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Abstract:

Commodity dependence is a crucial challenge for many developing countries, in particular in Africa. Half 
of the world’s population lives in countries where the extraction and export of natural resources are key 
economic activities. Only very few of those countries have succeeded in using their natural resources as 
a stepping stone towards broad-based economic and social development. 

Recently, several factors have substantially changed the global context for commodity-dependent coun-
tries: First, the commodity price boom has promoted economic growth and increased public revenues for 
investment and social spending. Second, rising demand from emerging countries has helped countries 
to diversify trading partners and enhance their bargaining power. Third, high price volatility has increased 
vulnerability and challenged macroeconomic management. Finally, the relationship between financial 
and commodity markets has intensified given the increasing presence of banks, institutional investors 
and hedge funds on commodity markets.  

Commodity-based development which had been discarded for decades has come back on the develop-
ment agenda. Commodities are now recognized as a significant element in many national development 
plans. Despite new opportunities related to the commodity price boom, there remain significant dangers 
associated with reliance on commodity income, e.g. related to external vulnerability, labour and social 
conditions, inequality, human rights violations, environmental impacts, civil unrest, instability, and gover-
nance issues. 

In this context, the lecture deals with the following questions:

 What are recent changes in commodity markets and which opportunities and challenges do they 
provide for commodity-dependent developing countries?

 What are the determinants of recent commodity price fluctuations and which regulations are neces-
sary to stabilize commodity prices?

 How can governments ensure that higher commodity prices translate into higher public revenues, 
investment and social spending? 

 Which policies are necessary to ensure that countries diversify by building linkages from commodity 
to local manufacturing sectors and reduce commodity dependence?

 What are successful models of international action to address the challenges posed by commodity 
dependence?

DEvElopmEnt lEcturES
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PROGRAMMe

18.00  Welcome: Werner Raza, Director, ÖFSE

18.10  Keynote: Machiko Nissanke, School of Oriental and African Studies (SOAS)

18.50  Comments: 

	 	Cornelia Staritz, ÖFSE 

	 	Andrey Kuleshov, Common Fund for Commodities (CFC)

19.10  Public Discussion 

 Facilitator: Karin Küblböck, ÖFSE

20.00  Wine reception

 Conference language: English

Keynote-Speaker

Machiko Nissanke is Professor of Economics at the School of Oriental and African Studies 
(SOAS), University of London. Her research focuses on finance and development, macroecono-
mic adjustments in developing and transitional economies, commodity dependence, comparative 
economic development in Asia and Africa, and North-South and South-South economic relations. 

Commentators

Andrey Kuleshov is Senior Project Manager at the Common Fund for Commodities (CFC). He 
has over 15 years of experience in commodity development projects. His areas of specialization 
include agricultural commodity value chains, commodity finance and risk management, market 
instability, and financialization of commodities.

Cornelia Staritz is Senior Researcher at the Austrian Research Foundation for International 
Development (ÖFSE). Her research focuses on international trade, global value chains and pro-
duction networks, private sector development, and commodity-based development.

DEvElopmEnt lEcturES

Organised by   
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INTRODUCTORY COMMENTS BY  
WERNER RAZA 
ÖSTERREICHISCHE FORSCHUNGSSTIFTUNG FÜR INTERNATIONALE ENTWICKLUNG (ÖFSE) 
 
 
Dear ladies and gentlemen! 
 
Let me first thank you for joining us this afternoon. Had we known that today 
would be the hottest day of the year (so far at least), we would have included a 
specific reference in the invitation that our conference room has air-condition. 
But at least for you, who are present tonight, the topic of this event and in 
particular, our distinguished speakers were enough of an inventive to attract 
your interest. And I am exceptionally pleased to welcome our keynote speaker 
tonight, Prof. Machiko Nissanke, of the School of Oriental and African Studies, 
Univ. of London, and our two commentators, Andrey Kuleshov of the Common 
Fund for Commodities with its headquarters in Amsterdam, and Cornelia Staritz, 
senior researcher at ÖFSE. 
 
