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ABSTRACT 

This dissertation investigates the question: has financial speculation contributed to global 

food price volatility since the mid 2000s? I problematize the mainstream academic 

literature on the 2008-2011 food price spikes as being dominated by neoclassical 

economic perspectives and offer new conceptual and empirical insights into the 

relationship between financial speculation and food.  Presented in three journal style 

manuscripts, manuscript one uses circuits of capital to conceptualize the link between 

financial speculators in the global north and populations in the global south.  Manuscript 

two argues that what makes commodity index speculation (aka ‘index funds’ or index 

swaps) novel is that it provides institutional investors with what Clapp (2014) calls 

“financial distance” from the biopolitical implications of food speculation.  Finally, 

manuscript three combines Gramsci’s concepts of hegemony and ‘the intellectual’ with 

the concept of performativity to investigate the ideological role that public intellectuals 

and the rhetorical actor the market play in the proliferation and governance of commodity 

index speculation.  The first two manuscripts take an empirically mixed method approach 

by combining regression analysis with discourse analysis, while the third relies on 

interview data and discourse analysis.  The findings show that financial speculation by 

index swap dealers and hedge funds did indeed significantly contribute to the price 

volatility of food commodities between June 2006 and December 2014.  The results from 

the interview data affirm these findings. The discourse analysis of the interview data 

shows that public intellectuals and rhetorical characters such as ‘the market’ play 

powerful roles in shaping how food speculation is promoted, regulated and normalized. 

The significance of the findings is three-fold.  First, the empirical findings show that a 
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link does exist between financial speculation and food price volatility.  Second, the 

findings indicate that the post-2008 CFTC and the Dodd-Frank reforms are unlikely to 

reduce financial speculation or the price volatility that it causes.  Third, the findings 

suggest that institutional investors (such as pension funds) should think critically about 

how they use commodity index speculation as a way of generating financial earnings.  
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CHAPTER 1: INTRODUCTION 

The Research Problem 

This dissertation topic was inspired by Fredrick Kaufman’s article, The Food Bubble, 

How Wall Street Starved Millions and Got Away with It, published in Harper’s magazine 

in July 2010.  In the article, Kaufman (2010) describes how a small group of Wall Street 

firms used financial-derivatives to speculate on vital food commodities, arguing that this 

speculation was one of the root causes of the 2008 global food price spike.  While I was 

aware that global food price volatility was higher than normal in 2008, I was not aware 

that this volatility was linked to financial speculation.  In fact, I had been taught 

otherwise in my previous education as an MSc student in agricultural economics at the 

University of Guelph.  At Guelph I was trained in applied neoclassical economics and it 

was there I met Professor Scott Irwin, one of the lead voices in the debate on financial 

speculation and food price volatility.  During his visit to the University of Guelph, Irwin 

(2008) presented the results of his then forthcoming paper, “Devil or Angel? The Role of 

Speculation in the Recent Commodity Price Boom (and Bust)”.  In this paper, Irwin et al. 

(2009a; 2009b) argued that no credible link could be made between financial speculation 

and commodity price volatility.  I had no idea at the time, in late-2008, that Irwin’s work 

would help shape the course of this dissertation project. 

 My initial literature review revealed a debate as to whether there was a link 

between financial speculation and price volatility.  Key drivers of global food price 

volatility include demand factors such as: population increases, increases in per capita 

food consumption, and expanded biofuel production (Gilbert 2010; Lagi et al. 2011).  

Other drivers include supply side factors such as: poor crop yields and volatile energy 
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prices (that raise the cost of production) (Irwin et al. 2009b; Irwin and Sanders 2010; 

Irwin et al. 2011; Irwin and Sanders 2011).   

Financial speculation remains the most contentious causal explanation of global 

food price volatility (Clapp 2009; Irwin et al. 2009b; Irwin 2013).  Financial speculation 

is the buying and selling of financial securities (i.e., stocks, bonds, derivatives, etc.) for 

profit.  Mainstream economic and business voices argue that no credible link exists 

between financial speculation and food price volatility, however, there is still much 

debate on this assertion.  Financial speculation is contentious for three related reasons. 

First, it is empirically difficult to connect financial speculation with global food price 

volatility because of the lack of publically available, robust financial and agricultural 

trading data.  Second, while econometric methods can detect and reveal statistical 

connections, the data they produce do not explain these patterns, which is central to 

distinguishing correlation from causation.  Third, it is politically contentious to connect 

financial speculation with global food price volatility (and the 2008-2011 spikes in 

particular) because it means that financial capitalists contributed to food crises in 

countries across the Middle East and North Africa that led to widespread rioting in 2011.  

 In this dissertation, I investigate the literature’s treatment of increased global food 

price volatility and examine the question: Has financial speculation contributed to global 

food price volatility since the mid-2000s? The mainstream academic literature on the 

2008-2011 food price spikes is dominated by neoclassical economic perspectives that 

obscure the causal link between financial speculation and price volatility behind the 

rhetorically powerful concept of ‘the market’. This neoclassical dominated literature 
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depoliticizes the causes and consequences of volatility by limiting the methodological 

focus on the link between financial speculation and price volatility.   

 The majority of economic literature limits the discussion to statistical detection 

using aggregated data and neglects to delve deeper into the relationship between this data 

and the actors involved. Neoclassical analyses have done little to demystify the 

complexity used to shroud securities from critical scrutiny. Moreover, mainstream 

analyses have distracted attention away from the institutions and actors that manage these 

funds as well as the broader context of the capital accumulation process.  

 

Case Study 

My case study focuses on the incursion of US commodity index funds into US 

agricultural commodity futures markets.  I choose commodity index funds, also known as 

index swaps, because the bulk of the existing literature on financial speculation and food 

focuses on index funds.  Commodity index swaps (aka index funds) are similar to a 

mutual fund marketed to institutional investors (like pension funds) that want to invest 

money (speculate) across a bunch of different assets.  Index swaps break investor’s pool 

of investment down into smaller chunks according to percentage weights and invest these 

smaller chunks of money into assets specified in the swap contracts (ex. 7% of the money 

is invest in CBOT wheat futures, 8% in CBOT corn futures, etc.).  While commodity 

index swaps may invest less than 20% of investors’ money into food commodities, for 

these commodity markets the flood of speculative money is huge (USS 2009). 

 I focus on US index funds, rather than non-US funds, because the main 

commodity index funds are US-based.  I also choose the US as the region of my case 
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study because the world’s most influential futures markets are located in Chicago, Kansas 

City, and Minneapolis, and index funds are known to speculate there (Irwin et al. 2009b; 

2011; Sanders and Irwin 2010; Sanders and Irwin 2011) 

 

What are Commodity Index Swaps (index funds?) 

Commodity index swaps have been at the centre of the debate over the relationship 

between financial speculation and global food price volatility (Masters and White 2008; 

Irwin et al. 2009b; USS 2009).  Several generations of commodity index swaps have been 

invented since the mid-1980s.  The first investable index security was introduced in 1986.  

The Commodities Research Bureau-Reuters Total Return Index (CRBR) was created in 

1957 and offered the first investable index securities (Gordon 2006).  Goldman Sachs 

followed with the introduction of its investable Goldman Sachs Commodity Index 

(GSCI) securities in 1992.  This was subsequently followed by the introduction of the 

Dow Jones-AIG Commodity Index (DJAIG-CI) in 1998; the Standard and Poor’s 

Commodity Index in 2001; and, the Deutsche Bank Liquid Commodity Index in 2003 

(Gordon 2006).  According to Gordon (2006), in the mid-2000s approximately 86% of 

the open interest held by index funds was held by Goldman Sachs, making it the most 

influential index swap fund dealer in the world.  

 First generation indexes adopted long buy-only investment strategies, sometimes 

referred to as long “passive” investment strategies.  These indexes rolled from one near 

expiry contract to the next and emphasized roll returns.  In 2000, Greer (2000) argued 

that fully collateralized passive commodity index investments were a suitable assets class 

for large institutional investors.  He argued that commodity index investments offered 
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roll returns that were negatively correlated with stock and bond returns, making them an 

ideal investment in bear markets.  He also argued that passive commodity indexes were 

positively correlated with inflation, particularly unexpected inflation (Greer 2000). 

Gorton and Rouwenhorst (2004; 2006) echo these arguments and construct an equally-

weighted commodity index, similar to the S&P GSCI, that synthetically derived its value 

from commodity contracts while most of the money was synthetically invested in 

Treasury bills.  Based on the returns of their index, the authors argue that commodity 

index investments can help shield investors from inflation. 

Second and third generation indexes improve upon their predecessors by adopting an 

“across the curve” roll strategy.  This strategy entails holding contracts that expire at 

several successive dates in the future, not just contracts near expiry (Dunsby and Nelson 

2010).  By diversifying the commodities included in the index across several expiry 

dates, second generation indexes are calculated based on a longer timeframe and mitigate 

some of the risk of negative returns.  To maximize profit, second generation indexes 

typically roll into contracts that offer the greatest price difference (i.e., best basis or price 

spread) and frequently adjust their contract horizon based on market conditions (Dunsby 

and Nelson 2010).  Third generation indexes have further improved returns by regularly 

adjusting what commodities are included in the index.  Analysts may play a role in this 

selection of commodities (referred to as discretionary analysis1) or this may be done 

algorithmically (Dunsby and Nelson 2010).  Based on the work of Gorton et al. (2007) 

some funds use information about what commodities are likely to experience shortages as 

their selection and weighting criteria (Dunsby and Nelson, 2010).  Citing Gorton et al. 

(2007), Dunsby and Nelson (2010) argue,  
	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
1	  According	  to	  Dunsby	  and	  Nelson	  (2010),	  this	  is	  the	  method	  adopted	  by	  the	  UBS	  Bloomberg	  CMCI.	  	  
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Their conclusion is that commodities with low inventories offer higher returns 

relative to commodities with high inventories. This occurs because producers who 

wish to hedge production must sell to speculators…. When inventories are relatively 

high, the price risk is less because buffer stocks of inventory can better absorb 

shocks, and the risk premium will be small… [Gorton et al. (2007)] show the 

effectiveness of certain factors in assessing the state of inventories and their impact 

on commodities futures returns, including such measures as actual inventories, 

futures basis and futures momentum (Dunsby and Nelson 2010: 39). 

The algorithms used to select the type of commodity contracts included in the index, the 

investment weighting, and optimal contract expiry dates to maximize expected future 

profit use vast amounts of inventory, production, demand, and price data spanning 

decades (Dunsby and Nelson 2010).   

 The development of successive index generations made index speculation more 

technically sophisticated and made it possible to generate profit regardless of whether 

prices were rising or falling.  For speculators, price volatility is good because it is the 

relative change in prices they are looking to exploit, not static nominal prices in any one-

time period.  Speculators take advantage of price movements by investing the majority of 

the money in Treasury Bills and by using optimal sorting strategies to bet whether prices 

will increase or decrease.  Technological sophistication, on the other hand, created 

greater “financial distance” between investors and the material commodities upon which 

they speculate (Clapp 2014). 
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Research Questions 

Three preliminary research questions guide my empirical investigation into the 

financialization of food and the role of financial speculation in the 2008-2011 food price 

spikes: 

1. How has financial speculation by index swap dealers affected global food prices? 

2. Who are the key agents and institutions involved in the creation and proliferation 

of commodity index swaps (“index funds”)? 

3. What has been the impact of recent regulatory reforms (i.e., the Dodd-Frank 

reforms) on food speculation? 

These three principal questions were the empirical guide to the overarching research 

question: What role did financial speculation play in the 2008-2011 food price spikes?  

 

Data 

I sourced and analyzed empirical data on commodity production, stocks, flows, sales, and 

prices from: the US Commodities Futures Trading Commission (CFTC 2015); the United 

Nations Food and Agricultural Organization (FAO 2015); the United States Department 

of Agriculture (USDA 2015a; 2015b; 2015c); and, the Agriculture and Horticulture 

Development Board (AHDB 2015) Market Data Centre.  I use these data to show trends 

in commodity prices, flows of capital, and changes in production, consumption and 

storage of wheat, corn and soybeans.   

 Second, I conducted 28 semi-structured interviews with key informants in: New 

York (Wall Street), Washington D.C., Ottawa, Toronto, Minneapolis, Winnipeg, Geneva, 

Calgary, Atlanta (Georgia), and, Sacramento (California).  Key informants were selected 
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based on their insider and expert knowledge about US commodity futures trading and 

commodity index speculation.  Informants were drawn from firms at the center of 

commodity index trading, such as Goldman Sachs, and the US regulator the CFTC.   

 The findings from the qualitative data provide a window into commodity index 

swaps, which cannot be found elsewhere in the extant literature.  Other studies on 

commodity index swaps rely exclusively on quantitative data and statistical techniques to 

detect the strength of the connection between speculation and food price volatility. In the 

economic literature Irwin et al (2009b; 2011) have led these largely quantitative analyses.   

 

Manuscript Layout 

The remainder of this dissertation is broken into three manuscript-style articles followed 

by a conclusion.  All three articles tell the same story but tackle different aspects of it.  

The first article addresses my first research question: has financial speculation by index 

swap dealers affected global food prices?  Manuscript one uses circuits of capital to 

conceptualize the link between financial speculators in the global north with populations 

affected with global food price volatility in the global south.  In this manuscript I argue 

that index swap dealers influenced global food prices when they speculated on US 

commodity futures contracts, which are a benchmark for current US and global food 

prices for commodities such as corn and wheat.  I use circuits of capital to visually 

illustrate the connection between financial speculators and food consumers.  I support the 

argument that index swap dealers have significantly influenced food prices using linear 

regression and interview data from key informants inside the financial and agrifood 

industries.  The data show that the speculative activity of index swap dealers, as well as 
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hedge funds, has significantly influenced US and global food prices and food price 

volatility between June 2006 and December 2014. 

 The second and third articles tackle my second and third research questions: Who 

are the key agents and institutions involved in the creation and proliferation of 

commodity index swaps (“index funds”)? And, What has been the impact of recent 

regulatory reforms (i.e., the Dodd-Frank reforms) on food speculation?  The second 

article tackles the meat of research question two by focusing on the novel role that 

commodity index swap dealers play in facilitating food speculation. Manuscript two 

agues that what makes commodity index speculation (aka ‘index funds’ or index swaps) 

novel is that it provides institutional investors with what Clapp (2014) calls “financial 

distance” from the biopolitical implications of food speculation.  Food speculation is not 

new, least of all in a US-dominated capitalist agrifood system.  What makes commodity 

index funds novel, however, is how index funds obscure the connection between financial 

speculation and the impact on the users and producers of food commodities by 

functionally and symbolically abstracting speculators from the food commodities being 

speculated on.  Commodity index funds add financial distance by becoming middlemen 

in well-established US agricultural commodity chains and increasing the distance and 

relationship between US food producers and consumers.  I illustrate where index funds 

enter US food supply chains and add distance between producers and consumers using a 

heterodox supply chain diagram.  What makes the financial distance created by 

commodity index speculation significant, I argue, is that food speculation by index swap 

dealers is a form of what French and Kneale (2012) call “biofinancialization”, the 

commodification of the body in novel ways using credit using and food (Guthman and 
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Dupuis 2006).  I empirically support the contested assertion that the speculative activity 

of index swap dealers is connected to global food price volatility and thus a form of 

biofinancialization that passes on the cost of financial speculation onto food consumers in 

the form of price volatility using robust linear regression.  The results indicate that 

commodity index speculation and hedge funds did significantly contribute to US food 

price volatility between June 2006 and December 2014, which had a ripple effect around 

the world because the US prices act as a key benchmark and affect prices globally.  I 

support the assertion that index funds provide investors’ a unique form of financial 

distance from food speculation, meanwhile, using interview data from key informants 

inside the financial and agrifood industries. The interview data indicate that the 

outsourcing of commodity futures speculation by pension funds to index swap dealers, 

the complex financial formulae used in index swaps, and electronic commodity trading 

technology all contribute to the financial distance that commodity index swaps provide 

clients.  The overall appeal of commodity index swaps, I argue, is that they functionally 

and symbolically distance speculators from the food commodities being speculated on 

and the people affected by financial speculation. 

