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Dr Evil, or drivel?
The charge-sheet against commodity speculators is flimsy
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I'll bet one million dollars

ONIONS are an important ingredient in the history of commodity speculation. In 1958, after
American growers moaned that speculators were behind see-sawing prices, legislation banned
trading in onion futures. Now critics are stewing over speculators again, thanks to rising prices in
everything from oil to metals and grains. Such is the turmoil speculators are believed to cause
that Nicolas Sarkozy may use France’s presidency of the G20 to push for rules to curb their
activities.

Investors have certainly acquired more of a taste for commodities over the past few years.
According to Barclays Capital, around $320 billion of institutional and retail money is now
devoted to commodities, compared with just $6 billion a decade ago. That sum does not include
hedge funds, whose involvement is significant but difficult to quantify.

Fund managers, who allocated a pittance to commodities a few years ago, now put up to 5% of
their cash into them. Commodities diversify portfolios: in theory, at least, price moves are
uncorrelated to shares and bonds. They act as a hedge against a depreciating greenback. And
since 2005, when China began importing huge volumes of raw materials, commodities have also
offered exposure to its rise.

As the sums devoted to commodities have grown, so have complaints about the damage that
speculative cash causes. Investors came under heavy fire in 2008 as the price of oil and food
raced upward. More recently they have been knocked for rises in wheat and corn prices. Yet the
benefits that investors bring—the liquidity and price information that make for efficient markets
—barely get a hearing.

In fact there is little empirical evidence that investors cause more than fleeting distortions to
commodity prices. The most persuasive explanation for the rises and falls of commodities is
demand and supply. In 2008 a still-growing rich world and a boom in developing countries
pushed demand for oil and food up against the limits of supply. Wheat prices spiked this August
after a drought and fires in Russia, an important supplier, prompted an export ban. The recent
surge in sugar prices comes after a bad harvest, that of corn after official warnings of a lower-
than-expected crop.

Investors still make up only a small part of the commodities market. The global oil market alone
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