Tonight’s lecture tries to shed more analytical light on an issue that has attracted 
much attention both in academia and in politics recently. The dependence of 
developing countries on commodities, particularly in their export structures, has 
been a classic issues in development economics ever since. More recent 
developments however, in particular the spectacular price increases of 
commodities, have revitalized the debate on the role of commodities for 
economic and social development. Obviously, a central concern for development 
economics and for policy in particular is that the mistakes of the past must not 
be repeated. Thus phenomena like Dutch Disease, rent-seeking and corruption 
must be avoided. Similarly the environmental costs of resource exploitation and 
adverse effects upon the local population must be kept to a minimum. Countries 
that are engaged in resource exploitation thus face a number of challenges, both 
internally and at the international level. Internally, one of the welcome effects of 
the spectacular rise of commodity prices has been the substantial increase in 
public revenues. Some countries have used this money to fund social 
programmes for the poor, in particular countries in Latin America. Nevertheless, 
efforts to use these windfalls benefits to build up infrastructure and to diversify 
the economic structure are still lacking in many countries. On an international 
scale, the formation of prices through commodity exchanges involves a high 
degree of volatility, with negative effects for the revenues of exporters. The 
sources of this volatility, and in particular the role of financial investors, are the 
subject of controversial discussions. Rising prices and price volatility are also a 
major problem for net-food importing countries, e.g. in Africa. Thus stabilisation 
of commodity prices is again on the agenda. 
 
From the point of view of import-dependent industrialised and emerging 
economies, securing access to increasingly scarce commodities has become a 
central goal of foreign policy in general and of development cooperation in 
particular. Pressure is put upon many commodity exporters to provide free 
access to their extractive sectors for foreign investment. The European Union, for 
instance, has made access to raw materials one of its strategic priorities in its 
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trade policy, while it endorses the principles of ownership and policy coherence 
for development in its international development cooperation. For me that is an 
open contradiction, that so far has largely gone unnoticed. 
 
Being a research institution, that wants to make contributions to tackling major 
topical problems of international development, ÖFSE has started a research 
programme on commodities and development in 2012. One focus area deals 
exactly with price formation at international commodity exchanges, and the role 
of financialisation therein. Preliminary results of this research are forthcoming 
and can be accessed via our website very soon. A future focus will try to assess 
the macroeconomic impacts of commodity dependent development and will make 
policy proposals on the options available for specific countries in Africa to use 
commodity revenues as the basis for industrial policy and economic 
diversification. Last, but not least, we are in the process of starting a project that 
aims at identifying key elements of what could be considered a “fair” 
arrangement with regard to the distribution of the benefits and costs of resource 
exploitation both at the local, national and international level. 
 
With this I hand over the floor to the moderator of tonight’s lecture, Karin 
Küblböck, and wish all of a lively, if not heated discussion. 
 
Thank you! 
 
 
 
PRESENTATION BY  
 
MACHIKO NISSANKE  
SCHOOL OF ORIENTAL AND AFRICAN STUDIES (SOAS), LONDON 
 
See slides below 
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COMMENTS BY  
 
CORNELIA STARITZ 

ÖSTERREICHISCHE FORSCHUNGSSTIFTUNG FÜR INTERNATIONALE ENTWICKLUNG (ÖFSE) 
 
 
I agree with the analysis and proposals of Machiko Nissanke and just want to 
stress two points with regard to commodity dependence: 

 First, recent changes in commodity markets that have accelerated challenges 
for commodity dependent developing countries (CDDC) but may also provide 
some opportunities 

 Second, the importance of regulations and policies in particular at the global 
level and the crucial role the EU could have  

 
First, commodity dependence has for a long time been a crucial challenge for 
many developing countries that are either dependent on commodities through 
the import side as net importers of food, fuel and other basic commodities as we 
have seen in the recent food crises and the export side depending on few 
commodities in their economy for production and export. But there have been 
important changes in the global context: 
 
The geopolitical situation has changed quite a lot, due to the increasing 
importance and economic and political power of emerging countries. Also, their 
economic development model is very much based on resources and their 
increased demand for resources also partially explains increases in commodity 
prices and the change in terms of trade for CDDC which we have seen since the 
beginning of the 2000s accompanied by large price volatility. These price 
developments and the new role of emerging countries can also provide 
opportunities for CDDC. They have potentially higher bargaining power vis a vis 
investors or traders and higher prices lead to increased public revenues, which 
can be used for social and economic investments. Also, the debates in CDDC are 
changing towards how to increase commodity rents and use them in a 
development enhancing way. We know the debates in Latin America, where they 
are largely about how commodity rents can be used for social programs, but in 
African countries these debates on how commodity rents can be linked to 
economic development processes have also intensified. But besides these 
potentials and potentially shifting bargaining power and opportunities, the power 
relations in many commodity sectors are still asymmetric and dominated by 
developed countries’ TNCs. So, even though there are potentials, countries also 
need a strategy to use these potentials.  
 