 The third article complements the second article by examining the role of key 

actors (other than swap dealers) involved in the marketing and governance of commodity 

index swaps to institutional investors.  The article focuses on the roles that public 

intellectuals and the rhetorical actor the market play in influencing commodity index 

swap regulation (speculative positions limits) imposed by the CFTC, which is mandated 
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by the 2010 Dodd-Frank reforms2 to introduce new regulations designed to curb “excess” 

speculation (USS 2009; Josephs 2015).  This third paper combines Gramsci’s concepts of 

hegemony and ‘the intellectual’ with the concept of performativity to investigate the 

ideological role that public intellectuals and the rhetorical actor the market play in the 

proliferation and governance of commodity index speculation. Drawing on interview data 

from key informants inside the financial, regulatory, index swap dealers, hedge funds, the 

CFTC, and food industries the findings show that public intellectuals and the market play 

powerful roles in promoting, regulating, and normalizing commodity index speculation.  

The findings presented in this paper contribute to the on-going discussion about the 

impact of commodity index speculation from the perspective that commodity markets 

and prices are socially constructed.  The findings, I argue, show the significant yet under 

appreciated roles that public intellectuals and rhetorical actors such as the market play in 

this hegemonic construction. 

 In summary, the first manuscript outlines the connection between financial 

speculators and food price increases using circuits of capital, regression, and discourse 

analysis.  The second manuscript delves deeper into the financialization of food using the 

contemporary geographical concepts of biofinancialization and distancing.  The third 

manuscript examines how key people helped market and regulate food speculation by 

index swap dealers.  While related, these three manuscripts are separate and stand on 

their own. 

 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
2 The 2010 Dodd-Frank Act was drafted in response to the US Mortgage Crisis but also 
compelled the CFTC to impose stricter commodity position limits and regulate the 
unregulated Over-The-Counter (OTC) swaps (CFTC 2015d), which are a form of 
financial derivative. 
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The Conceptual Contribution of this Research Project 

The conceptual contribution of this project is framing the link between financial 

speculation and food prices using three complementary non-neoclassical conceptual 

frameworks.  While each paper draws on the same qualitative and quantitative data, each 

uses a different theoretical framework in their analyses.  The theory in each manuscript 

corresponds with the purpose of the article.  The purpose of the first article is to show that 

financial speculation by index swap dealers and global food price volatility are 

connected.  For this task I chose circuits of capital to illustrate and visualize exchange 

relationships between actors and literally draw the connection between them.  Circuits of 

capital also demonstrate how exchange relationships relate to a whole plethora of 

Marxian concepts such as commodity fetishism and alienation, which I also discuss in 

manuscript one.   

The second article, by contrast, explores the meaning of commodity index 

speculation.  Instead of using the orthodox Marxian concepts of commodity fetishism and 

alienation the second article explores the more contemporary concepts of 

biofinancialization and ‘financial distancing’.  Using biofinancialization and financial 

distancing to further unpack the meaning of commodity index speculation allows me to 

incorporate insights from contemporary geographers working at or near the intersection 

of food and finance, such as Guthman and Dupuis (2006) French and Kneale (2012), and 

Clapp (2014).  I use the concepts biofinancialization and financial distancing as a way of 

describing what makes commodity index speculation novel without relying solely on the 

much broader and older orthodox Marxian concepts of commodity fetishism and 

alienation.  The third article brings into focus the key actors involved in marketing and 
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regulation of commodity index speculation outside of index swap dealers and 

institutional investors.  

 The analytical frameworks adopted in manuscripts two and three contribute to the 

discussion about using heterodox frameworks in economic geography (Christophers 

2014).  The application of the heterodox concept of biofinancialization to the commodity 

index speculation expands on the financialization of life (bios) discussion by French and 

Kneale (2012).  French and Kneale (2012) already make the case for their heterodox 

concept biofinancialization using Hardt and Negri ([2009] 2011), which I discuss in 

manuscript two.   

 The combination of Gramsci and performativity in the third manuscript 

contributes to the cultural economic geography and economic sociology discussions on 

heterodox methodologies in political economy.  The tension between the concepts 

performativity and hegemony is not insignificant.  Performativity emphases individual 

subjectivity and agency in its Foucaultian rooted methodological approach to political 

economy.  The Gramscian concept of hegemony, by contrast, emphasises the role of 

stratified social structures in determining individual behaviour, collective behaviour, and 

social outcomes.  A heterodox combination means invoking the age-old structure versus 

agency, and related Marx-vs.-Foucault, debates in the social sciences.  On the one hand 

individual behaviour and societal social-economic outcomes are understood to arise from 

autonomous individuals, and on the other they are understood to be a product of social 

structure (Granovetter 1985).  Like other heterodox proponents, I argue in article three 

that there is middle-ground between these traditionally polar approaches to critical 

political economy (Christophers 2014).  
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The Empirical Contribution of this Research Project 

Empirically this thesis contributes to the literature in several ways.  My first finding is 

that the number of futures contracts bought and sold by index swap dealers has 

contributed to US and global price volatility.  The data indicate that a number of CBOT 

futures contracts bought and sold by index swap dealers is significantly related to 

changes in CBOT contract prices and average global food prices. Speculation by hedge 

funds were also found to be significantly related to these prices.  Measured in number of 

contracts, the data show that index swap dealers and hedge funds are the largest 

speculators on US commodity futures markets (CFTC 2015).  These findings contribute 

to the growing pool of data that find that a link does indeed exist between financial 

speculation and commodity prices. 

 My second major empirical finding is that public intellectuals acted as an 

authoritative voice to justify and legitimate policy actions around the marketing and 

regulation of commodity index swaps. Many business and financial informants cited the 

work of Irwin et al. (2009b) and Irwin and Sanders (2010) as justification for their 

opinion that no connection existed between financial speculation and food price 

volatility.  Some of these same informants adopted Irwin’s neoclassical view of the 

market as a self-regulating mechanism best left to its own devices.  The market in this 

context appears throughout the interview data as a powerful influence on other actors that 

acts as a model for ‘good governance’.  

 My third major empirical finding is that the CFTC has been an ineffective 

regulator and that the new Dodd-Frank rules on commodity speculation have, so far, been 

ineffective.  Nearly all informants, including informants from the CFTC, found the 



	   15	  

agency to be an ineffective regulatory body.  Informants were mixed on the efficacy of 

the new Dodd-Frank reforms aimed at curbing financial speculation.  Informants inside 

and outside the CFTC, also frequently juxtaposed the efficacy of the agency’s 

governance role and regulatory interventions with the ‘natural’ governance of the self-

regulation of the neoclassical market. This finding provides insight into the performance 

of the CFTC and the governance of US commodity futures markets.  From these research 

findings, overall, there are three key messages that these three manuscripts convey: that 

food speculation can be conceptually and empirically connected to global food price 

volatility, that commodity index swaps are a novel form of biofinancialization that offers 

speculators financial distance, and that public intellectuals and the market play important 

roles in the marketing and regulation of food speculation. 

 



	   16	  

CHAPTER 2: THE FINANCIALIZATION OF FOOD AND THE 2008-2011 FOOD 

PRICE SPIKES 

Introduction1 

There is a growing consensus amongst researchers that financial speculation and global 

food price volatility are linked, but no consensus on whether this link is causal (Clapp 

2012; Akram-Lodhi 2013).  Some common causal explanations of global food price 

volatility include demand factors such as: population increases, increases in per capita 

food consumption, and expanded biofuel production (Lagi et al. 2011a; Gilbert 2010).  

Many explanations emphasize supply side factors such as: poor crop yields and volatile 

energy prices that raise the cost of production (Irwin et al. 2009b; Irwin et al. 2011; Irwin 

and Sanders 2010; 2011).  Financial speculation remains the most contentious causal 

explanation of food price volatility because it is empirically difficult to connect 

speculation with price volatility and because it is politically contentious to connect 

financial speculation in the global north with food price volatility in the global south.  A 

causal connection means that financial capitalists helped spark the food crises in 

countries across the Middle East and North Africa that led to widespread rioting in 2011.  

The estimated, although under-reported, death-tolls associated with the 2011 food riots 

were large.  Over 10,000 people are reported to have died in Libya; over 900 people were 

reported to have died in Syria; over 800 people were reported to have died in Egypt, and, 

over 300 people are estimated to have died in each of Tunisia and Yemen as a result of 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
1	  Note to reader: The handling editor for this article suggested using the journal’s online 
appendix for some of the figures, empirical tables and supporting text. The online 
appendix reduced the manuscript’s overall word count to below the maximum threshold 
without cutting any of the supporting materials.  This chapter was submitted to 
Environment and Planning A on December 24th 2014; it was accepted June 15th 2016 (in 
press).	  
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the acute rise in food prices in 2011 (Lagi et al. 2011b).   Food price volatility since the 

mid 2000s has also been shown to have an adverse affect on food security in Mexico and 

Afghanistan (D’Souza and Jolliffe 2012; Valero-Gila and Valerob 2008).  Making 

matters worse is the compounding factor that when food prices go up food aid donations 

for the poorest and hunger-stricken regions of the world fall (Clapp 2012: 35).  

 The mainstream economic literature’s neoclassical analyses of the link between 

financial speculation and increased global food price volatility is problematic.  

Neoclassical analyses have done little to demystify the complexity that shrouds 

commodity speculation as they rely conceptually on the black box of ‘the market’ (Irwin 

et al. 2009b; 2011; Irwin and Sanders 2010; 2011).  The empirical analyses in the 

literature also rely on relatively short time series data that is highly aggregated (especially 

data older than June 2006).  This study fills this gap in the academic literature in three 

ways.  First, this paper presents new evidence on the statistical link between financial 

speculation and commodity price volatility. This analysis uses more specific, and longer, 

time series data from the CFTC than previous studies on this topic.  Second, it delves 

deeper into the relationship between financial speculation and commodity price volatility 

using in-depth interview data from key informants.  Third, this study provides an 

alternative approach to understanding the link between financial speculation and food 

price volatility using Marxian circuits of capital to illustrate the connection between 

financial speculators and food consumers.  The findings show that financial speculation, 

significantly contributed to the price volatility of several CBOT commodities between 

June 2006 and December 2014.   
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Financial Speculation & Global Food Price Volatility 

Commodity index swaps experienced a surge in popularity amongst large institutional 

investors in the mid-2000s around the time the US Mortgage Crisis started to emerge 

(CFTC 2015; USS 2009; Lagi et al. 2011a; 2011b; Clapp 2014).  Index swaps (“funds”) 

are like mutual funds marketed to investors like pension funds that want to invest in a 

diversified portfolio of commodities.  When a pension fund buys a commodity index 

swap they buy a contract from a index swap dealer (like Goldman Sachs) who, in 

exchange, breaks up the investors money into smaller pots and invests it that money in 

the series of commodities specified in the swap contract (Greer 2000; Gorton and 

Rouwenhorst 2006).  Although commodity speculation is an old practice, this speculation 

is historically significant because of [1] the unprecedented quantity of money used to 

speculatively purchase futures; and [2] the magnifying effect of the practice of buying 

using margin accounts. One of the main differences between physical commodity trading 

and futures trading is that futures trading only requires a fraction of the money (a margin) 

to buy and sell commodities.  By using margins buyers and sellers can make a deposit, 

usually equal to about ten percent of the total value of the futures contracts, to a margin 

account with the commodity exchange house in order to secure ownership of their 

contracts.  The requirement to only have to pay margin leaves 90% of the investment 

money idle so that it can be invested in T-Bills for example (Gorton and Rouwenhorst 

2006; Greer 2000).  Till and Gunzberg (2005: 6) make a similar argument for hedge 

funds, arguing that commodity futures speculation can yield “investors earn an ‘insurance 

premium’ for being systematically long commodity futures contracts”. 
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Commodity buyers who use futures markets to secure the price of commodities 

they intend to use (e.g. refining, baking, milling etc.) are referred to as hedgers because 

they are trying to hedge the risk of unexpected price increases.  Commodity producers 

that use futures markets to secure the price of commodities they intend to sell are also 

referred to as hedgers because they are trying to hedge the risk of unexpected price 

decreases.  Commodity speculators use commodity futures markets to buy and sell 

commodity futures contracts for the purpose of making profit and neither produce nor use 

(i.e. have an underlying interest) the commodity in question.  The three main strategies 

for making profit using commodity futures contracts are: [1] buying futures’ contracts at 

a low price and selling them at a higher price in the future (speculating “long”), [2] 

selling futures’ contracts at a high price them then buying them back at lower price in the 

future (speculating “short”), and [3] buying and selling contracts for the same commodity 

to capitalize on a discrepancies in prices across expiry periods (called arbitrage, Gorton 

and Rouwenhorst 2006; Greer 2000). 

 US agricultural commodity futures markets (located in Chicago, Kansas City, and 

Minneapolis) are central to determining global agrifood prices (i.e. ‘benchmarks’) and 

index funds are most actively traded in these markets (USS 2009; Murphy et al. 2012).  

The US agency that regulates futures speculation, the CFTC, sets limits on the number of 

futures contracts speculators can own.  According to the U.S. Senate Investigation, 

however, between 2005 and 2009 the CFTC issued four speculative exemptions to index 

swap dealers.  These CFTC exemptions allowed these funds to hold up to “10,000, 

17,500, 26,000, and 53,000 wheat futures contracts respectively” (USS 2009: 105).  Since 

2006, the CFTC has also permitted “six index traders to hold a total of up to almost 
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130,000 wheat futures contracts in any single month and in all months combined” (USS 

2009: 105).   

 Speculation in the futures contracts for food commodities traded in US 

commodity futures markets offered an under-tapped source of speculative profit in the 

mid-2000s that was exploited by index swap dealers (Lagi et al. 2011a; 2011b).  U.S. and 

global commodity prices for wheat corn and soybeans began to rise when index swap 

dealers bought commodity futures’ contracts using investor capital and bid-up CBOT 

futures’ contract prices.  They bid up prices by buying up all the available futures 

contracts on price A, then all the contracts being offered at (the slightly higher) price B, 

then all the contracts being offered as price C, etc. until the investment money was 

exhausted.   

 The role of speculation in food prices has global a global effect because US 

futures price volatility affects global food price volatility. The two are linked because the 

US is a net exporter of agricultural commodities and because international markets look 

to US commodity futures markets when setting prices (i.e. US prices are ‘benchmark’ 

prices; USS 2009; Murphy et al. 2012).  Table 1.1 lists the largest index swap dealer 

firms and the breakdown of their main commodity investment indexes.  While 

commodity index swaps that used these indexes allocate less than one-third of investors’ 

money into agricultural commodity futures, for the US commodity exchange houses in 

Chicago, Kansas City and Minneapolis (CBOT, KCBT, and MGEX) this influx of money 

from index speculators is large (USS 2009; CFTC 2015a).  CFTC Commissioner Gary 

Gensler testified to the US Senate in 2009, for example, that index speculators flooded 
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the relatively small but important Chicago market for soft red wheat around the 2008 

food price spike: 

The Chicago contract is really a very small market, about $1.5 billion a year annual 

production, real farmers producing wheat. It is about $1.5 billion. It is only 2 percent 

of the global production in wheat. However, this is a global contract that many 

investors are looking at and are looking to try to get exposure, to use a financial 

word, ‘‘exposure’’ to this asset class. But it is real wheat. It is real farmers. It is only 

$1.5 billion of production. So the influx of index investors over this period of time 

has effectively taken about half of the long position. About half of the contracts are 

owned by effectively index investors. That is equivalent to about 3 years of annual 

production.  

