘ in the wheat market;‖5 and
o ―[t]he total value of the speculative investments in commodity indexes has
increased an estimated tenfold in five years, from an estimated $15 billion in
2003, to around $200 billion by mid-2008.‖6
Speculation in the Oil Market
 Increasing Prices and Market Volatility
o Chilton: in 2008, the price of a barrel of oil fluctuated between $60 and $150 per
barrel (while supply and demand remained fairly constant), and the price of a
gallon of gas rose to $4.10 per gallon (the highest price per gallon ever); we are
starting to see the same thing again now – gas prices are now at $3.76 and are
approaching the 2008 peak.7
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o 2011: oil prices climbed to over $110 per barrel in May, and fell to $77 per barrel
in early October; a drop of more than 30% over four months.8
o Three years ago: the average price for a gallon of gasoline was $1.94; now it is
more than $3.80 per gallon; U.S. demand for oil is at its lowest level since April
1997.9
Speculation is the Culprit
o ExxonMobil CEO Rex Tillerson: speculation is contributing to oil prices; he
estimated the price of a barrel would be between $60 and $70, instead of $110, if
the price was governed exclusively by supply and demand.10
o Chris Cook, former compliance and market supervision director of the
International Petroleum Exchange: ―oil market price has been inflated twice by
passive (inflation hedgers) investors . . . once from 2005 to June 2008; and again
from early 2009 to date.‖11
o Prices are unhinged from market fundamentals—they continue to rise despite a
reduction in demand:
 ―U.S. demand for oil and refined products — including gasoline — is
down sharply from last year, so much that the United States has become a
net exporter of gasoline.‖12
 Chris Cook, former compliance and market supervision director of the
International Petroleum Exchange: ―demand in the West is dropping like a
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stone‖13
 The Energy Information Administration reported that as of the week
ending February 10, 2012:14
 Total products supplied over the last four-week period were down
by 4.6 percent from the same time last year.
 Motor gasoline product supplied over the last four weeks was
down by 6.4 percent from the same time last year.
 ―Inventories of stored oil…are unusually high.‖
 ―According to the International Energy Agency, in the last quarter of 2011
the world oil supply rose by 1.3 million barrels per day while demand only
increased by 0.7 million barrels per day. Yet, during this same period, the
price of Texas light sweet crude rose by over 12%.‖15
 Another example of an unhinged market:16
 Four months ago: light, sweet crude traded at $79.20 a barrel.
 Now: light, sweet crude trades at over $105 a barrel.
 February 23: prices increased on news that Iran would halt oil
shipments to Britain and France.
 BUT: Britain and France had already stopped buying Iranian oil (+
alternative supplies easily can make up for any loss of Iranian
imports).
 The Iranian security premium should be, at most, $10 a barrel, so
oil prices should be no more that $95 a barrel.
o Speculators radically outnumber commercial end-users:
 Gensler: oil speculators control over 80 percent of the energy futures
market—this figure has more than doubled over the past decade.17
 CFTC on February 14, 2012: 36 percent of the oil market is commercial
and 64 percent is speculative.18
o Commodity index funds:
 Air Line Pilots Association: in the past decade speculation in commodities
has doubled, and the cost of a barrel of oil has ranged between $31 and
$145.19
 Federal Reserve Bank of St. Louis: ―Speculation was the second-largest
contributor to oil prices and accounted for about 15 percent of the rise.
The effect that speculation had on oil prices over this period coincides
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closely with the dramatic rise in commodity index trading—resulting in
concerns voiced by policymakers.‖20
 Chilton: the ratio of long to short positions held by passive investors in the
oil market is 12:1—this ratio is the highest it has ever been and is the
result of continued investment in commodities by “massive passives” (i.e.