A second change that has been pointed out by Machiko Nissanke is that the 
relation between financial markets and commodity markets has intensified, 
labeled as financialisation. In contrast to other markets, for commodity 
derivative markets to work, you always need some speculators. They support the 
process of price discovery and enable that commercial traders or producers of 
physical commodities can hedge their price risk, because commercial traders 
need counterparties to take over their price risk. But what is really new is the 
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increasing role of financial investors and new financial products – i.e. institutional 
investors, hedge funds and banks that invest in commodities as an asset class 
such as in stocks and bonds – which have changed the dynamic of these 
markets. There is a huge debate about the influence of financial investors. Our 
research focuses on the dominant role of financial investors and the different 
trading strategies of these financial investors – that are quite complex – and how 
they have influenced commodity prices and volatilities, but also how they have 
changed the microstructure of commodity markets, and how it has become more 
difficult for commercial traders to use these markets for hedging and price 
discovery. Commodity prices have always been volatile but recent booms and 
busts are still unprecedented and the changed market structure puts into 
question the functions of these markets for physical commodity traders and the 
real economy. 
 
Clearly, for CDDC crucial challenges regarding commodity dependence remain: 
vulnerability to external shocks, macroeconomic management, the Dutch 
disease, social, labor and human rights issues and ecological costs. 
 
Second, when it comes to policies a global framework is necessary to address 
these commodity issues. Of course you also need national policies in the 
respective countries, but because of external vulnerabilities in global commodity 
markets (also due to a shift from regulations and global facilities, e.g. 
international commodity agreements, to liberalization/deregulation and market-
based instruments in the last three decades), it is also crucial to have global 
policy initiatives. The discussions have increased, but there are still hardly any 
concrete steps. Policies are important on three levels: 
 
Reduce excessive price volatility and stabilize commodity prices: This requires 
first regulation of international commodity derivative markets in the US and EU, 
including price stabilization instruments such as a multi-tier financial transaction 
tax for commodity derivative markets which imposes a very small rate for normal 
trading, but if there is excessive volatility the rate increases substantially which 
should limit or stop trading. This implies, you can have certain adjustments 
within a certain band, but you cannot have these excess volatilities. This may be 
very useful but it is not being discussed. We can also see the strong interests as 
currently there are huge protests from the financial industry against such a 
financial transaction tax in other financial markets in the EU. 
 
Instruments to deal with income shocks from commodity price movements: Even 
if global initiatives to stabilize prices were in place, commodity prices would 
remain volatile, due to the supply and demand fundamentals. There should be 
some macroeconomic initiatives such as Machiko Nissanke’s proposal for a global 
counter-cyclical facility to ensure anti-cyclical policies in CDDC. But also at the 
micro-level measures are needed. Recently, derivative markets have been 
pointed out as the solution to hedge price risks, but specifically for small 
producers or farmers in developing countries it is very costly and complicated to 
use these markets, in particular in the context of financialisation.  
 
A third area is important: How can development effects of commodity production 
be increased? And how can countries diversify from commodities to a more 
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diversified economic structure? Fiscal linkages are crucial: How can the rents 
from these commodities be used as public revenues for public spending, public 
infrastructure, etc. There are discussions in Latin America, but also in some 
African countries. F.e. in Mozambique and Zambia contracts in the mining sector 
have been re-negotiated, as detrimental contracts were in place in the 80s and 
90s when companies paid very limited taxes or royalties. Referring to Hirschman, 
besides these fiscal linkages also productive linkages are crucial: How to achieve 
a diversification of the economy? Specifically in Africa, commodities are often the 
largest economic base, with very limited other productive activity. How can the 
commodity sector be used to establish linkages with other sectors, e.g. to have 
more local value added by producing inputs for commodity production, or 
forward linkages to do some processing activities in the countries or in the 
region? The goal is to initiate skills development and learning activities and 
increase local employment. Commodity production itself is often very capital 
intensive and linkages to others sectors are required to increase employment and 
value added. Further, sustainable commodity production has to be ensured by 
respecting labor/social, ecological and human rights standards. Overall, there are 
increased discussions in CDDC, but still limited concrete policy steps to achieve 
that.  
 
Policies at the global level need political will where the EU could have a fore-
runner role, which it doesn’t play currently. Policies at the national level need 
policy space in CDDC that is often reduced through international trade and 
investment agreements and f.e. the EU Raw Material Initiative that limits 
interventionist policies. For instance, two potentially important instruments to 
increase local value added are export taxes on unprocessed commodities, 
because the objective is to have more processing stages and value added in the 
country, and local content rules if there are certain local skills available. But such 
interventions may be restricted in bilateral investment/trade agreements which 
African countries have with the EU. Hence, at the EU level, policy coherence 
would be crucial. On the one hand there are development policies and 
development cooperation and a broad talk about “putting development first” and 
on the other hand there are trade and investment agreements, or the Raw 
Material Initiative, where you clearly see that the interests of EU TNCs are 
dominating.  
 