Table 2.1: Investment Weights of Large Investible Index Funds by Sector 

Index 

S&P 
Goldman 

Sachs 
Commodity 

Index  

JPMorgan 
Commodity 
Curve Index  

Dow Jones 
(S&P) AIG 
Commodity 

Index 

Dow Jones 
(S&P) UBS 
Commodity 

Index 

Total Commodities Included 
in Index 24 33 19 22 

Energy 72% 46% 33% 32% 
Industrial Metals 7% 25% 18% 17% 
Agriculture, including: 
      Wheat 
      Corn 
      Oats 
      Soybeans & Soybean 
Meal 
      Soybean Oil 
      Rice 
      Livestock 

12% 18% 30% 31% 

Precious Metals 2% 9% 8% 14% 
Livestock 6% 3% 11% 5% 

Source: Gordon (2006); Shemilt and Unsal (2004) 
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So, on the shoulders of a very hearty Midwestern crop is placed the whole global 

financial markets trying to get exposure to wheat.  (USS 2009: 17) 

 Investment reports released by Citigroup and Goldman Sachs in the spring of 

2008 confirm the relationship between flows of investment money and rising commodity 

prices.  Citigroup reported “many commodity prices hit new highs in recent weeks, 

driven largely by investment inflow” (quoting Citigroup, Ainger 2008; Masters 2008), 

while Goldman Sachs reported “without question, increased fund flow into commodities 

has boosted prices” (quoting Goldman Sachs, Ainger 2008; Masters 2008)   

 The work of Gorton and Rouwenhorst (2006) and Irwin et al (2009b; 2011) has 

shielded swap dealers and speculators from the criticism that financial speculation has 

material impact on people’s lives.  Gorton and Rouwenhorst (2006) popularized the view 

that commodity index swaps are appropriate for institutional investors interested 

“hedging inflation” and gaining “commodity exposure”.  Irwin et al (2009b; 2011) and 

Irwin and Sanders (2010) reassured investors and regulators that financial speculation 

using commodity futures’ markets is unrelated to commodity price volatility. 

 In actuality, refiners, bakers, and wholesalers passed price increases onto 

consumers (Murphy et al. 2012; USS 2009).  In the global north, where median 

household incomes are relatively high compared to the global south, the impact was 

hardly noticed (Clapp 2009; 2012).  In some parts of the global south, where median 

household incomes are lower and considerably more household income is spent on food, 

the impact sparked food riots (World Bank 2015; Clapp and Cohen 2009; Lagi et al. 

2011b).  
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Literature Review 

The economic literature on the causal relationship between financial speculation and 

increased global food price volatility can be divided between neoclassical and non-

neoclassical perspectives – see appendix for tabular summary.  Neoclassical economic 

perspectives exemplified (and primarily authored) by Irwin et al. (2009b) account for 

approximately half of this literature.  This cluster of literature argues that there is no 

causal or empirical connection between financial speculation and global food price 

volatility (Irwin et al. 2009b; 2011; Irwin and Saunders 2010).   

 Irwin et al.’s (2009b; 2011) influential neoclassical methodology is theoretically 

and empirically problematic.  Theoretically, it depends on the neoclassical concept of the 

all-efficient market as conceptual justification for their claim that market prices reflect 

supply and demand conditions.  They argue, 

[L]onger–term equilibrium prices are ultimately determined in cash markets where 

buying and selling of physical commodities must reflect fundamental supply and 

demand forces (Irwin et al. 2009b: 379). 

The authors conclude that limiting the participation of large financial speculators such as 

index swap dealers “would rob the markets of an important source of liquidity and risk–

bearing capacity” (Irwin et al. 2009b: 389).  Irwin et al. (2009b) are not only saying that 

commodity index speculation is unrelated to commodity price volatility, but that they 

believe limiting commodity speculation by index swap dealers would be bad for the 

entire US agrifood regime.  They repeat this conclusion in their highly circulated OECD 

report:  
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[L]imiting the participation of index fund investors could unintentionally deprive 

commodity futures markets of an important source of liquidity and risk-absorption 

capacity at times when both are in high demand (Irwin and Sanders 2010: 1) 

Using the neoclassical concept of ‘the market’ as the price determination mechanism 

distracts attention away from the underlying buyers and sellers that actually determine 

prices. The market pays no attention to who buyers and sellers are, or how much 

bargaining power they have.  Ideological constructions like the market also facilitate the 

process of obscuration and fetishism by making it appear as though prices, production, 

and exchange are determined by an external agent or force rather than being socially 

determined (McFall and Dodsworth 2009; Cetina 2006).  This abstraction obscures the 

fact that capitalist prices, production and exchange are socially determined by human 

actors.  

 Empirically, the majority of this literature relies on relatively short and aggregated 

time series data from the CFTC.  It also relies on a few econometric techniques that are 

sensitive to misspecification.  Frenk (2010) argues that the one-week lag periods (the 

time separating trades and price movements) adopted by Irwin and Saunders (2010) in 

their empirical model were inappropriately short.  Other authors, meanwhile, have 

challenged Irwin et al.’s (2009b; 2011) findings using more robust empirical frameworks. 

Gilbert (2009; 2010), Mayer (2012), Lagi et al. (2011a; 2011b; 2012), and Tadesse et al. 

(2014) all find that a statistically significant link exists but do not challenge Irwin et al.’s 

(2009b; 2011) conceptual framework.  This paper fills a gap in the literature by adding to 

the growing pool of empirical findings linking financial speculation to food price 
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volatility and by formulating an alternative conceptual framework for understanding the 

link. 

 

Theoretical Framework 

One way to illustrate the link between financial speculators and food consumers is by 

using Marxian circuits of capital.  Circuits make it possible to visualize the connections 

between actors engaged in exchange. Capital circuits similarly convey the idea of 

exchange between actors, but take a wider view by going beyond the commodity supply 

chain to include inputs, production, and consumption (see Figure 2.1). 

 The circuits illustrated above are a partial representation of the complex web of 

commodities flowing between circuits of industrial, commercial, and finance capital.  A 

diagram depicting all commodity flows would be an indiscernible mess of crisscrossing 

lines connecting inputs, output, and capital circuits.  Index swap dealers represented by 

the financial circuit of capital fit into global agrifood supply chains represented by the 

agricultural circuit of capital through commodity futures markets.  Labour, finance, and 

agricultural inputs are the primary inputs that feed U.S. wheat, corn, and soybean 

production, which is represented by the industrial circuit of capital located in the middle 

of Figure 2.1.  Once the grains are produced they enter the physical wholesale market 

where they are sold to end-users or stored for future consumption (see appendix for a 

break down of these circuits).  

 Futures markets are central to index swap strategies because they allow swap 

dealers to use the majority of investor’s money to buy Treasury bills (T-bills) while using 

the remainder of the money to speculate on commodities using only the money required   
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Figure 2.1: Partial Circuit of Index Swaps and U.S. Wheat, Corn, and Soybean Commodities 

 
Source: author. 
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cover margin calls. A margin call is a request from an exchange house to increase the 

amount of money in a margin account (or else have your trades liquidated by the 

exchange house). A margin call occurs when the amount of money in a margin account 

falls below the threshold percentage set by the exchange house to secure the contracts. 

The actual cost of financial speculation is passed on to bakers, millers and refiners that 

are wholesale consumers of raw grain.  I distinguish between two groups of workers in 

Figure 2.1, workers with savings and workers without savings.  This distinction, while 

crude, is essential for including the main source of index swap money, pension funds and 

institutional investors in the global north.   

 Figure 2.1 situates Desai (1979) style micro circuits within Harvey (1989; [1982] 

2006)-style macro circuits of industrial agriculture and finance capital.  Harvey ([1982] 

2006; 1989) uses circuits to describe “the overall structure of relations constituting the 

circulation of capital” in contemporary capitalist economies as organized being organized 

into primary, secondary, and tertiary circuits. Aalbers (2008) incorporates financial 

markets into Harvey’s circuits by adding a fourth ‘quaternary’ circuit representing 

financial (credit) markets.  Where Harvey’s (1989; [1982] 2006) and Aalbers’ (2008) 

circuits emphasis the macroeconomy, Desai’s (1979) circuits emphasize individual and 

firm level processes starting with money (M).  

 For Desai (1979), the money is the most important because production is 

undertaken for profit not for use, and starting with the money makes the role of class 

relations in Marxian value theory clear.  Money (M) appears seven times in the circuits 

framework.  Money enters the circuits at the beginning of: [1] the agricultural finance 

circuit, [2] the agricultural input production circuit, [3] the agricultural production circuit, 
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[4] physical wholesale circuit, [5] the baker-miller-refiner circuit, [6] the retailing circuit, 

and [7] the index swap dealer circuit.  In the index swap dealer circuit, money (M) from 

investors is split between commodity futures exchange and Treasury bond exchange by 

index swap dealers.  Where money enters the circuits of capital in these seven places it 

denotes the beginning of one cycle in the capitalist process, which ends with more money 

(M1).  If the capitalist process generates a loss instead of a profit M1 is negative.  

Beginning the commodity cycle/circuit with money (M) makes the role of class relations 

in Marxian value theory clear, as Desai (1979) notes, and indicates that the people who 

control money, not the market, determine prices.  Each segment in the circuit obscures 

the segments and circuits that preceded it (Desai 1979).  The transformation of money 

(M) into commodities (C) and credit (Cr) and then back into money (M1 = M +ΔM) 

estranges people from other people connected by exchange.  The transformation 

estranges people from the material process commodity production (C< LMP …P… C1) and 

consumption (Cconsumption) and invites commodity fetishism (Desai 1979).  Harvey’s 

(1989; [1982] 2006) circuits and Desai’s (1979) circuits should be read as two ways 

describing the same process from slightly different vantage points. 

 The intersection of quaternary (financial) and primary (agricultural) circuits is 

representative of a spatial fix to a crisis in the quaternary circuit using the primary circuit 

of capital.  The advantage of using commodity swaps is that they provide a temporal and 

credit fix to crisis in capital accumulation using finance.  The credit fix comes from the 

fact that the margin accounts allow speculators to multiply the purchasing power of their 

money.  The temporal fix is that futures speculation removes the temporal-spatial barriers 

to speculation associated with the time it takes to produce and get agricultural 
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commodities to the point of exchange (and speculation).  The profit extracted by financial 

speculators from commodity hedgers through commodity futures’ exchange and the cost 

of speculative price volatility incurred by merchants, millers, and bakers (hedgers) are 

passed on to food consumers in the form of higher food prices.  

 Commodity future markets effect current commodity prices because current and 

future commodity prices are linked.  Storage, Working (1949) shows, links prices across 

time periods by carrying physical commodities from the one time period to another.  

Contract arbitrage by financial speculators also link current and future commodity prices 

by allowing speculators to exploit deviations in a commodity price across contract time 

periods, discounted for the expected cost of storage (Working 1949).  Because physical 

commodities and commodity futures contracts can be traded simultaneously and because 

deviations in these prices can be exploited using contract arbitrage, commodity prices 

across contract time-periods are linked.  The socially constructed linkage between current 

and future commodity prices (through storage and contract arbitrage) means that 

speculatively hoarding futures’ contracts has a similar impact on current prices as 

speculatively hoarding physical commodities.  This means that ‘synthetically’ hoarding 

food commodities using commodity futures contracts has a similar impact on food prices 

as hoarding physical food commodities.  

 

Empirical Framework 

This case study focuses on the incursion of US commodity index funds into US 

agricultural commodity futures markets.  Quantitative data was sourced from the U.S. 

Commodities Futures Trading Commission (CFTC 2015); the United Nations Food and 
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Agricultural Organization (FAO 2015); the United States Department of Agriculture 

(USDA 2015a; 2015b; 2015c); and, the Agriculture and Horticulture Development Board 

(AHDB 2015) Market Data Centre.  Both the commitment of traders (COT) data and 

index swap report data from the CFTC were used in the analysis – see empirical appendix 

for more information.  Ordinary least squares (OLS) and quantile regression were used 

for the quantitative estimations.  OLS regression measures the mean change in dependent 

variable caused by a change in the independent variable.  Quantile regression measures 

the mode (rather than the mean) and its estimates are less susceptible to be skewed by 

outliers.  The combination of results provide a more empirically robust picture into the 

relationship between speculation and prices than either type of regression model on their 

alone.  The models with two independent variables (index dealers and hedge funds) were 

found to be unaffected by collinearity between the independent variables, measured by 

Variance Inflation Factor scores.  Pearson correlation tests were run between the 

regression residuals and the independent variables to estimate the presence of 

endogeniety (missing variable bias).  Relevant coefficients are reported in Tables 1.3 and 

1.4 along side the regression models results, models that were found to suffer from 

endogeniety were dropped.  Table 1.2 reports the descriptive statistics for the variables 

included in the analysis. 

 Interviews with 28 key informants were also conducted.  Key informants were 

drawn from across the United States, Canada, and Europe.  Key informants were selected 

based on their insider and expert knowledge about U.S. commodity futures trading and 

commodity index speculation. Informants included individuals from a U.S. major 

commodity exchange house, the Minneapolis Grain Exchange (MGEX); and, from firms 
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central to the production of commodity index swaps, such as Standard and Poor’s Dow 

Jones (S&PDJ) and Goldman Sachs.  Informants from MGEX, S&PDJ and Goldman 

Sachs were drawn from the senior and executive management teams.  Interviews with 

two large California pension fund investors were also conducted.  Interviews were 

conducted between January and October 2012.  

 

Empirical Results  

Figure 2.2 plots the month-to-month change in the FAO’s food price index and illustrates 

global food price volatility since 1990.  It shows that between 1990 and 2007, the month-

to-month change in the FAO’s food price index varied by less than three points on 

average.   It also shows that, while the 1995-1996 US Drought had an observable impact 

on global food prices (Figure 2.2), month-to-month changes in prices during the 1995-

1996 US Drought remained well within historical averages.  The 1995-1996 US 

Midwestern drought is a good example of how a US drought impacted US crop 

production and US commodity prices (Light and Shevlin 1996).  The drought caused a 

26% decline in US grain production and a 75% reduction in US grain stocks, resulting in 

a grain price shock (Light and Shevlin 1996). Since 2008, by contrast, there have been 

five 10-point month-to-month increases in the FAO’s food price index and no 

corresponding shifts in (material) commodity supply and demand to account for these 

fluctuations (FAO 2015).  The FAO’s (2015) global food price index is highly and 

significantly correlated (p < 0.01), however, with the nearby futures prices CBOT wheat, 

corn, soybeans, soybean meal and soybean oil.  This correlation has to do with the US’s 

dominant position in setting global food prices.  
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Figure 2.2: Month-to-Month change in the FAO Food Price Index 1990-2015 

 
Sources: FAOSTAT (2015; available from: 
http://faostat.fao.org/site/609/default.aspx#ancor) 
 

The results of the regression analysis indicate that the speculative activity of index swap 

dealers and hedge funds is statistically linked to the price and price volatility of US 

wheat, corn, and soybean futures. Table 1.3 presents the results of the regression analysis. 

Table 1.4 presents the results on the impact of speculation on price volatility measured by 

month-to-month changes in price.  The t-observed statistics and R2 estimators in Table 

1.3 show a strong causal association between the speculative activity of index swap 

dealers and the price of CBOT Corn and CBOT Soybean Oil prices.  The speculative 

activity of hedge funds was also found to significantly affect the price CBOT Corn, 

KCBT Wheat, and CBOT Soybean Oil prices.  The negative and positive signs on the t-

observed statistics indicate whether speculators contributed to food price volatility by 

bidding prices up or down, on average.  Interestingly, the results show hedge funds bid 

prices up while index swap dealers bid prices down, both contributing to price volatility.   