pension funds and other forms of managed money).21
 Forbes: as of February 23, 2012, speculators ―held positions in NYMEX
crude oil contracts equivalent to 233.9 million barrels of oil– the
equivalent of about one year‘s crude oil supply from Iran‖ to countries like
France, Italy, and Spain.22
o Immediate cost of speculation:
 Chilton: speculation costs the airline industry $9.8 billion per year and the
trucking industry more than $29 billion a year.23
 Mark Larson, Executive Director of the Colorado Wyoming Petroleum
Marketers and Convenience Store Association: consumers are paying a
30% speculator tax when they fill up at the pump.24
 Forbes: absent excessive speculation a barrel of oil would cost $74.61, not
the $105-110 a barrel it costs today.25
 Forbes (using Goldman Sachs figures): speculation adds as much as $0.56
to the price of a gallon of gas.26
 Heating oil: purchasing futures and options added 2 to 6 cents to each
gallon 7-8 years ago; now it adds 37 cents a gallon to hedge.27
o Long-term costs of speculation
 Brookings: radical fluctuations in the price of oil slow GDP growth
significantly.28
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Goldman Sachs: ―the oil price increase since December will shave
between a quarter and a half of a percentage point off of real GDP growth
over the next year, and the effects could be more dire if oil prices continue
to rise.‖29
Speculation in Agricultural Commodities
 French President Nicholas Sarkozy has made rising food prices a priority for the G-20
and plans to limit the influence of speculative investors in legislation that he plans to
forward to finance ministers in July 2012. 30
 Increase in Pricing
o Food prices hit record highs in the early part of 2011. 31
o Last fall Starbucks raised the price of some drinks; this spring it increased the
price of its bagged coffees by an average of 12 percent.32
 Market Volatility
o
November 2011: sugar futures fell more than 20 percent in two days (and sugar
futures often swing more in one day than they used to move in a month).33
o March 2012: cocoa futures plummeted 12 percent in less than a minute and then
quickly recovered in a ―flash crash.‖34
o March 2012: prices for a wide range of commodities plunged—the CRB
(Commodities Research Bureau) commodities index plunged 4.9 percent.35
o ―Cotton futures have fluctuated so wildly that they flipped market circuit-breakers
on about two-thirds of the trading days this year.‖36
o Market volatility is forcing major end-users to leave the market:
 JBS, America‘s largest meat producer, has looked for alternatives to the
futures market to hedge its pricing:37
 ―But as futures have become less predictable, the company has
tried to find other ways to manage its risk. It now often signs
longer-term supply contracts with the cattle and hog producers it
buys from and the supermarket chains it sells to, with provisions
aimed at sharing the risk of rising costs.‖
 Plains Cotton Cooperative Association, one of the biggest cotton
producers in the United States, has also cut its hedging activity38
 Wallace L. Darneille: ―The market is broken,‖ he said. ―It no
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longer serves its purpose.‖
 ICE Futures U.S. (trades futures contracts for cotton, cocoa, coffee, sugar,
and orange juice): sellers of commodities have complained about price
swings in commodity futures markets.39
Speculation in Agricultural Commodities Aligns with Speculation in Oil Markets
o In 1991 the CFTC prevented commodity index funds from holding more than
5,000 wheat-futures contracts; the CFTC exempted several commodity index
funds from this limit so that by 2001 commodity index funds held 130,000 wheatfutures contracts.40
o Speculators make up more than 70% of most commodities (not just oil) markets;
producers and users now hold between 20 or 30% of the outstanding contracts in
some markets.41
o Commodity index investors and swap dealers spent about $300 billion, mostly on
long futures and swap contracts.42
o
Exchange Traded Products have poured over $120 billion of speculative money
into U.S. commodity markets.43
o Over 40 commodity-related mutual funds have assets of over $50 billion.44
o Goldman Sachs‘s Goldman Sachs Commodity Index (GSCI) fund:
 June 30, 2011: the fund held more than $1.5 billion in assets and invested
in 24 different commodities.
 End of 2010: energy commodities comprised 2/3s of the fund; agricultural
commodities comprised 22.6%; metals comprised 11.4%.
 January 30, 2011: 49,120 entities owned shares of GSCI–up from 135 two
years prior.45
o March 20, 2012: Deutsche Bank announced it would not create any new
investment products in staple agricultural commodities this year; it is studying
whether such products contribute to rising and increasingly volatile food prices.46
 ―We recognize that the proper functioning of agricultural markets have
wide social ramifications. Therefore we intend to proceed with caution
and we will refrain from launching new staples-based public exchangetraded products this year[.]‖47
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 Deutsche Bank is retaining its four exchange-traded products.48
 The Increase in High Frequency Trading Suggests an Increase in Speculators
o ―[H]igh-frequency trading now makes up 10 to 20 percent of the futures trading in
many agricultural commodities, nearly a quarter of the trading in metals and 30
percent in energy futures markets.‖49
Effects of Speculation
 Oil speculation is driving up the cost of food:
o March 20, 2012: indigenous peoples in Alaska are struggling with higher food
prices: ―We need the foods from our lands and waters to feed our families,‖ said
Point Hope resident Rosemary Ahtuangaruak. ―We cannot afford to buy the foods
that come up to the Arctic. The costs of transportation increase these costs, so
that it can take your whole paycheck to try to feed your family from the store.‖50
 The 2008 food bubble resulted in a 250 million increase—in one year—in the ranks of
the hungry.51
 Worldwide price of food rose by 80% between 2005 and 2008:52
o
49 million Americans found that they could not put a full meal on the table;
demand for food stamps reached an all time high; and one in five children
depended on food kitchens.53
o John Hummel of AIS Capital Management has predicted that commodity prices
could advance another 460 percent above mid-2008 price peaks.54

48

Id.
Bowley, supra note 27.
50
Richard Harris, Native Alaskans Divided On States Oil Drilling Debate, NPR (March 20,
2012), available at http://www.npr.org/2012/03/20/148754357/native-alaskans-divided-onstates-oil-drilling-debate.
51
Kaufman, supra note 40, at 28.
52
Id. at 34.
53
Id.
54
Id.
49