 
ANDREY KULESHOV 

COMMON FUNDS FOR COMMODITIES (CFC), AMSTERDAM  
 
All comments are not on behalf of the CFC or member countries but personal 
opinion. 
 
See slides below 
 
The CFC is an intergovernmental financing institution, currently with 105 
member countries. It was created in the 1970s with the purpose to provide 
equitable and fair benefits from commodity production and trade to all the 
participants in the commodity sector. As the negotiations progressed in the 70s 
and 80s, the attention has focused less on these objectives and more on the 
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instruments being used in commodity markets. At the time, in line with 
Keynesian thinking, commodity buffer stocks were believed to be the most 
important thing to achieve the CFC’s objectives. With the discussion about the 
instruments dominating the discussion, the fundamental objectives were 
forgotten to some extent. By the time of the actual launch of the CFC in 1989, it 
was broadly acknowledged that buffer stocks do not work. Since the creation, the 
CFC is trying to get back to its initial objectives stressing the development 
significance of commodity markets and ensuring that everybody gets a fair 
share. The instruments used by the CFC today need to be relevant, effective and 
correspond to the ultimate goals. Only a couple of years ago, the member 
countries have finally agreed that the agreements behind the CFC need to be re-
negotiated to make sure that the CFC can use the most effective instruments to 
reach its objectives.  
 
Commodity markets are the oldest and most advanced markets in terms of 
evolution. Any attempt to manipulate the markets goes against a thousand years 
of evolution and experience of adapting to all sorts of disruptions from people 
and natural events. Any policy in commodity markets should be conducted with a 
clear understanding that any intervention in commodity markets will cause a 
reaction, a backlash. While self-evident in general terms, this does not seem to 
be reflected in what people and organizations are currently discussing and doing 
to address the matters of concern in the commodity sector.  
 
For instance, the big story receiving a lot of attention from non-governmental 
organizations recently focused on the role of speculators in causing the food 
crisis. There is a video by Oxfam, which sets a commendable goal for everybody 
"to make sure that speculators don’t make profits at the expense of those living 
in extreme poverty". The campaign is based on a fairly well documented view 
that speculation in food markets drives food prices beyond the reach of people in 
the poorest countries, thereby enriching the speculators at the expense of the 
poor. However, what are the direct and final results of the Oxfam campaign? 
Firstly, we do note, as evidenced by the headlines, that BNP Paribas, Deutsche 
Bank, Barclays and about a dozen of other international banks pulled out of food 
speculation. After all, commodity derivative trading became a public concern, a 
liability for the banks while it is only a very small share of their profits. It is 
cheaper for many banks to pull out of the sector than to handle the public 
concern about their participation in it.  
 
However, as far as the end result is concerned, I would like to note that 
simultaneously with the withdrawal of banks, the CFC as well as other agencies 
involved with food commodities have started receiving proposals reproduced on 
the slides (with due respect for the privacy of the senders). Both letters are from 
private financial companies, based in Dubai, offering to international 
organizations to engage in creating commercial financial instruments to fill the 
gaps left by the banks in commodity finance. This is a reasonable proposal from 
the business standpoint. The intermediaries, registered in jurisdictions which are 
governed by different regulations, are offering to collect the money left "on the 
table" by the banks dropping out of commodity markets. Of course, these 
intermediation services would eventually allow banks to reenter commodity 
markets. Thus, the longer term outcome of the action by NGOs is the increase of 
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number of players in the financing chain of commodity markets. This is likely to 
increase the cost of financing for commodity producers, plausibly offsetting the 
positive direct results of the campaign.  
 
The fundamental issues affecting the people in poor countries do not so much 
relate to "evil bankers". While the poor people in commodity dependent 
developing countries are, of course affected by the market volatility, their 
fundamental economic problems are related to their vulnerability. To achieve a 
durable improvement in their economic condition, their vulnerability needs to be 
addressed more than the transient market conditions. 
 