-20	

-17.5	


-15	

-12.5	


-10	

-7.5	


-5	

-2.5	


0	

2.5	


5	

7.5	

10	


12.5	

15	


19
90
	


19
91
	


19
92
	


19
93
	


19
94
	


19
95
	


19
96
	


19
97
	


19
98
	


19
99
	


20
00
	


20
01
	


20
02
	


20
03
	


20
04
	


20
05
	


20
06
	


20
07
	


20
08
	


20
09
	


20
10
	


20
11
	


20
12
	


20
13
	


20
14
	


20
15
	


M
on

th
-to

-m
on

th
 c

ha
ng

e 
in

 th
e 
	


FA
O

 F
oo

d 
Pr

ic
e 

In
de

x	


10+ point 
increase in the 
FAO Food Price 
Index	


1996	  U.S.	  Drought	  



	   33	  

Table 2.2: Descriptive Statistics for Quantitative Variables 

Variable Obs Mean 
Std. 
Dev. Min Max 

CBOT Wheat Price 103  645   148   374   1,096  
KCBT Wheat Price 89  694   163   464   1,148  
MGEX Wheat Price 103  745   216   451   1,773  
CBOT Corn Price 103  494   150   230   804  
CBOT Soybean Price 103  1,160   277   542   1,695  
CBOT Soybean Oil Price 103  43   10   24   64  
CBOT Soybean Meal Price 103  342   87   160   531  
      
FAO Food Price Index 103  191   31   125   240  
FAO Cereal Price Index 103  199   41   113   268  
FAO Oil Price Index 103  195   46   108   287  
      
Index Swap Dealers CBOT Wheat (Swap Report) 65  179,508   29,082   132,000   232,000  
Index Swap Dealers KCBT Wheat (Swap Report) 65  39,246   11,520   18,000   60,000  
Index Swap Dealers CBOT Corn (Swap Report) 65  392,354   48,773   227,000   466,000  
Index Swap Dealers CBOT Soybeans (Swap Report) 65  167,154   23,436   97,000   197,000  
      
Index Swap Dealers CBOT Wheat (COT Report) 103  139,069   30,567   79,118   194,073  
Index Swap Dealers KCBT Wheat (COT Report) 103  27,395   8,309   10,448   46,382  
Index Swap Dealers MGEX Wheat (COT Report) 103  1,700   1,526   (125)  4,684  
Index Swap Dealers CBOT Corn (COT Report) 103  283,766   66,738   164,971   405,614  
Index Swap Dealers CBOT Soybeans (COT Report) 103  106,385   30,295   49,661   178,819  
Index Swap Dealers CBOT Soybean Oil (COT Report) 103  70,849   15,362   32,935   101,316  
Index Swap Dealers CBOT Soybean Meal (COT Report) 103  17,581   16,258   (6,082)  54,864  
Hedge Funds CBOT Wheat (COT Report) 103  1,399   33,347   (67,536)  70,624  
Hedge Funds KCBT Wheat (COT Report) 103  21,846   15,501   (5,766)  57,972  
Hedge Funds MGEX Wheat (COT Report) 103  7,240   4,611   (3,397)  17,488  
Hedge Funds CBOT Corn (COT Report) 103  154,221  107,547   (90,999)  386,489  
Hedge Funds CBOT Soybeans (COT Report) 103  89,581   57,466   (39,576)  228,041  
Hedge Funds CBOT Soybean Oil (COT Report) 103  14,937   32,526   (56,139)  78,795  
Hedge Funds CBOT Soybean Meal (COT Report) 103  35,627   26,040   (46,411)  89,979  
Producers & Merchants CBOT Wheat (COT Report) 103  (110,388)  41,847   (195,536)  (5,704) 
Producers & Merchants KCBT Wheat (COT Report) 103  (47,572)  20,591   (102,864) (11,306) 
Producers & Merchants MGEX Wheat (COT Report) 103  (10,342)  5,973   (23,266)  1,610  
Producers & Merchants CBOT Corn (COT Report) 103  (390,491) 158,126   (731,192) (45,357) 
Producers & Merchants CBOT Soybeans (COT Report) 103  (176,720)  84,025   (324,870)  51,520  
Producers & Merchants CBOT Soybean Oil (COT Report) 103  (96,419)  46,381   (183,362)  (8,164) 
Producers & Merchants CBOT Soybean Meal (COT Report) 103  (71,280)  40,095   (135,460)  29,928  

Sources:  CFTC (2015), FAO (2015), AHDB (2015) 
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 Table 1.4 provides a clearer look at the relationship between financial speculation 

and food price volatility by measuring how swap dealers and hedge funds affect month-

to-month changes in commodity prices.  The results show index funds significantly 

contributed to volatility in the prices of CBOT Wheat, CBOT Corn, CBOT Soybean, and 

CBOT Soybean Oil futures.  The results in Table 1.4 similarly show that the speculative 

activity of hedge funds is also important, accounting for 9-18% of the price volatility in 

nearby CBOT Corn futures and 15-18% of the price volatility in nearby CBOT Soybean 

Oil futures.  Swap dealer and hedge fund speculation combined account for 16-26% of 

the month-to-month price volatility in nearby CBOT Corn, on average, between June 

2006 and December 2014.The significance of this finding is that the price of CBOT Corn 

affects corn prices the world over because the US is a major producer and exporter of 

corn (Weis 2007; FAO 2015; Murphy et al. 2012).  The results also indicate that swap 

dealer and hedge fund speculation combined accounts for 18-22% of the price volatility 

in CBOT Soybean Oil, on average over the same time period.  The results of the 

regression analyses further show that speculation by swap dealers and hedge funds also 

statistically contributed to the nearby price volatility of CBOT Wheat, KCBT Wheat, and 

MGEX Wheat.  

 Index swap dealers were found to significantly influence CBOT Wheat prices 

while hedge funds were found to significantly influence MGEX Wheat prices. While 

statistically significant, the overall effect on wheat is relatively small, accounting for one 

to six percent of price variation between June 2006 and December 2014.   

 The results in Tables 1.3 and 1.4 likely underreport the strength of statistical 

relationships described in because data from CFTC (2015a; 2015b) and AHBD (2015) is 

aggregated and data had to be averaged monthly to be combined.   
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Table 2.3: OLS and Quantile Regression Results 

Dependent Variable 
June 2006 - Dec. 2014 Independent Variable 

OLS Regression Quantile Regression 
Average Nominal Monthly Prices 

t R^2 Endogeniety? t R^2 Endogeniety? 

CBOT Wheat Price Index Swap Dealers (Swap 
Report) 1.91* 0.06 no 0.91 0.02 no 

CBOT Corn Price Index Swap Dealers 5.50-*** 0.23 no 3.77-*** 0.14 no 
MGEX Wheat Price 

Hedge Funds 
1.06 0.01 no 0.37 0.01 no 

CBOT Corn Price 6.50*** 0.29 no 2.81*** 0.16 no 
CBOT Soybean Oil Price - - no 0.36- 0.00 no 

KCBT Wheat Price Index Swap Dealers 0.81 0.26 no 2.72*** 0.20 no 
Hedge Funds 5.49*** no 7.09*** no 

CBOT Corn Price Index Swap Dealers 6.85-*** 0.52 no 5.48*** 0.31 no 
Hedge Funds 7.77*** no 4.44*** no 

CBOT Soybean Oil Price 
Index Swap Dealers 3.79*** 

0.12 
no 5.27*** 

0.15 
no 

Hedge Funds 0.30- no 0.07 no 
*Indicates statistical significance at 10%, ** significance at 5% and *** significance at 1%. Sources:  CFTC (2015), FAO (2015), AHDB (2015). 
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Table 2.4: Regression Results Continued 

Dependent Variable 
June 2006 - Dec. 2014 Independent Variable 

OLS Regression Quantile Regression 
Month-to-Month Change in Nominal Prices 

t R^2 Endogeniety? t R^2 Endogeniety? 

CBOT Wheat Price Index Swap Dealers (Swap 
Report) 1.87* 0.05 no 0.82 0.01 no 

CBOT Wheat Price 
Index Swap Dealers 

1.81* 0.03 no 0.91 0.01 no 
CBOT Corn Price 2.91*** 0.08 no - - 0.17* 
CBOT Soybean Price 3.48*** 0.11 no 2.89*** 0.07 no 
MGEX Wheat Price 

Hedge Funds 

2.21** 0.05 no 4.14*** 0.06 no 
CBOT Corn Price 4.63*** 0.18 no 3.76*** 0.09 no 
CBOT Soybean Price 3.46*** 0.11 no - - 0.17* 
CBOT Soybean Oil Price 4.74*** 0.18 no 4.41*** 0.15 no 

CBOT Corn Price Index Swap Dealers 3.26*** 0.26 no 4.25*** 0.16 no 
Hedge Funds 4.88*** no 5.40*** no 

CBOT Soybean Oil Price 
Index Swap Dealers 2.21** 

0.22 
no 2.54*** 

0.18 
no 

Hedge Funds 4.44*** no 3.82*** no 
*Indicates statistical significance at 10%, ** significance at 5% and *** significance at 1%. Sources:  CFTC (2015), FAO (2015), AHDB (2015). 
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Ultra-precise (e.g. hourly, daily) on the speculative positions of swap dealers, hedge 

funds, and commodity prices would have alleviated this under-reporting effect, but were 

not available for this project. 

 Interview data from the financial sector informants reveal insights into the 

substantive meaning of speculating using commodity futures’ contracts.  Informant 

sixteen, a hedge fund manager, described net long commodity futures’ speculation as 

“synthetic hoarding” where commodities are held in synthetic storage using commodity 

futures contracts.  The idea of ‘synthetic storage’ plays on Working’s (1949) theory of 

storage and implies that synthetic storage acts as a proxy for actual commodity futures 

storage (which requires, production, transport, storage etc.).  The informant explains: 

A big concern to me is the index funds because they are just kind of this constant bid. 

Effectively, to me, what they’re doing is they are just effectively hoarding, I mean 

they’re sitting there. Even if they don’t reallocate they’re constantly just there. They 

own all these commodities and effectively what they do is it ends up becoming 

synthetic storage in some form… And effectively what’s happened is the index funds 

because they don’t ever take delivery are taking storage synthetically (No. 16) 

The conceptual extension made by the informant is that net long financial speculation not 

only triggers changes in physical commodity production and storage, but also acts as a 

substitute for accumulating physical commodities with similar price effects because of 

the equalization that occurs between futures and current prices.   

 Data from the agricultural sector informants yielded insights into the impact of 

financial speculation on grain millers.  The key informant from Weston Foods Ltd. (a 

Canadian miller and baker) confirmed the impact that financial speculation was having 
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on processors of grain by increasing the cost of hedging which was confirmed by 

informants at CP Rail and Friedberg Mercantile Group.  Informant 26, a former 

commodity analyst with Weston said, for example, that it is consumers that lose out when 

the cost of speculation is passed onto in the form of higher prices.   

 [A]t the end of the day it just goes back to consumer, if you like it or not, it just goes 

back, so even if prices increase or decrease, it is the customer who has to pay for 

that. (No. 26) 

This is not jut the case when industrial millers and bakers lose money hedging when the 

futures and current market prices do not converge.  Higher hedging costs, the data show, 

are also incurred from higher ‘margin account calls’ due higher prices, and when 

industrial millers and bakers speculate using futures.  Informant 26 explains, 

I mean there is an interesting thing that happened to us at Weston. We made an 

analysis that Maple Leafs’ were making horrible bets on wheat futures which 

resulted in them forcibly increasing the price of their bread, from a $1.99 to 

something else. So in response, we did the same thing, we just matched their price 

but because we needed a futures for resulting gains for us, we were just making a 

lot more money.  So the consumer was forced to accept the higher price simply 

because everyone was charging the same price, and George Weston reaped the 

benefits. (No. 26)  

Canadian millers and bakers and US commodity markets are linked because all of the 

George Weston’s hedges were made in the US, “our futures contracts were all in the US” 

(No. 26).   
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 As for the relationship between the financial and agricultural circuits of capital, 

Informant 18 (a Swiss hedge fund manager) explains that commodity prices have been 

increasing determined by speculation rather than genuine supply and demand.  Informant 

18 explains  

If you look a the interaction between commodity markets and the financial market… 

the vector that the financial markets took to basically enter or interact in commodities 

space was through the futures markets, which initially were there to provide a source 

of price stability or protection for various actors in the value chain at the production 

level, supply level or the consumption level… Futures markets rapidly became very 

speculative because the biggest chunk of the trade volumes that were taking place on 

these future markets were not generated by an underlying physical trade. As more 

and more money was pouring into the futures market, it created some disparities 

between the value of the future and the value of the underlying commodity.  (No. 18) 

What this means, he explains, is  

The futures market ended up being not anymore the confrontation of supply and 

demand of the underlying commodity that was traded against the future, but became 

the price not the commodity but the supply and demand of the financial instrument.  

(No. 18) 

The behaviour of hedge funds made institutional investors change how they invested 

beginning in the1980s.  The informant 2 (from a California Pension fund) explains: 

If you go back and look in the 1980’s and institutional investors started expanding 

the use and allowing managers to go into the equity markets, while it isn’t a one to 
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one dollar flow, you can see a push, like a tailwind pushing them because there’s 

more capital flowing in. (No. 2) 

Informant 2 blamed hedge funds for the large flows of capital and the resultant price 

volatility.  They explain: 

[T]he creation of the hedge funds- which really in terms of being around in size, is 

only a phenomena of the last decade… the hedge funds by using as much as eight to 

one to ten to one leverage suddenly can come in on such large positions. And almost 

every other investor in this global financial market is trying to track an index, trying 

to invest and outperform relative to some market. Hedge funds are the one area 

where generally their benchmark is zero, they are just trying to make money and they 

have no limits or boundaries so that can cause somebody who is not a natural 

investor in the oil markets to suddenly come into the oil markets in size. And that 

type of movement in and out makes the markets more dynamic in our opinion. (No. 

2) 

Informant 8 is a retired senior executive with RBC Dominion Securities and former 

Canadian grain company executive explained that index swap dealers and hedge funds 

both contribute to increased food price volatility. 

[C]ommodities became a separate asset class and it wasn’t originally recognized as 

such by pension fund managers… it is that particular realization and requirement for 

this asset class that has fuelled a lot of the hedge funds, created a lot of volume you 

might say, in a lot of the commodity futures, none more so than in probably oil. But 

nevertheless that basically is what has transpired. And I’ve watched it develop or 

evolve since the early seventies actually (No. 8). 
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Informant 27, from the CFTC’s Market Oversight division, said that what is driving 

increased price volatility is increased financial speculation.   

[Speculators] are showing an awful lot of money into these markets, so the hedge 

funds are getting bigger. And they are trying to, you know, get better returns in the 

markets that they are not getting from other places. You know you can’t just park 

your money in treasuries and make any kind of real rate of return, and the stock 

market of course has been sort of a frightening place as well, so it has kind of turned 

to the commodity markets in hopes that they could get a really rate of return there.  

(No. 27) 

Informant 27 argues that the speculative position limits set by the CFTC are “really, 

really large”.  These high position limits allow index swap dealers and hedge funds to 

speculatively buy and sell hundreds of thousands of commodity futures contracts, each 

worth as much as 5,000 bushels of grain.  I illustrate these unprecedentedly large 

speculative trades for nearby CBOT Corn contracts in Figure 2.3, which show the net 

buying and selling behaviour of swap dealers, hedge funds, and actual users of grain.  

The figure shows that the speculative long (buying) positions of hedge funds and index 

funds alone is roughly equal to all corn being sold by producers and wholesalers using 

CBOT corn futures.  This makes them the largest speculative buyers of CBOT Corn 

between 2006 and 2014. 
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Figure 2.3: Combined CFTC data on Net Futures Contracts for CBOT Corn, 2006-2014 

 
Note: the pink vertical lines denote when global food prices, measured by the FAO’s 
(2015) food price index, “spiked”.   The first food price spike occurs in 2008 and lasts 
several months.  The second spike occurs in 2011 and a third spike occurs in 2013. 
Source: CFTC, (2015; available from: 
http://www.cftc.gov/files/dea/history/fut_disagg_xls_hist_2006_2014.zip). 
 

Discussion 

The data show that an empirical connection between financial speculation and increased 

food price volatility exists.  Quantitative data from the CFTC (2015a; 2015b) show that 

the influx of speculative money from swap dealers and hedge funds significantly 

influenced US and global food price volatility between June 2006 and December 2014.  