The following results are published by NECSI – New England Complex Systems 
Institute (Boston US). On request of the US Government they investigated the 
relation between social disturbance and riots in different developing countries 
against the FAO food price index. The general observation is that the FAO price 
index exceeding 220 can be associated with riots, and casualties (number of 
casualties are in brackets on the slides), which can be attributed to temporary 
periods of high food prices. There are plenty of explanations for high food prices. 
NECSI offers a model of price dynamics focusing on the momentum and the 
process of reversion of prices to the mean which shows with a high degree of 
accuracy that the price spikes of 2008 and 2011 can be explained by only two 
factors: the use of grain/maize for ethanol and financialisation of commodity 
markets. There are three ingredients on this picture: (i) the financial sectors, 
which you can think of as "the dynamite"; (ii) policy decisions regarding ethanol, 
which you can think of as "the trigger"; and (iii) the victims, the vulnerable 
countries, which suffer from the volatile reaction between financialisation and 
some commodity policy decisions.  
 
Looking at the commodity sector and vulnerabilities, there will likely always be 
instability from financial markets, and we are far from sorting that out. Once in a 
while we will also face a disruption from fundamentals, physical factors, policy 
decisions or other economic events. We need to be prepared and look at the 
vulnerabilities of the developing countries, which are often related to their 
reliance on commodities for participation in the global economic system.  
 
A high share of commodities in a national economic is not necessarily a bad thing 
in itself. It is a natural and logical choice for countries with a low stock of capital 
and high endowment of commodities to start relying on commodities to 
participate in trade and generate income. However, a high share of commodities 
in the national economy creates a range of structural vulnerabilities: the Dutch 
disease, governance failures, corruption, macroeconomic instability, etc. Those 
vulnerabilities translate into economic costs when exposed to global or local 
economic disturbances which wipe out the gains from natural endowments and 
return the countries back to their base with low stocks of capital and reliance of 
commodities. Commodity dependence, a failure of countries to generate 
sustained growth from their national endowments, can be considered as a 
symptom of a deeper failure in addressing structural vulnerabilities associated 
with reliance on commodities. We need to address the underlying issues to be 
able to start resolving commodity dependence.  
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The CFC is working to find and develop effective new models to address 
vulnerabilities in commodity markets: 

 By working with the private sector and the markets to get an effective joint 
action rather than opposition to the development of interventions. Some 6 
month ago, the CFC met with major private banks active in commodity 
derivative trading on the subject of commodity price volatility. The CFC asked 
the banks what they are prepared to do to address the public concern about 
their role. While there is still a huge gap in terms of the academic debate 
about the issues underlying commodity market financialisation and volatility, 
it is clear that agreement can be reached on a number of strategies which are 
likely to be effective in terms of the interests of CDDCs. Such actions could 
focus, inter alia, on stabilizing the level of liquidity and promoting investment 
in physical productive capacity in the commodity sector.  

 Improving market information and the infrastructure of markets, e.g. the use 
of warehouse receipts and promotion of transparent local markets, which 
allow farmers to use collateralized credits to enhance their daily operations.  

 Invest in specialized private funds, which typically get public or charity 
financing. They operate as a commercial private equity company and have 
fairly restricted areas of operation, which are agreed on with the donors, 
which have a positive effect on the development of commodity sectors. With a 
typical term of 10 years, and competitive management structure, within their 
investment objectives such funds may target small, medium enterprises, 
forestry, or trade and investment in African commodities – so they serve the 
purpose of development while operating in a fully commercial manner.  
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DISCUSSION 
 
 
Questions & comments from the audience 
 
1. Referring to the Asian emerging countries, which are sourcing from Africa and 

Latin America and how large is the share for Japan or Japanese companies?  
 

2. Regarding regulations on derivative markets, there is skepticism regarding 
regulations, due to their unintended consequences. Take as an example the 
financial crisis recently where a lot of issues have been caused by changes in 
regulations, and these later on multiplied. Also regulations in the OTC 
derivative markets may end up in the same way – they may have good 
intentions but may end up having negative consequences. Financial 
institutions will always be able to get around regulations, which will then even 
cause more harm as they may create more sophisticated financial products to 
evade these rules. In the rule making stage implementation rules are crucial 
for laws like the Dodd Frank Act in the US and financial institutions may 
impact these rules in a way that is good for them but what might not be what 
the regulators intended. So, what do you think about current derivative 
market reforms and regulations?  
 

3. It is important to make a difference between speculation which is good and 
determines the price and provides hedging possibilities, and the other kind of 
excessive speculation which has a negative consequence. It is also up to the 
financial actors and the banks to be transparent on that and take over 
responsibility. For instance in Austria, banks were asked if they work with 
specific kinds of financial products and they denied it. If you however did an 
internet research you could easily find that they did.  
 