The results of the empirical analysis coincide with results of Mayer (2012) who finds that 

index swap dealer and hedge fund speculation has a statistically significant impact on the 

CBOT nearby futures price of soybean oil and soybean meal (see appendix for details).  

The results also coincide this findings of Gilbert (2010) who argues that a link exists, but 

uses different covariates than this study and Mayer (2012). 

 The interview data adds depth to this information and confirms this linkage 

between financial speculation and price volatility.  The concept of synthetic hoarding 
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raised by informant sixteen is useful for understanding how commodity futures’ contracts 

can be used transcend spatial-temporal barriers to speculatively buying and hoarding 

commodities.  Speculating on commodity future’s contracts rather than physical 

commodities gives speculators greater purchasing power (by only having to post 

‘margin’), and avails them of having to transport, store and maintain physical goods.  The 

synthetic-ness of commodity futures contracts gives them the additional quality of being 

virtually unlimited, meaning that a virtually unlimited number of speculative commodity 

futures contracts can be created and unwound prior to physical delivery (when the 

contracts are set to expire).  By never taking delivery and only speculating on commodity 

futures contracts, index swap dealers (and hedge funds) circumvent the biological limits 

of commodity speculation.  Because commodity futures are credit, there is no biological 

(production) limit to the number futures contracts that can be created or destroyed. By 

speculating on commodity futures index swap dealers (and hedge funds) were able to 

circumvent having to physically store and transport the commodities being speculated on.  

In this regard, commodity futures speculation combines the unbridled speculative 

capacity of credit markets with material commodities that are absolutely vital to human 

survival. 

 This synthetic-ness stems from the fact that they are a form of credit.  As credit 

there are no material barriers to the number of futures’ contracts than can be created, 

giving futures’ contracts the ability to absorb large quantities of speculative money.  

Marx ([1867] 1990) and Harvey ([1982] 2006) show that while credit creation may be 

physically unbounded, its creation and destruction is not without material consequences.  

The relationship between credit creation-destruction and its material consequences is 
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evidenced by the US Mortgage crisis, for example, which transformed the US suburban 

landscape and lives of millions foreclosed middle-class Americans (Aalbers 2008; 2009).  

In the present case, the effect of financial speculation did not materialize in the building 

and foreclosure of homes, but instead materialized as higher food prices that acutely 

changed some consumers’ food access by making it unaffordable.  Index swap dealers 

and hedge funds encouraged investors to speculate on commodities using financial 

derivatives that purportedly allow investors to distil the benefits of commodity 

speculation without the cost, messiness, and moral hang-ups of speculating on food.  

Mainstream perspectives on food speculation and the work of Irwin et al. (2009b; 2011) 

in particular legitimated commodity index speculation by providing evidence that it is 

unrelated from material commodity prices.  

 The results of the regression analysis coincide with the stylized circuits of capital 

outlined in the conceptual framework.  Index swap dealers, the model shows, enter US 

agricultural supply chains through US commodity futures markets.  The regression results 

measure the strength of the relationship between the financial and agricultural circuits 

where these circuits intersect.  An important addition to this conceptual framework in the 

future would be the inclusion hedge funds, which the empirical analysis shows also 

influence commodity prices.  This is finding is interesting because the majority of the 

literature on the link between speculation and food prices focuses on the index swap 

dealers. 

 

  



 45 

Conclusion 

The mainstream academic literature’s treatment of the link between financial speculation 

and food price volatility is conceptually and empirically problematic.  This paper 

responds to this literature by outlining Marxian analytical framework organized around 

capital circuits and by presenting new empirical evidence on the link.  The findings of 

this study are that financial speculation by index swap dealers and hedge funds have 

significantly contributed to the price volatility of food commodities between June 2006 

and December 2014.  This evidence contradicts the predominant neoclassical perspective 

of Irwin et al (2009b; 2011), who contend that no connection between financial 

speculation and price volatility exists.   

 The causal origins of financialized food price volatility in the global north and the 

impact on poor in countries in North Africa, the Middle East and Asia is not without 

significance.  This geographical pattern exposes the hierarchy of global power relations 

where between financial corporations, U.S. regulators, foreign governments, and global 

populations are all connected (Clapp 2009; 2012).  Geography is central, not only 

because it is the basis for the exchange and circulation of commodities (Harvey [1982] 

2006), but also because it is part of the material history of power relations under global 

capitalism that places index swap dealers and hedge funds near the top of the hierarchy 

and the food vulnerable global poor near the bottom.   

 

  



 46 

Appendix (available online from the journal) 

Literature Review Appendix 

Recent publications on the link between financial speculation and food price volatility 

# Authors Year Method Approach Causal? 
1 Masters & White 2008 Empirical Finance yes 
2 Sanders et al. 2008 Empirical Economics no 
3 Trostle 2008 Empirical Economics no 
4 Valero-Gila & Valerob 2008 Empirical Economics no 
5 Irwin et al. 2009 Empirical Economics no 
6 Irwin & Sanders 2010 Empirical Economics no 
7 Sanders & Irwin 2010 Empirical Economics no 
8 Sanders et al. 2010 Empirical Economics no 
9 Hoyos & Medvedev 2011 Empirical Economics no 

10 Irwin et al. 2011 Empirical Economics no 
11 Sanders & Irwin 2011 Empirical Economics no 
12 Irwin & Sanders 2012 Empirical Economics no 
13 Aulerich et al. (Irwin) 2013 Empirical Economics no 
14 Büyüksahin & Robe 2014 Empirical Economics no 
15 Etienne etal. (Irwin) 2014 Empirical Economics no 
16 Sanders & Irwin 2014 Empirical Economics no 
17 Dewbre et al. 2008 Empirical Economics unclear 
18 Gilbert 2009 Empirical Economics unclear 
19 Sanders et al. 2009 Empirical Economics unclear 
20 Du et al. 2011 Empirical Economics unclear 
21 Trostle et al. 2011 Empirical Economics unclear 
22 Ferreira et al. 2013 Empirical Economics unclear 
23 Lehecka 2014 Empirical Economics unclear 
24 Mayer 2009 Empirical Economics yes 
25 Robles et al. 2009 Empirical Economics yes 
26 Gilbert 2010 Empirical Economics yes 
27 Tang & Xiong 2010 Empirical Economics yes 
28 Lagi et al. 2011 Empirical Economics yes 
29 Tang & Xiong 2011 Empirical Economics yes 
30 Mayer 2012 Empirical Economics yes 
31 Dorosh & Rashid 2013 Empirical Economics yes 
32 Hailu & Weersink 2011 Literature Review Economics no 
33 Irwin & Sanders 2011 Literature Review Economics no 
34 Irwin 2013 Literature Review Economics no 
35 Headey & Fan 2008 Literature Review Economics unclear 
36 Hadley et al. 2012 Literature Review Economics unclear 
37 Cheng & Xiong 2014 Literature Review Economics unclear 
38 Frenk 2010 Literature Review Economics yes 
39 Abbott & Battisti 2011 Literature Review Economics yes 
40 Clapp 2009 Literature Review Geography yes 
41 Clapp 2014 Literature Review Geography yes 
42 Arezki &, Brückner 2011 Empirical Governmental no 
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43 Wodon & Zaman 2009 Literature Review Governmental no 
44 Compton et al. 2010 Literature Review Governmental no 
45 Rapsomanikis 2009 Literature Review Governmental unclear 
46 FAO 2010 Literature Review Governmental yes 
47 Toero & von Braun 2010 Literature Review Governmental yes 
48 Brinkman & Hendrix 2011 Literature Review Governmental yes 
49 Lilliston & Ranallo 2011 Literature Review Governmental yes 
50 Coulibaly 2013 Literature Review Governmental yes 

51 USS 2009 Senate 
Testimonials Governmental unclear 

52 Sophal 2011 Empirical International 
Development no 

53 Naylor & Falcon 2010 Empirical International 
Development yes 

54 Akter & Basher 2014 Empirical International 
Development yes 

55 Dorward 2012 Literature Review International 
Development no 

56 Rose 2009 Literature Review International 
Development unclear 

57 Cohen & Smale 2011 Literature Review International 
Development unclear 

58 Margulis 2014 Literature Review International 
Development unclear 

59 IATP 2008 Literature Review International 
Development yes 

60 Piesse & Thirtle 2009 Literature Review International 
Development yes 

61 Grebmer et al. 2011 Literature Review International 
Development yes 

62 Murphy et al. 2012 Literature Review International 
Development yes 

63 Sneyd et al. 2013 Media Analysis International 
Development no 

64 Ghosh 2010 Literature Review Political Economy yes 
65 Ghosh et al. 2012 Literature Review Political Economy yes 
66 Isakson 2014 Literature Review Political Economy yes 
67 Tadesse et al. 2014 Empirical Economics yes 
68 Isakson 2014 Literature Review Political Economy yes 
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Table: Comparative Summary of Statistical Findings in the Literature 
Author Data  Dependent Variables (Prices) Independent Variables Summary of Coefficients 

Gilbert (2010) 2006-2009 

IMF index of agricultural food prices 

Exchange Rates *  

  
Price of Oil 

** 
 

    Index of Index Swap Dealer open interest *** 

Mayer (2012) 2006-2009 CBOT Corn Index Swap Dealers Open Interest . 

  
Money Manager Open Interest * 

  CBOT Wheat Index Swap Dealers Open Interest . 

  
Money Manager Open Interest . 

  CBOT Soybeans Index Swap Dealers Open Interest *** 

  
Money Manager Open Interest . 

  CBOT Soybean Oil Index Swap Dealers Open Interest *** 

    Money Manager Open Interest . 
Irwin et al. 
(2009) 1995-2006 CBOT Wheat 

 

*** 

  
KCBOT Wheat 

 
** 

  
MGEX Wheat Commercial traders   

  
CBOT Corn Non-Commercial Traders  

  
CBOT Soybeans Non-Reportable Positions  

  
CBOT Soybean Oil 

 
 

  
CBOT Soybean Meal 

 
 

Irwin & Sanders 
(2010) 2006-2009 CBOT Wheat  Commodity Index Traders (CIT) Report ** 

  CFTC Commitment of Traders (COT) ** 
Irwin et al. 
(2011) 2004-2010  Spread (difference) in nearby contracts for CBOT 

corn, soybeans and wheat futures Commodity Index Trader (CIT) positions 
no statistically significant 

 
relationships detected 

Irwin 
(2013) 1995-2010 

 Spread (difference) in nearby contracts for CBOT 
corn, CBOT soybeans CBOT wheat, and KCBT 
wheat 

Commodity Index Trader (CIT) positions 
no statistically significant 

  relationships detected 
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Table Continued: Comparative Summary of Statistical Findings in the Literature 
Author Data  Dependent Variables (Prices) Independent Variables Summary of Coefficients 

Tadesse et al. 
(2014) 

1968/2006-
2011 

Nominal World Bank prices for maize, wheat, and 
soybeans. 

CFTC Commitment of Traders (COT) 
positions (beginning 2006) 
 

*** 

  

USDA Commodity Supply and Demand  *** 

    

FAO Commodity Production and Supply 
 
World Bank Nominal Crude Oil Prices 

*** 
 

** 
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Theoretical Appendix 
Figure: Partial Circuit of US Agricultural Commodity Production for Wheat, Corn and Soybeans 

 
Source: author 
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Figure: Partial Circuit of Commodity Index Swaps 

 
Source: author.  
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Empirical Appendix 
 
The main academic authors on financial speculation and price volatility primarily rely on 

Granger causality tests in conjunction with Ordinary Least Squares (OLS) and Fama-

MacBeth regression models.  Granger causality tests were excluded from this analysis 

because Frenk (2010) and Gilbert (2010) both observe that the Granger causality test is 

susceptible to poor “lag period” specification.  In the model-fitting stage of the empirical 

analysis dependent (price) variables in the OLS estimations were lagged for by one time 

period (month) to see if lagging variables improved the accuracy of the models.  The 

preliminary results indicate that lagging dependent (price) variables decreased, rather 

than increased, the accuracy of the models.  Intuitively, this makes sense the impact of 

index speculation should have an immediate effect on CBOT, KCBT and MGEX 

commodity prices.  While it is possible index swap speculation may follow prices rather 

than influence prices (reverse causality), the size of the speculative positions by index 

swap dealers revealed in the descriptive data indicates that their buy and selling behavior 

influence prices.   

 The commitment of traders (COT) reports from the CFTC (2015a) provide a 

weekly account of the net long and short number of contracts that large traders have ‘on 

the books’ with commodity exchange houses.  According to the CFTC, reportable 

positions in the COT reports represent “70 to 90 percent of the total open interest in any 

given market” (CFTC, 2015b) under-report the activity of index swap dealers and hedge 

funds.  The CFTC’s (2015c) index swap report data help compensate for the weaknesses 

in the COT data by capturing the over-the-counter (OTC) investment data that the COT 

reports exclude.   
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 Gilbert’s (2010) analysis shows that OLS models produce results similar to two-

stage least squares (2SLS) and three-stage least squares (3SLS) models, which are used 

instead of OLS regression if the independent variables and the residual are correlated, 

indicated missing variable bias.  OLS models were used for the present analysis and 

Pearson correlation tests were run between the regression residuals and the independent 

variables to estimate the presence of endogeniety (missing variable bias).  Variance 

Inflation Factors (VIFs) were calculated to measure the degree that collinearity between 

the independent variables inflated the regression coefficients. 

 For the purpose of rigor, the data was broken into three time periods and tested 

during the model-fitting stage of the empirical analysis.  There were too observations in 

each of the three time periods to run meaningful regression models when the monthly 

data was broken into time periods.  For consistency, I used nearby contract futures prices 

(the contact that was next to expire).  While index swap dealers are known to buy and sell 

commodity futures contracts across several expiry dates in the future, the impact of their 

speculation should be detectable across all contract expiry dates if speculators are 

assumed to be attuned to opportunities to exploit differences in futures contract prices 

through contract arbitrage.  
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Empirical Appendix: Table of Key Informants  
No. Type Sub-type Region  Informant #  Organization(s) Position Type Location 

1 Agriculture finance US 12 Minneapolis Grain Exchange Executive Minneapolis 

2 Agriculture finance US 14 Minneapolis Grain Exchange Executive Minneapolis 

3 Agriculture commerce Canada 7 CP Rail  Director Minneapolis 

4 Agriculture processor Canada 25 Weston Ltd Executive Toronto 

5 Agriculture processor Canada 26 Weston Ltd. Analyst Toronto 

6 Agriculture production Canada 3 Minneapolis Grain Exchange & wheat industry Director Winnipeg 

7 Agriculture production Canada 6 Agrium Director Calgary 

8 Finance 
 

US 4 S&P DowJones Executive Washington, DC 

9 Finance 
 

Canada 8 RBC Dominion Securities & Canadian commodity firm  Executive London, Ont 

10 Finance 
 

Europe 18 Hedge fund #1 Portfolio Manager Geneva 

11 Finance 
 

Canada 28 Friedberg Mercantile Group Trader Toronto 

12 Finance 
 

Canada 1 RBC Dominion Securities & Canadian commodity firm Executive Toronto 

13 Finance 
 

Canada 10 RBC Dominion Securities Executive Toronto 

14 Finance 
 

US 16 Hedge fund #2 President Atlanta, Georgia 

15 Finance   US 22 & 23 Goldman Sachs Director New York 

16 Governmental 
 

US 27 CFTC Director Washington, DC 

17 Governmental 
 

US 17 CFTC Former Commissioner Washington, DC 

18 Governmental   Europe 24 UNCTAD Analyst Geneva 

19 Institutional Investor 
 

US 15 California pension fund #1 Analyst Sacramento, Calif. 

20 Institutional Investor 
 

US 2 California pension fund #1 Executive Sacramento, Calif. 