4. There was a big debate on regulating markets by capping positions. A lot of 
people still believe that markets are efficient and speculators have no effect. 
There is the argument that we need speculators for liquidity, but if we look at 
the proportion of non-commercials and commercials, the proportion of non-
commercials is huge and way beyond what markets need as liquidity.  

 
5. In 2008 the OPEC fund wrote a report together with IIASA on biofuel 

production, suggesting that biofuel production will lead to large hunger 
effects. At that time, the report was attacked so much, even the CFC was 
supporting biofuels. Now, everybody is agreeing that the two factors that 
caused high prices were biofuels and speculators. Sometimes things take time 
until the truth comes to the surface. Markets have their own dynamics and 
there are lobby groups which we cannot control. There are three ways in 
which the OPEC fund helps commodity producers: (i) contribute to the CFC for 
development projects; (ii) energy is required to develop markets, create jobs 
and have a structural transformation in the economy; (ii) trade financing to 
enable farmers and commodity producers to export commodities and import 
goods.  

 
 

13



 
 

Responses 
 
Machiko Nissanke 
 
Within the Asian drivers, China has been specifically dominant in terms of its 
influence on commodity price dynamics on the demand side. China and many 
other emerging market economies are in a resource intensive phase of economic 
development and their demand in metals, fuels and other commodities has 
increased significantly over the past decade or so. Further, their consumption 
patterns changed, leading to increased demand for many agricultural 
commodities such as soybeans, coffee and cotton etc. Over recent years, three 
quarters of growth in commodity consumption are reported to be originating 
from the demand by these emerging economies. Chinese enterprises and 
contractors have consistently pursued their own interests in Africa very 
businesslike. In the past, Japan, or more precisely Japanese corporations, have 
been historically more hesitant to invest in Africa, as Africa was more perceived 
as a distant continent requiring more aid and ODA, though there were a few 
exceptions like in South Africa. In the future, there may be a change of Japan’s 
stance towards Africa as evident from recent discussions at the TICAD V (Tokyo 
International Conference for Africa Development V) held at the beginning of June 
this year In contrast, China and Chinese firms viewed Africa as a place for their 
business as they increased their engagement at the end of the 1990s with an 
effective use of a trade-investment-aid deal as a state and private coalition 
partner package through South–South cooperation.  
 
We are not bashing the finance industry and banking as such. As a servicing 
sector, these financial institutions have a very critical, useful social function to 
perform. However, as the recent global financial crisis of 2007-08 shows financial 
institutions have a tendency to fail in servicing the real need of people. 
Regulation over these institutions should work towards market enhancing, so 
that markets can work properly. At the moment, commodity derivatives markets 
do not function properly for price discovery and risk management. This view is 
shared among a lot of people who are involved in commodity trading. What is 
required is to think how to make these markets work for their intended purposes. 
The simplistic debate over market vs. state or private vs. public is not helpful 
here. When markets become so divorced from real fundamentals, asset prices 
can develop their own dynamics, and can create speculative bubbles which are 
not good for anyone, expect those who can smartly enter and exit in search for a 
high risk premium. Basically, it is necessary to open up the debate and not take 
polarized positions. We need to think together about how we can make markets 
function for their real, intended purposes and how banks and financial 
institutions should serve the need of societies. Thereby transparency and 
information dissemination is very important. Dismissing the need for regulations, 
claiming that financial institutions would just find ways to get around regulations, 
is not a productive way to engage in a debate. It is necessary to get together 
and find ways to make regulations work.  
 
There is a recent paper from researchers based at ETH of Switzerland and 
UNCTAD showing how bubbles occur through positive feedback mechanisms 
originating from algorithmic trading (Filimonov et al. 2013, "Quantification of the 
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High Level Endogeneity and of Structural Regime Shifts in Commodity Markets"). 
They report that 60-70 % of excessive volatilities is coming from financial 
investors’ positions in commodity trading. The question is how we get back prices 
to have an anchor in real demand and supply side fundamentals.  
 