21 Institutional Investor   US 19 California pension fund #2 Executive Sacramento, Calif. 

22 Agriculture 
 

Canada 21 Canadian Federation of Agriculture Director Ottawa 

23 Governmental   US 11 Federal Deposit Insurance Corporation Analyst Washington, DC 

24 Governmental 
 

Canada 13 Parliament of Canada Federal MP Ottawa 

25 Governmental 
 

US 20 U.S. Department of Agriculture Analyst Washington, DC 

26 Independent Analyst   US 9 Independent analyst  Analyst New York 

27 Non-Governmental 
Watchdog   US 5 Washington think-tank Analyst Washington, DC 
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Discussion Appendix 
 
Table: Comparative Summary of Statistical Findings 

Commodity Prices 

 
Change in Nominal Monthly 

Prices 

 
Nominal Monthly Prices 

 
Mayer (2012) 

Swap 
Dealers 
(Swp 
Rpt) 

Swap 
Dealers 
(COT 
Rpt) 

Hedge 
Funds  

Swap 
Dealers 
(Swp 
Rpt) 

Swap 
Dealers 
(COT 
Rpt) 

Hedge 
Funds  

Swap 
Dealers 
(COT 
Rpt) 

Hedge 
Funds  

Nearby CBOT Wheat *+ *+   *+        
Nearby KCBT Wheat        

 
***+     

Nearby CBOT Corn   ***+ ***+   ***- ***+   *+ 
Nearby CBOT Soybeans   ***+ ***+          
Nearby CBOT Soybean Oil   ***+ ***+   ***+   *** +   
Nearby CBOT Soybean Meal             *** +   

*Indicates statistical significance at 10%, **indicates statistical significance at 5% and ***indicates statistical significance at 1%. 
 
This table reports the results of the regression models used in this empirical analysis alongside the regression results Mayer (2012) and 

Irwin et al. (2009b) who used the similar data and dependent variables.  This study uses the CFTC’s disaggregated COT report data 

and the CFTC’s index swap dealer report data from June 2006 to December 2014.  Mayer (2012), by contrast, uses disaggregated 

COT report data from 2006 to 2009, while Irwin et al. (2009b) use aggregated COT report data from 1995 to 2006.  
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CHAPTER 3: BIOFINANCIALIZATION AND DISTANCING USING 

COMMODITY INDEX SPECULATION 

Introduction1 

In the mid-2000s the cost of financial speculation was passed onto consumers in the form 

of higher and more volatile food prices when speculative money started flooding into US 

agricultural commodity futures markets (USS 2009; Lagi et al. 2011a; 2011b; Clapp 

2014; Gilbert 2010; Mayer 2012).  In parts the global south, like Egypt and Libya, price 

increases caused by financial speculation sparked food riots in 2008 and 2011 when 

higher prices pushed food out of reach for millions (Lagi et al. 2011a; 2011b).  In Mexico 

and Afganistan, higher food prices in 2008 increased food insecurity and the incidence of 

hunger (D’Souza and Jolliffe 2012; Valero-Gila and Valerob 2008; Barrett 2013).  In the 

global north, the impact of financial speculation on food prices received underwhelming 

attention because average household incomes are higher (making price increases less 

noticeable) and because there is mixed evidence linking the two (Murphy et al. 2012; 

Barrett 2013).  Connecting financial speculation with food prices is both conceptually 

challenging and empirically difficult to measure (Irwin et al. 2009b; 2011; Lagi et al. 

2011a).  The two main known sources of increased food speculation are hedge funds and 

index swap dealers (CFTC 2015; USS 2009; Masters and White 2008).  Also known as 

index funds, commodity index swaps are similar to mutual funds marketed to large 

investors who want to invest in a portfolio of commodities (Greer 2000; Gorton and 

Rouwenhorst 2006; Stockson 2006; Birkner and Collins 2008).  When a large investor, 

like a pension fund, buys a commodity index swap from an index swap dealer like 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
1	  Note to reader: this chapter was submitted to Environment and Planning D: Society and 
Space on February 6th 2016, re-submitted June 7th 2016, and is in review. 
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Goldman Sachs, the dealer breaks up the investor’s money into smaller pots and invests 

these pots of money across the portfolio of commodities, including food.  Hedge funds 

are incorporations of investors that pool their money under one management team for the 

purpose of making financial profit using a wide variety financial techniques and typically 

high rates of leverage (borrowing).  While food speculation is not new, what is novel 

about commodity index swaps is their technical sophistication and cognitive distance that 

they provide investors.  In the mid-2000s, Gorton and Rouwenhorst (2004; 2006) 

persuasively argued that commodity index swaps could provide large investors with 

equity-like returns and hedge inflation risk.  Till and Gunzberg (2005) made a similarly 

persuasive argument for hedge fund speculation using commodity index strategies.  The 

service that index swap dealers and hedge funds provide to investors is third-party access 

to highly regulated US commodity futures markets and sophisticated trading strategies.  

 This article explores the meaning and implications of food speculation using 

commodity index swaps, also known as index funds.  I use the concepts 

biofinancialization and financial distancing as a way of describing what makes 

commodity index speculation novel.  Biofinancialization describes the capitalization of 

consuming body and lifestyle using forms of financial credit for the purpose of 

temporally resolving crises in capital accumulation (French and Kneale 2012).  Financial 

distancing describes how finance creates knowledge gaps about the social and 

environmental impacts of food production and speculation.  Biofinancialization frames 

financial speculation by index swap dealers and hedge funds as stemming from a crisis in 

financial capitalism and links the governance of food to the governance of life (bios) 

(French and Kneale 2012).  The concept of biofinancialization is appropriate in this 
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application because the capitalization of food is linked to the capitalization of the body 

(through consumption), which engenders the consequences capitalization in the form of 

obesity and starvation (Guthman and Dupuis 2006; Patel 2007).  Financial speculation by 

index swap dealers and hedge funds is a form of biofinancialization using food 

commodities that is tied to a generalized crisis in financial capital accumulation.  This 

crisis of accumulation is rooted in falling rates of financial profit in post-industrial 

economies, particularly the US, in the global north around the time the US Mortgage 

Crisis emerged (Lagi et al. 2011a). Iteratively Reweighted Least Squares (IRLS) 

regression is used to show that financial speculation and food prices are linked, which is 

the basis for the biofinancialization argument. What makes this form of speculation novel 

is the additional cognitive distance commodity index swaps create for investors.   

The concept of distance is used to illustrate what makes commodity index 

speculation novel and to understand the impact of financial speculation on established US 

supply chains.  Clapp (2014) describes distance as “the geographical expanse from farm 

to plate along global commodity chains, as well as knowledge gaps about the social and 

environmental impacts of food production” (Clapp 2014: 798).  The incursion of index 

swap dealers and hedge funds added a layer of ‘middlemen’ into well established US 

commodity supply chains; influenced the price information passing between producers, 

merchants, millers and consumers; all the while, distancing investors from being 

implicated in of food speculation.  What makes commodity index swaps unique is the 

arms-length relationship they give investors.  Outsourcing of food speculation to index 

swap dealers functionally and symbolically distances speculators from the food 

commodities being speculated and the people adversely affected by financial speculation.   
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 This paper contributes to the discussion on the link between financial speculation 

and food price volatility by presenting an alternative to predominant neoclassical 

conceptualizations of food speculation using the concepts of biofinancialization and 

financial distancing.  The current literature on the link between financial speculation and 

price volatility is conceptually dominated by neoclassical economic perspectives, 

exemplified by Irwin et al. (2009b), who contend that no link exists.  These approaches 

are conceptually problematic because they fail to address the biopolitics of the food 

commodities being speculated on.  Using biofinancialization and financial distancing to 

further unpack the meaning of commodity index speculation allows me to incorporate 

insights from critical geographers working at or near the intersection of food and finance, 

such as Guthman and Dupuis (2006) French and Kneale (2012), and Clapp (2014).  The 

concepts of ‘biofinancialization’ and ‘distancing’ provide a more robust conceptual 

framework for understanding the relationship between financial speculation and food 

prices.  This argument is supported with regression analysis using time series data from 

the CFTC and in-depth interview data from key informants.  The findings of the data 

analysis indicate that financial speculation by index swap dealers have significantly 

contributed to global food commodity price volatility and affected well-established US 

US global supply chains.   

 The next section of the paper briefly reviews the literature on the link between 

financial speculation and food price volatility.  The section that follows explores and 

applies the concepts biofinancialization and distancing before outlining an empirical 

framework that supports this theoretical discussion.  The final portion of the article 
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discusses the results of the empirical analysis and the insight this analysis gives into the 

link between financial speculation and food price volatility. 

 

Financial Speculation and Global Food Price Volatility 

Global food prices became more volatile in the mid-2000s around the time that index 

swap dealers and hedge funds began speculating on food using commodity futures’ 

contracts issued by the Chicago Board of Trade (CBOT).  Commodity index swaps are 

like a mutual fund targeted at institutional investors like pension funds that invests their 

money across a portfolio of commodities that's investment weights are specified in swap 

contract.  The CBOT is the largest and oldest modern commodity exchange house in the 

world and sets benchmark global prices for key commodities such as corn and wheat 

(CME 2015).  Index swap dealers and hedged funds bid up US and global food prices 

when they buy up all the available futures contracts on price A, then all the contracts 

being offered at (the slightly higher) price B, etc. until the speculative sum of money is 

exhausted (Gilbert 2010; Mayer 2012).  Since the mid-2000s, global food prices have 

been historically unprecedented (Trostle 2008; Trostle et al. 2011).   

 The data plotted in Figure 3.1 shows global food and cereal prices measured by 

the FAO (2015) between 1990 and 2015.  The vertical lines denote ‘spikes’ in food 

prices.  The first price spike occurs in 1996 in response to the 1995-1996 U.S. 

Midwestern drought.  Subsequent food price spikes occur in 2008 and 2011 (Light and 

Shevlin 1996).  The 1995-1996 U.S. Midwestern drought caused a 26% decline in U.S. 

grain production and a 75% reduction in U.S. grain stocks, resulting in a grain price 

shock (Light and Shevlin 1996).  The 2008 and 2011 food price spikes, by contrast, dwarf 
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the impact of the Midwestern drought, which is significant because U.S. and global food 

production and consumption has remained steady since the mid-1990s (FAO 2015).  

 The impact of financial speculation had a profound effect on people in the global 

south who are vulnerable changes in global food prices.  The counties shaded in dark blue 

in Figure 3.2 denote regions where food riots were caused by food price inflation since 

2007.  Countries shaded in light blue denote regions where food riots were caused by 

severe shortages, and countries shaded in yellow denotes denote regions where food riots 

were caused by both price inflation and severe shortages over this same time period 

(World Bank 2015).  The estimated, although under-reported, death-tolls associated with 

the 2011 food riots were large (Lagi et al. 2011b).  When food prices go up food aid 

donations for the poorest and most hunger-stricken regions of the world fall (Clapp 2012: 

35) increasing the impact upon already vulnerable populations. 

Figure 3.1: FAO Monthly Food Price Indices 1990-2015 

 
Sources: FAOSTAT (2015; available from: 

http://faostat.fao.org/site/609/default.aspx#ancor) 
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 The mainstream neoclassical economic narrative exemplified by Irwin et al. 

(2009b) casts doubt on the connection between financial speculation and food price 

volatility.  Approaches within this literature rely conceptually on the neoclassical concept 

of the market, where prices self-regulate and reflect all available information (Irwin et al. 

2009b; 2011; Irwin and Sanders 2010; 2011).  Empirically, neoclassical literature relies 

on economistic methods and advocates of this perspective cast doubt on the empirical 

connection between financial speculation and food price volatility.  The narrow range of 

econometric methods these neoclassical approaches rely on extrapolate the connection 

between financial speculation and food prices, while failing to address the biopolitics of 

the food commodities being speculated on.   

Figure 3.2: Global Map of Food Riots by Type, 2007 to 2015 

 
Map Legend: 1) Dark Blue –Riots caused by price inflation; 2) Light Blue – Riots 

caused by regional shortages; Yellow – Riots caused by both.  Source: World Bank 

(2015) 
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 A few critiques of neoclassical approaches have emerged from the existing 

economic literature on food price volatility.  Frenk (2010) argues that Irwin and Sanders’ 

(2010) choice of lag period in their Granger causality estimation likely affected their 

statistical results.  The author challenges Irwin and Sanders’ (2010) efficient market 

assumption but puts no new ideas forward for interpreting the relationship between 

financial speculation and food price volatility.  Findings by Gilbert (2009; 2010), Mayer 

(2012), and Lagi et al. (2011; 2012) have challenged Irwin et al.’s (2009b; 2011) findings 

by concluding that a statistically significant link does exist between financial speculation 

and food price volatility.  While these studies are quantitatively incisive they lack an 

alternative conceptual account of the relationship between financial speculation and food 

price volatility that challenges prevailing neoclassical perspectives.  Also missing from 

the literature is qualitative data from key informants inside financial and agricultural 

industries.   

 

Biofinancialization & Distancing 

Biofinancialization and distancing are useful concepts with which to frame the 

relationship between financial speculation and food price volatility.  The concept of 

biofinancialization makes the relationship between financial speculation and embodied 

outcomes explicit.  Like other commodities, food is produced by labour, has a price, and 

is traded.  Unlike other commodities, food is amongst the few commodities that we 

ingest.  While all commodities are “bio” commodities in the sense that they are the 

product of labour; food, water, and shelter commodities are distinguished from other 

commodities because below a minimum consumptive threshold, bare life (biological life), 
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and thus social life, becomes impossible/terminal.  Marx ([1932] 1988) calls eating food 

one of people’s “animal” functions: 

Drinking, eating, procreating, etc. are… genuinely human functions.  But in the 

abstraction which separates them from the sphere of all other human activity and 

turns them into sole and ultimate ends, they are animal (Marx [1932] 1988): 74-75). 

By speculating on food commodities index swap dealers and hedge funds take advantage 

of inelastic food demand.  Inelastic demand means that people need a commodity 

regardless of price.  The money price an individual is willing to pay for food is informed 

by their biological need (Marx [1867] 1990; Harvey [1982] 2006)– i.e. are they hungry 

enough to pay a higher price?  The (in)elasticity of demand, thus, influences the price that 

capitalists can get away with charging consumers.  The influence of elasticity is 

determined in the process of market exchange between merchants, bakers, millers, 

producers, and speculators, which take into account the average cost of production (Marx 

[1867] 1990; Harvey [1982] 2006) and the profit making ambitions of speculators.  

Hedgers (producers, millers, bakers, etc.) and financial speculators determine commodity 

prices by buying and selling commodities, bidding their prices up and down. 

 The traditional Marxian view of profit from agriculture hinges on the exploitation 

of labour in the process of production and processing divided amongst firms along the 

supply chain (Marx [1867] 1990).  Financial speculators are traditionally understood to 

eat into the profitability of merchants, bakers, millers, and producers by taking a slice of 

their profits.  When the cost of financial speculation is passed on to consumers in the 

form of food price increases, speculators also exploit the additional money consumers 

will pay for food.  When the cost of financial speculation is passed onto consumers in the 
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form of higher prices, it constitutes a double financial fix because speculators are not 

only claiming a portion of the profit derived from labour by agrifood companies, but also 

taking advantage of consumers’ inelastic demand for food. 

 What makes French and Kneale’s (2012) concept of biofinancialization unique is 

that it extends Harvey’s ([1982] 2006) analysis of spatial fixes to include the body.  

Specifically, the authors argue that biofinancialization captures ‘biovalue’ from the “vital 

properties of living processes’” (quoting Rose [2007], French et al. 2012: 396).  

Following Hardt and Negri’s (2011) critique of Harvey’s counter-Foucauldian definition 

of financialisation as structurally rigid, French and Kneale (2012) examine how 

“biofinancialisation helps to fashion new worlds for capitalist accumulation” and how 

“novel forms of biofinancial subject and subjectivity are produced” (French and Kneale 

2012: 396).  The concept of biofinancialization, they argue, illuminates “the significance 

of the relation between the bios and circuits of finance” (French and Kneale 2012: 396).  

Specifically, they argue, biofinancialization illuminates the ways “in which the body 

[is]… rendered object targets of [financial] calculation and discipline” (French and 

Kneale 2012: 396).   