Andrey Kuleshov 
 
Regarding NGOs that bring the role of banks and financial institutions regarding 
commodity prices and effects on consumers to the public attention, in the end 
the measures implemented against speculation may not have been as effective 
as expected. The NECSI dynamic model highlighted in the presentation shows 
that depending on the level of financialization markets may be in a stable or 
unstable condition. The observed behavior points to markets tending towards a 
marginally unstable state with overshooting. Assuming that traders can capture 
greater profits in volatile markets, we could expect sophisticated resistance to 
direct attempts at market stabilization. The purpose of regulations is better 
understood to enable the markets to be effective in revealing fundamentals. 
Putting the direct message about financialisation and volatility in the public 
information space e.g. by Oxfam was essential, but did not allow sufficient space 
for discussion to find effective resolutions for the fundamental issues. This point 
was brought forward by the major banks to the CFC before they started to pull 
out of the commodity sector, looking for joint measures to improve financing for 
commodity markets. The banks agreed that it would be a matter of shared 
interest to make markets more transparent and predictable. The involvement of 
banks in the development of the commodity sector is inescapable; the challenge 
remains to find effective ways of collaboration. 
 
Now, this discusses the process but is not an answer on to how to stabilize 
liquidity. The problem is that profits are there to be made by destabilizing the 
market and therefore some market participants will always try to do that. A 
proposal would be that traders should declare their general trading strategies – 
e.g. trading on the basis of arbitrage opportunities or on the basis of 
expectations - and be regulated accordingly. Even though they are unlikely to do 
that on their own, the alternative of more direct regulations, which do not take 
into account market dynamics, may face the proliferation of more complex 
finance products which would increase the cost of financing and not achieve the 
desired effects.  
 
Cornelia Staritz 
 
Financial markets and sectors have an important role, in particular in the 
development process. But they should support economic and productive activity, 
but we see now that financial markets in many areas dominate real economic 
activity. If small or medium sized enterprise in Austria want credit from a bank it 
is quite difficult. It is even more difficult for farmers or commodity producer in 
African countries to get credit for productive investment. Hence, there are many 
areas in which financial markets don’t fulfill their role which is supporting and 
investing in real productive economic activities. There was a huge shift towards 
more complex financial transactions, speculation etc. which leads to dominating 
the real economy and providing wrong incentives. 
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Speculation in commodity derivative markets is quite different to other financial 
markets where speculation does not fulfill a real economic function. Commodity 
derivative markets are specific because their role is to deal with price risk for 
which commercial traders need counterparties. They can be other commercial 
traders but it is not always the case that they want to take the corresponding 
position, therefore non-commercial trades are needed. They are called 
speculators because they don’t have an underlying physical commodity to hedge 
and the only profit or loss that they make is by changes in the price. 
 
Commodity markets have existed for a very long time and have been 
instruments for price discovery and risk management, but in the 2000s, we saw 
a huge increase in financial actors. Earlier, speculators were largely small 
institutions which were specialized in a few commodities and knew very well 
about their developments. They are called traditional speculators. But now, we 
have huge funds that are not interested in the commodities as such, but see 
commodities as an asset class, like stocks, bonds etc. Volumes and liquidity have 
largely increased. Of course liquidity is needed, but the markets have also 
worked quite well before with significantly lower levels of liquidity. In the past, 
commodity markets also developed differently than other financial asset 
markets. But since 2004-05, there has been a co-movement between commodity 
markets and other financial asset markets, which cannot be explained by 
fundamental factors, but more by trading strategies of financial actors that invest 
in different asset classes with the same strategy. Hence, there was a significant 
change in commodity derivative market related to financialisation. 
 
It is complicated but financial actors and their trading strategies – which are very 
diverse – have changed the complexity of these markets and may have changed 
the market structure and also volatility in commodity derivative markets. It is 
generally more difficult for commercial traders today to use these markets for 
their economic purpose – hedging and price discovery. But also among 
commercial traders there are huge differences – there are traders like Glencore 
or Cargill, which in addition to physical commodity trading also have their 
financial departments which hedge but also speculate. But there are also smaller 
commercial traders in developing countries, which cannot follow the market 
every day. Commodity prices have always been volatile, but volatility has 
increased in particular also intra-day volatility. For small producers it has become 
quite complex and they have to follow the market and need daily access to 
financial resources given margin requirements.  
 
Nowadays, there is certain over-liquidity and excess volatility where regulation is 
necessary. It is complex, and subject to different interests of bankers and 
politicians. A further problem is that it is a global activity and traders can easily 
shift from one market to another. But regulations are mainly done on the 
national or EU level. The G20 and preferably the United Nations don’t have the 
power to implement global regulations. There have been regulatory discussions 
in the US and EU, including some promising proposals on increasing 
transparency, regulating OTC trade and implementing stricter position limits. But 
it is difficult to assess them as their effect in practice also depends on the 
implementation ruels which are still debated. And as has been said, the financial 
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industry has a role to play when it comes to how regulations are implemented 
given their power. It is necessary to change the power structure in regulatory 
processes. It is a good idea to bring everyone at the same table, but that is not 
enough as not everyone has the same voice – NGOs, TNCs, banks and other 
financial institutions, politicians, etc. have different interests and different 
degrees of power. 
 