 French and Kneale (2012) build on the work of food geographers Guthman and 

DuPuis (2006).  Guthman and DuPuis (2006) argue that the ‘obesity epidemic’ in the 

West is a product of contemporary neoliberal governmentality and represents a double fix 

for neoliberal capitalism, wherein the laboring body and the consuming body both 

constitute targets for exploitation.  They explain, 

Harvey's (2003) ‘accumulation by dispossession’ has its counterpart in accumulation 

by engorgement in the spatial fix of the body. For the body is not only a site through 
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which capital circulates as labor power, it is also a site through which capital 

circulates as commodities (Harvey 1998). So by accommodating a faster turnover of 

commodities, either by obesity or disgorgement, the body becomes a place where 

capitalism's contradictions are temporarily resolved (Guthman and Dupuis 2006: 

442). 

By combining “bio”, meaning life, with Harvey’s ([1982] 2006) concept of 

financialization French and Kneale (2012) posit that the consuming body can be the site 

of a spatial-temporal fix or quasi-resolution of the crisis tendencies of contemporary 

capitalism.  French and Kneale (2012) argue,  

Taking this work as our point of departure… biofinancialisation more generally can 

be read as an endeavour to overcome, through the capitalisation of the biological and 

biosocial, the limits and contradictions of contemporary financialised capitalism 

[and]… More particularly, biofinancialisation holds out the promise that the 

contradictions of the investor subject might be partially resolved or displaced in, and 

through the body. (French and Kneale 2012: 400) 

French and Kneale’s (2012) case study shows how annuities conceptually link 

financialization to people’s lifestyle choices and embodied outcomes.  The present case 

study compliments French and Kneale (2012) and Guthman and Dupuis (2006) by 

showing how financial speculation and food prices are connected, which has led to 

embodied outcomes for those whom speculation placed food financially out of reach 

(Lagi et al. 2006; Barrett 2013). 

 One of the defining features of financial capital is its ability to transcend the 

biological boundaries of capital accumulation (Harvey [1982] 2006).  This is typically 
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understood to mean that credit enables temporal and spatial fixes to capital accumulation 

by allowing commodity production to objectively transcend physical barriers to 

production and exchange.  With the concept of biofinancialization, the consuming body is 

the material object used to displace crises in capitalist accumulation.   

‘Distancing’ is biofinancialization’s pscyho-social counterpart and central to the 

production and maintenance of commodity fetishism.  Commodity fetishism, Harvey 

([1982] 2006) explains,   

[A]rises out of the transformation from values into prices of production plays a 

crucial role in Marx’s argument.  It performs an obvious ideological and apologetic 

function at the same time as it mystifies the origin of profit as surplus value.  

(Harvey [1982] 2006: 68) 

Financial capital, Harvey ([1982] 2006) explains, “’is the consummate automatic fetish’” 

by giving the appearance of “’money making money, and in this form it no longer bears 

any trace of its origin’” (quoting Marx, Harvey [1982] 2006: 72).  Clapp’s (2014) concept 

of distancing describes the flipside commodity fetish, the alienation of people (farmers, 

labourers, consumers, and speculators) connected by capitalist exchange.  Clapp (2014) 

explains that ‘distancing’ is created by information deficits about the human and 

ecological impact of capitalism in the global food system (Clapp 2012; Clapp and Cohen 

2009; Clapp 2014).  Financialization promotes distancing [1] by encouraging the greater 

abstraction of agricultural commodities from their physical form and [2] by increasing the 

number of owners between production and consumption (Clapp 2014).  Clapp (2014) 

explains, 
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[T]he increased activity of financial actors and the growing range of specific 

agriculture-based financial investment tools that they utilize have contributed to a 

new kind of ‘ distancing’  within the food system.  Distance –  which includes the 

geographical expanse from farm to plate along global commodity chains, as well as 

knowledge gaps about the social and environmental impacts of food production –  

affects the distribution of power and influence over the governance of the food 

system (Clapp 2014: 798) 

Through the concept of distancing some of what is novel about commodity index swaps 

is uncovered along with how the incursion of swap dealers and hedge funds affects food 

supply chains.  Distancing is used here to frame how swap dealers and hedge funds add 

to the distance commodities travel from farm to plate by adding an additional layer of 

speculative owners to commodity chains. Commodity futures allow commodities to be 

exchanged prior to their materialization.  Commodities, as a result, can change ownership 

several times before they are actually materialized.  This has the effect of lengthening the 

chain of owners between commodity production and consumption.   

 Second, the concept of distancing helps illuminate what makes index and hedge 

fund speculation different from direct commodity futures speculation and old-fashioned 

commodity speculation.  If speculating on physical commodities is a ‘direct’ form of 

speculation, commodity futures’ speculation is a ‘derivative’ where commodity future 

contracts act as a surrogate for material commodities.  Index and hedge fund speculation 

abstracts commodity speculation one step further using exchange-traded financial  
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Figure 3.3: Financial Distancing in US Commodity Food Chains 

 
Source: author.
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securities (ex. equity shares) and OTC commodity index swap contracts.  By purchasing 

an index swap or participating with a hedge fund, investors are abstracted twice from the 

physical commodities being speculated on: first through commodity futures’ contracts 

and second through the index swap or hedge fund contracts. These connections are 

illustrated in Figure 3.3.  Figure 3.3 provides a stylized illustration of a US food supply 

chain for wheat corn and soybeans being sold through US futures markets.  The figure 

shows that these grains are produced and then travel down the supply chain before 

reaching their final consumptive destination.  Along the way these commodities are 

susceptible to financial speculation through commodity futures and cash markets.  To be 

precise about how speculative profit is derived and how it differs from other forms of 

capitalist profit, I use Desai’s (1979) nomenclature.  Using Desai (1979), Figure 3.3 

distinguishes between profit (M1) created through production (M - C< LMP …P… C1
Grain – 

M1), mercantilism (M  –  CGrain –  M1), traditional banking loans (M  –M + Interest), and 

financial speculation using commodities and commodity derivatives (M  –  CGrain –  M1 

and M  –  Cr –  M1). 

 There is some evidence to suggest that the distance between investors and food 

consumers created by index swap dealers is important to the marketing to institutional 

investors such as pension funds, which have increasingly stringent social and ethical 

mandates for financial investment (Staub-Bisang 2013; Williams and Kennedy 2012).  

Examples of popular ethical investment criteria include the United Nations’ Global 

Compact (UNGC 2015) and the OECD’s (2015) Policy Framework for Investment (PFI).  

These model investment frameworks prioritize “identifying and managing business 

impacts, both positive and negative, on people” (UNGC 2015) and “contributing to the 
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economic and social well-being of people around the world” (OECD 2015).  Despite 

early admissions from index swap dealers that speculation and price volatility are 

connected (see above), the industry has denied any connection between financial 

speculation on US commodity futures markets and global food price volatility (Ainger 

2008; Strongin 2010). 

 The computational complexity of index trading and abstract technological 

practice of futures trading facilitates this denial by obscuring how commodity futures and 

current food prices are connected.  The marketing of index swaps to investors by swap 

dealers as synthetic way to speculate on commodities with little or no material impact on 

actual food prices reified this misperception (Shemilt and Unsal 2004), as did the 

neoclassical literature on food speculation that has largely found that no link exists (Irwin 

et al. 2009b; 2011; Irwin and Sanders 2010).  Gorton and Rouwenhorst (2006), 

meanwhile, popularized the view that commodity index swaps are appropriate for 

institutional investors interested in an asset class capable of “hedging inflation” and 

giving investors “commodity exposure”.  

 The collective distance all these elements create separate investors from food 

consumers and shape the social conscious of investors in the global north by influencing 

individuals’ knowledge about the social and environmental impacts or food speculation.  

This financial distancing informs people’s ‘world view’, I surmise, by cognitively, 

socially, and morally abstracting them from the material outcomes of financial capitalism 

on people and the environment (bios).   
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Data 

This study delves deeper into the relationship between financial speculation and 

commodity price volatility by using in-depth interview data from key informants.  

Interview data provides insight into the actors involved in and affected by the creation 

and proliferation of commodity index swaps (also known as ‘index funds’).  The 

interviews are a window into which factors influence the decisions of key informants’ 

who play a central role in the creation, proliferation, and regulation of US commodity 

index swaps.  Interviews were confidential and semi-structured, 28 informants were 

interviewed; 25 out of 27 interviews were recorded.  Key informants were drawn from 

across the United States, Canada, and Europe.  Key informants were selected based on 

their insider and expert knowledge about U.S. commodity futures trading and commodity 

index speculation.  Informants included individuals from a U.S. major commodity 

exchange house, the Minneapolis Grain Exchange (MGEX); and, from firms central to 

the production of commodity index swaps, Standard and Poor’s Dow Jones (S&PDJ) and 

Goldman Sachs.  Informants from MGEX, S&PDJ and Goldman Sachs were drawn from 

the senior and executive management teams.  Interviews with two large California 

pension fund investors were also conducted: one invested in commodity index swaps and 

the other was trialing commodity index swaps, see Table 3.1.  Interviews were conducted 

between January and October 2012. I coded the data for several key words and then 

qualitatively assessed how the informants use them in each instance. 

 This study also estimates the statistical relationship between commodity futures 

speculation and commodity prices using quantitative data. Chicago Board of Trade 

(CBOT), Kansas City Board of Trade (KCBT), and Minneapolis Grain Exchange 
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(MGEX) commodity futures’ data were selected for this analysis because these are the 

main commodity futures markets in the US and are used by commodity exchanges 

globally as a benchmark for setting regional prices.  Price and trading data was obtained 

from the US Commodity Futures Trading Commission (CFTC), the Agriculture and 

Horticulture Development Board (AHDB), and the Food and Agricultural Organization 

(FAO) of the United Nations.  Iteratively Reweighted Least Squares (IRLS) regression 

was chosen for the analysis because it is a robust form of linear regression that minimizes 

the impact of outliers making its estimates more reliable than Ordinary Least Squares 

(Green 1984).  The purpose of the regression analysis is to support the discussion on 

biofinancializations by linking financial speculation with food price volatility.  The 

regression analysis examines how financial speculation influences the price of key food 

commodities such as corn, wheat and soybeans on the CBOT, KCBT and MGEX.  Pre-

regression analysis results show that CBOT, KCBT and MGEX futures contract prices 

are highly correlated (p<0.01) with the FAO’s (2015) grain and food price indexes.  This 

strong and statistically significant correlation makes sense because CBOT, KCBT and 

MGEX futures contract prices are a benchmark by which regional food prices around the 

world are determined.  This means that what happens to CBOT, KCBT and MGEX 

futures contract prices also affects global food prices.  The regression analysis tests the 

statistical link between financial speculation and food price volatility on which the core 

argument of this paper turns.  
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Table 3.1: Key Informants  
No. Type Sub-type Region  Informant #  Organization(s) Position Type Location 

1 Agriculture finance US 12 Minneapolis Grain Exchange Executive Minneapolis 

2 Agriculture finance US 14 Minneapolis Grain Exchange Executive Minneapolis 

3 Agriculture commerce Canada 7 CP Rail  Director Minneapolis 

4 Agriculture processor Canada 25 Weston Ltd Executive Toronto 

5 Agriculture processor Canada 26 Weston Ltd. Analyst Toronto 

6 Agriculture production Canada 3 Minneapolis Grain Exchange & wheat industry Director Winnipeg 

7 Agriculture production Canada 6 Agrium Director Calgary 

8 Finance 
 

US 4 S&P DowJones Executive Washington, DC 

9 Finance 
 

Canada 8 RBC Dominion Securities & Canadian commodity firm  Executive London, Ont 

10 Finance 
 

Europe 18 Hedge fund #1 Portfolio Manager Geneva 

11 Finance 
 

Canada 28 Friedberg Mercantile Group Trader Toronto 

12 Finance 
 

Canada 1 RBC Dominion Securities & Canadian commodity firm Executive Toronto 

13 Finance 
 

Canada 10 RBC Dominion Securities Executive Toronto 

14 Finance 
 

US 16 Hedge fund #2 President Atlanta, Georgia 

15 Finance   US 22 & 23 Goldman Sachs Director New York 

16 Governmental 
 

US 27 CFTC Director Washington, DC 

17 Governmental 
 

US 17 CFTC Former Commissioner Washington, DC 

18 Governmental   Europe 24 UNCTAD Analyst Geneva 

19 Institutional Investor 
 

US 15 California pension fund #1 Analyst Sacramento, Calif. 

20 Institutional Investor 
 

US 2 California pension fund #1 Executive Sacramento, Calif. 

21 Institutional Investor   US 19 California pension fund #2 Executive Sacramento, Calif. 

22 Agriculture 
 

Canada 21 Canadian Federation of Agriculture Director Ottawa 

23 Governmental   US 11 Federal Deposit Insurance Corporation Analyst Washington, DC 

24 Governmental 
 

Canada 13 Parliament of Canada Federal MP Ottawa 

25 Governmental 
 

US 20 U.S. Department of Agriculture Analyst Washington, DC 

26 Independent Analyst   US 9 Independent analyst  Analyst New York 

27 Non-Governmental 
Watchdog   US 5 Washington think-tank Analyst Washington, DC 
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Table 3.2: Summary Statistics 

Variable Obs Mean 
Std. 
Dev. Min Max 

CBOT Wheat Price 103  645   148   374   1,096  
KCBT Wheat Price 89  694   163   464   1,148  
MGEX Wheat Price 103  745   216   451   1,773  
CBOT Corn Price 103  494   150   230   804  
CBOT Soybean Price 103  1,160   277   542   1,695  
CBOT Soybean Oil Price 103  43   10   24   64  
CBOT Soybean Meal Price 103  342   87   160   531  
      
FAO Food Price Index 103  191   31   125   240  
FAO Cereal Price Index 103  199   41   113   268  
FAO Oil Price Index 103  195   46   108   287  

CFTC Swap Reports 
     

Index Swap Dealers CBOT Wheat  65  179,508   29,082   132,000   232,000  
Index Swap Dealers KCBT Wheat  65  39,246   11,520   18,000   60,000  
Index Swap Dealers CBOT Corn  65  392,354   48,773   227,000   466,000  
Index Swap Dealers CBOT Soybeans  65  167,154   23,436   97,000   197,000  

CFTC Commitment of Traders (COT) Reports      

Index Swap Dealers CBOT Wheat  103  139,069   30,567   79,118   194,073  
Index Swap Dealers KCBT Wheat  103  27,395   8,309   10,448   46,382  
Index Swap Dealers MGEX Wheat  103  1,700   1,526   (125)  4,684  
Index Swap Dealers CBOT Corn  103  283,766   66,738   164,971   405,614  
Index Swap Dealers CBOT Soybeans  103  106,385   30,295   49,661   178,819  
Index Swap Dealers CBOT Soybean Oil  103  70,849   15,362   32,935   101,316  
Index Swap Dealers CBOT Soybean Meal  103  17,581   16,258   (6,082)  54,864  
Hedge Funds CBOT Wheat  103  1,399   33,347   (67,536)  70,624  
Hedge Funds KCBT Wheat  103  21,846   15,501   (5,766)  57,972  
Hedge Funds MGEX Wheat  103  7,240   4,611   (3,397)  17,488  
Hedge Funds CBOT Corn  103  154,221  107,547   (90,999)  386,489  
Hedge Funds CBOT Soybeans  103  89,581   57,466   (39,576)  228,041  
Hedge Funds CBOT Soybean Oil  103  14,937   32,526   (56,139)  78,795  
Hedge Funds CBOT Soybean Meal  103  35,627   26,040   (46,411)  89,979  
Producers & Merchants CBOT Wheat  103  (110,388)  41,847   (195,536)  (5,704) 
Producers & Merchants KCBT Wheat  103  (47,572)  20,591   (102,864) (11,306) 
Producers & Merchants MGEX Wheat  103  (10,342)  5,973   (23,266)  1,610  
Producers & Merchants CBOT Corn  103  (390,491) 158,126   (731,192) (45,357) 
Producers & Merchants CBOT Soybeans  103  (176,720)  84,025   (324,870)  51,520  
Producers & Merchants CBOT Soybean Oil  103  (96,419)  46,381   (183,362)  (8,164) 
Producers & Merchants CBOT Soybean Meal  103  (71,280)  40,095   (135,460)  29,928  

Sources:  CFTC (2015), FAO (2015), AHDB (2015) 
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Any clear statistical connections are likely to be understated by these estimations.  The 

CFTC data under-report the activity of index swap dealers and hedge funds because they 

only include direct investment in futures do not include Over The Counter (OTC) 

commodity investments, which are unregulated.  The data also includes only reportable 

positions in the COT reports, which represent “70 to 90 percent of the total open interest 

in any given market”(CFTC 2015).  Table 3.2 presents descriptive statistics for the 

quantitative data. 