There also need to be broader schemes to stabilize commodity prices like a 
multi-tier financial transaction tax. This includes a very small tax when you have 
normal trading so that hedging is no problem. But if within some days there are 
large price changes, there should be a very high or even prohibitive tax rate. 
This proposal is a very useful, market based instrument.  
 
 
Final question for the two guests 
 
What do you think about the current regulations at the EU and U.S. level 
concerning commodity derivatives? MiFID in the EU is in the discussion phase 
and the Dodd-Frank Act in the US has already been approved. 
 
Andrey Kuleshov 
 
I have not much to say about the Dodd-Frank Act, it is only a framework and still 
needs to be implemented; and there are hundreds of regulations that need to be 
adopted and implemented. It will depend on the details. I’m not very happy with 
the preoccupation of regulation with instruments, and these should not conceal 
the objectives which need to be set clearly. For example it is important to find a 
way to link the level of liquidity in commodity markets to the physical foundation 
of commodity markets. With their focus on market transparency, I don’t think 
that MIFID or the Dodd-Frank add sufficient instruments to achieve this purpose.  
 
Machiko Nissanke 
 
Currently, there are a lot of discussions on how to make banks more responsible, 
for example, by segregating retail banking activities from investment banking 
operations so that tax payers don’t have to act as lenders of last resort for 
investment activities. On the bank regulation side, while these discussions are 
going on, it is a very slow process with much resistance. Last year in the UK, the 
special committees looking into banking reforms discussed an implementation of 
reforms in 2018. I don’t know why they cannot act quicker, but of course 
restructuring of any industry and putting a new regulation in place is always very 
difficult. As to asset market price issues, there is not much in the current 
regulations. In particular, high frequency traders in commodities and currencies, 
which make easy money, are left alone at the moment. As I said before, this is 
not bashing the finance industry or banking institutions, but it is about thinking 
how to make markets work. Markets should be made to function their intended 
role of serving the needs of societies. At the moment, there are too huge a 
wedge between private returns and social returns from trading activities in 
financial markets. 
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Why is it that any proposal of the financial transaction tax is so much resisted? I 
was involved in working on macroeconomic difficulties of emerging market 
economies and developing countries at the times of their financial and currency 
crises. The proposal of the Tobin tax was dismissed as ineffective because of 
liquidity needs in markets among other technical issues and political resistances 
foreseen. However, then I looked at the proposal of the multi-tier tax scheme, 
which really deals with the liquidity issues effectively. I realized its potential as a 
suitable mechanism to counteract destabilizing high-frequency trading activities. 
However, I also realized that for political reasons, any research on the financial 
transaction tax is likely to be blocked, since if the multi-tier system is 
implemented, it will be hard to make easy money. In this regards, I personally 
think that a 0.01 % rate for a financial transaction tax would be too high to serve 
the genuine liquidity needs of markets. Rather, a more flexible, multi-tier system 
with a much lower, or even zero, rate, as a basic background rate with a 
commitment to raise to a higher level as circuit breaker at times of extreme 
volatility not justified by fundamentals is required as a global tax system. Policy 
makers have to be involved in advancing ideas on how to provide a global public 
good such as these proposals for dealing with financial instability along with 
provisions of public goods for mitigating effects of climate change and 
environmental issues. To reduce excess volatility coming out of financial markets 
can be viewed as providing a global public good.  
 
Public institutions have to be very clear about their function and have to be 
watch dogs for social returns. You cannot guarantee excessive private returns at 
a huge social cost. For instance, purely market driven globalization has created 
huge inequality, and now the result is rising social tensions and unrests in many 
parts of the world. On commodity markets, public policy makers and institutions 
should be much more engaged in the question, together with the private sector 
how they can create a right balance between social and private returns.  
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ANDREY KULESHOV 
 
 

The food speculator villain story

• http://oxf.am/JkP

 
 
 
 

Direct action

Sous la pression d’Oxfam France, des 
banques reculent !

• BNP Paribas

• Barclays

'Taking Responsibility': German Banking 
Giant Quits Food Speculation

• Deutsche Bank

• Etc…

«The slow dissolution of the trade/industry 
continues... »
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Going public‐private

• Lock the door
• Repair lighting 
• Stop water leakage…

 
 
 
 

Thank you!

eco@common‐fund.org
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