 The purpose of the interviews is to triangulate the findings of the regression 

analysis and to delve deeper into how and why commodity index speculation became 

popular amongst institutional investors in the mid-2000s.  The other purpose of the 

interview data is to show how financial distance is both an outcome of financial 

specaultion by index swap dealers and hedge funds but also a key attribute of commodity 

index swaps. 

 

Results 

i) Biofinancialization – Connecting Financial Speculation to Global Food Prices 

The IRLS regression model results show that index swap dealer and hedge fund 

speculation is statistically linked to food prices between June 2006 and December 2014, 

see Table 3.3. The sign of the coefficients for nominal prices indicates the average 

direction that index and hedge fund speculators influenced prices (up or down) over the 

time period measured.  The overall effect of speculation, however, is increased price 

volatility.  The regression results show that index swap and hedge fund speculation both 

positively contributed to the month-to-month price volatility.  
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Table 3.3: Iterative Reweighted Least Squares (IRLS) Regression Results 

Dependent Variable June 
2006 - Dec. 2014 Independent Variable 

Month-to-Month Change in 
Nominal Prices Nominal Prices 

t F Endogeniety? t F Endogeniety? 

CBOT Wheat Price Index Swap Dealers (Swap Report) 1.47 2.17 no 2.13** 4.53 no 

CBOT Corn Price Index Swap Dealers (COT Report) 3.30*** 10.87 no 5.38-
*** 28.94 no 

CBOT Soybean Price 3.98*** 15.83 no - - 0.16* 
MGEX Wheat Price 

Hedge Funds 

3.60*** 12.93 no 1.06 1.12 no 
CBOT Corn Price 4.18*** 17.47 no 5.94*** 35.31 no 
CBOT Soybean Price 2.83*** 7.99 no - - 0.18** 

CBOT Soybean Oil Price 5.17*** 26.69 no 0.18 0.03 no 

KCBT Wheat Price Index Swap Dealers - - 0.20-** 1.03 14.64*** no 
Hedge Funds - no 5.36*** no 

CBOT Corn Price Index Swap Dealers 3.80*** 18.07*** no 6.42-
*** 46.32*** no 

Hedge Funds 4.68*** no 7.10*** no 

CBOT Soybean Oil Price 
Index Swap Dealers 2.06** 

16.66*** 
no 4.09*** 

8.39*** 
no 

Hedge Funds 5.01*** no 0.47- no 
*Indicates statistical significance at 10%, ** significance at 5% and *** significance at 1%. Sources:  CFTC (2015), FAO (2015), AHDB (2015)
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The results from the IRLS regression show that hedge funds are statistically linked to the 

price of KCBT Wheat and that swap dealers are statistically linked to the price of CBOT 

Wheat.  The results for the change in nominal month-to-month prices are much clearer.  

These results show that swap dealers and hedge funds significantly influenced the price 

volatility of CBOT Corn, CBOT Soybean, CBOT Soybean Oil, and MGEX Wheat.  The 

strongest link between financial speculation and price volatility was found for CBOT 

Corn and CBOT Soybean Oil, to which both hedge funds and swap dealers contributed.  

 The interview data coincide with the results discussed above and yield insight into 

how and why food became financialized using commodity index swaps and hedge funds.  

Systemically, informant 8 (a former RBC executive and Grain Company affiliate) 

explains that commodity futures trading began to change in the 1970s.   

[I]t started in the seventies and when things started to slow and drag a little bit, the 

commodity guys in Chicago invented options on stocks. And that is part of where the 

market originated and why it originated in Chicago by traders who saw their volume 

of business decline. (No. 8) 

Interestingly, the Informant distinguishes between the type of volatility in the past and 

now.  Price volatility used to be linked to commodity production and supply resulting 

from like factors like weather, they explain, now it is “created in the markets”, in 

particular commodity futures markets.  In commodity futures markets, Informant 1 (a 

former senior executive with RBC Dominion Securities) explains, “the new game has 

been basically financial demand for commodities” (No. 1).  They explain: 
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Now, it’s not so new to the extent that if you take a look at gold markets and silver 

markets, it’s one of the most instructive…  Another good example of that happening 

is just in the sub-prime crisis when all of these structures that everybody talked about 

were all based on housing prices not going down by 8 per cent… Another instructive 

thing that prepared me to deal with this whole phenomena is when I had to deal with 

it was just the problems in emerging markets…. it’s the same problem that the main 

street versus wall street, this whole issue as to you know the notional of financial 

instruments is greater than the sum of the economy.  And that’s what really drives a 

lot of what happens in the spikes… it’s been more that there has been financial 

buying (No. 1) 

Informant 1 observed that food price volatility has been fuelled by “tremendous short 

term flows of money” (No. 1).  Traditionally food was not the subject of financial 

speculation like gold or more recently oil, one informant explained, because “while it 

may be a strong demand, people are going to starve etc, it’s not, it’s a [good] store value” 

(sic, No. 1).  They explain that it wasn’t until the mid-2000 that commodity speculation 

took off: 

[I]n agricultural commodities… it’s newer, people haven’t viewed it as such and it’s 

only been in the last seven or eight years when people started to see shortages and 

the usual try to store it. (No. 1) 

The impact has had diverse effects.  Informant 24, from UNCTAD, explains the global 

implications of the food price volatility since the mid-2000s: 



	   80	  

[T]he impact has been very diverse, but mostly consumers have been hit, industry 

large producers have benefitted, small producers did not really benefit, physical 

traders did not care, investors benefitted, investment banks, they benefitted. (No. 24) 

 

ii) Financial Distancing 

The abstraction of agricultural commodities from their physical form 

Cognitive distancing is tied up with the conceptual and technological abstraction of food 

commodities from their material form.  Informant 3, an MGEX director who works in the 

wheat industry, explains: “[y]ou’re just numbers on a screen”.  Technology has not only 

made transaction times shorter and trading volumes large, they explain, it has also 

cloaked the identity buyers and sellers behind a layer of technological and symbolic 

abstraction. 

I think certain aspects of the market are less transparent because of electronic 

trading.…We are a large trader and we feel much more comfortable trading 

electronically than we did in the old days on a telephone if that makes sense because 

when we put in large orders, people could figure out where those large orders were 

coming from and who might be doing that and what direction the market might be 

going. Now, you look at a screen and you see numbers that are moving up and down 

but you don’t know if that’s investment funds or a large commercial taking positions, 

some combination. (No. 3) 

Informant 10, another executive with RBC Dominion securities explains, that 

increasingly investment is done using computer algorithms.  These algorithms instruct 
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speculators on what, when, and how many commodities to buy/sell based on a series of 

preprogrammed profit making and trading criteria.  

[Y]ou’re just basically buying and selling where the system says you should be 

buying and selling… Where it used to be, I think soybeans are going to go higher 

because the South American crop is suffering or isn’t suffering stress (No. 10) 

In addition to this technological abstraction, commodity index speculation facilitates 

cognitive distancing by fetishizing the abstracted qualities of commodity derivatives.  

Fetishized narratives about the financial attributes of “inflation protection” and 

“commodity exposure” appeared throughout the interview data with institutional 

investors.  Informant 2, a Chief Investment Officer for California pension fund, explains 

for example: 

We look at it as an investment that would have a potential link to inflation, not 

perfect but a link…. but it is one of the few vehicles that would allow us to gain 

exposure to potential changes so that is why we’re testing it. (No. 2) 

Informant 19 is the President of a large California pension fund and similarly explains, 

[C]ommodities have been a stabilizing piece for us. We are not huge in the market, 

for some people it’s huge- we’re looking at a ten billion dollar area- we think that 

can be easily digested by the market. At the same time, some folks see that as a huge 

number but for us comparatively speaking it is a small number for our system. So we 

see that as a part of our asset class moving forward that we see gaining some ground 

(No. 19) 

The objective of the pension fund is profit maximization using financial returns. 
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[W]e’ve got some of the best professionals in the industry working here and they’re 

obviously keeping their eye on the prize as they want to maximize returns for our 

organization. So at any given time we may be pulling money out of that, putting 

money back in as our experts are looking at the future. (No. 19) 

The theme that pulls these three quotes together is the fetishization of commodity index 

swap speculation as having financial attributes that are divorced from the material 

attributes and value of their underlying food commodities. 

 

Increasing the number of speculative owners between farm and plate 

The incursion of swap dealers and hedge funds into US agricultural futures markets 

increased the number of speculative commodity owners between farm and plate.  While 

commodity speculators have always been an integral part of commodity futures markets, 

the surge of speculative fervor amongst institutional investors increased the number 

speculators participating in the market.  Informant 1 uses the concept of liquidity to US 

commodity chains before and after the entrance of index swap dealers and hedge funds in 

the mid-2000s.  

I would say these markets were reasonably liquid. They were working for the buyer 

and the seller in the commodity. I think the financial player is in it on a different 

basis. He has got a view, a speculative view on the market. Most of the other people 

in that market have a view and part of it’s speculative but more of it is the 

commodity players, the financial players in commodities are much more speculative. 

I don’t see a huge benefit from the pure financial demand… It creates notional 

[value] without a backing, that’s the problem (No. 1, sic). 



	   83	  

Figures 3.4 through 3.7 illustrate the size of the speculative positions taken by index swap 

dealer and hedge fund middlemen measured in net futures contracts for CBOT Wheat, 

KCBT Wheat, CBOT Corn and CBOT Soybean Oil.  The figures show that as 

middlemen, swap dealers and hedge funds speculatively bought and sold hundreds of 

millions of bushels of food (ex. CBOT Wheat 175,000 contracts x 5,000 bushels = 875 

million bushels).  They also show that swap dealers and hedge funds, alone, account for 

the vast majority of reportable commodity speculation on US commodity futures, by 

buying and selling as many commodities as being sold by genuine producers and hedgers. 

The figures indicate the size of the middlemen positions taken by hedge funds and swap 

dealers.  While data prior to 2006 is unavailable for this project, data from the US Senate 

Investigations Committee (USS) indicates that prior to the mid-2000s swap dealer and 

hedge fund speculation was minimal (USS 2009).  This means that food trading on US 

agricultural futures markets since the mid-2000s are now likely to pass through the hands 

of swap dealers and hedge funds between the stages of production and wholesale as they 

pass through commodity futures markets.  While the incursion of swap dealers and hedge 

funds into futures markets pushed some small and medium hedgers out of participating in 

futures trading, they increased the distance commodities traded on the CBOT must travel 

between producer and consumer by adding a new layer of speculative owners along the 

commodity supply chain.  Small speculators not captured by the CFTC data in Figures 

3.4 through 3.7, and medium-sized speculators captured by the “other reportable 

positions” trade around these large traders and play the traditional role of providing 

hedgers with sufficient liquidity.  Informant 26, a former commodity analyst with Weston 

Foods Ltd. (a Canadian miller and baker) explains,  
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Figure 3.4: CFTC data on Net Futures Contracts for CBOT Wheat, 2006-2014 

 
Note: the pink vertical lines denote when global food prices, measured by the FAO’s (2015) food price 
index, “spiked” in 2008, 2011 and again in 2013. Source: CFTC, (2015; available from: 
http://www.cftc.gov/files/dea/history/fut_disagg_xls_hist_2006_2014.zip) 
 
Figure 3.5: CFTC data on Net Futures Contracts for KCBT Wheat, 2006-2014 

 
Note: the pink vertical lines denote when global food prices, measured by the FAO’s (2015) food price 
index, “spiked” in 2008, 2011 and again in 2013. Source: CFTC, (2015; available from: 
http://www.cftc.gov/files/dea/history/fut_disagg_xls_hist_2006_2014.zip) 
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Figure 3.6: CFTC data on Net Futures Contracts for CBOT Corn, 2006-2014 

 
Note: the pink vertical lines denote when global food prices, measured by the FAO’s (2015) food price 
index, “spiked” in 2008, 2011 and again in 2013. Source: CFTC, (2015; available from: 
http://www.cftc.gov/files/dea/history/fut_disagg_xls_hist_2006_2014.zip) 
 

Figure 3.7: CFTC data on Net Futures Contracts for CBOT Soybean Oil, 2006-2014 

 
Note: the pink vertical lines denote when global food prices, measured by the FAO’s (2015) food price 
index, “spiked” in 2008, 2011 and again in 2013. Source: CFTC, (2015; available from: 
http://www.cftc.gov/files/dea/history/fut_disagg_xls_hist_2006_2014.zip) 
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so we ended up having to take on a huge loss, when it came down, even though, we 

were trying to mitigate risks (No. 26). 

They explain, 

Weston makes a lot of bread and pastries. We identify the amount and volume of 

pastries that we will be making during the year, and then subsequently identify how 

much flour that will require…. We also [do] the same thing with sugar, soybean 

oil… [and] natural gas heating oil (No. 26). 

The cost of these new speculative middlemen on traditional hedgers, like Weston, are 

passed on to consumers the informant explains: “at the end of the day…. it is the 

customer who has to pay for that” (No. 26).    

 

Discussion 

The data analysis shows that a causal link exists between financial speculation and food 

price volatility between 2006 and 2014.  The results of the regression analysis show that 

index swap and hedge fund speculation using CBOT Wheat and CBOT Corn futures 

significantly influence the price of these commodities. The data coincide with the 

conceptual model in Figure 3.2 that illustrate how swap dealers and hedge funds enter US 

agricultural commodity chains through Chicago Board of Trade.  Speculators bid prices 

up and down by buying and selling large swaths of futures’ contracts and these costs 

were passed onto consumers.  These data support the notion that swap dealers and hedge 

funds have, and continue, to offer institutional investors food speculation as part of a 

financial fix to a crisis in accumulation caused by falling rates of investment return in the 

global north.  It subsequently supports the notion that the financialization of food by 
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index swap dealer and hedged funds using US commodity futures markets is a variety of 

what French and Kneale (2012) call biofinancialization because the commodities being 

speculated on are food, and food is connected to consumptive embodiment in a way that 

few other commodities, other than water, are (Guthman and DuPuis 2006).  

 Index swap dealers and hedge funds further ‘distance’ financial speculators from 

the food commodities being speculated on and food consumers.  The distance between 

investors and consumers partially manifest as technological abstraction.   Reducing 

people and commodities to “just numbers on a screen” (No. 3) diminishes the qualitative 

characteristics that distinguish people from commodities.  This informational and 

technological abstraction facilitates financial distancing because numbers “don’t bleed”; 

meaning, that numbers can conceal the people and commodities they represent 

(Livingstone 1992).  This technological abstraction, the interview data show, is 

exacerbated by trading algorithms that instruct traders when and what to trade and by 

computerized trading platforms that execute these trades automatically.  This 

financialization of food using commodity index swaps and hedge funds has given 

institutional and other investors greater perceived distance from the material source of 

their financial speculation.  While financial technology may increasingly connect global 

populations with financial speculators, distancing makes the connection between the two 

seem as far apart as ever.  

 The incursion of index swap dealers and hedge funds into US agricultural futures 

markets also created financial distance between producers and consumers.  These new 

middlemen add to the number of commodity owners along US supply chains by inserting 

themselves into the middle of these well-established agricultural markets that already had 
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a sufficient quantity of buyers and sellers (i.e. they were “liquid”).  The incursion of 

index swap dealers and hedge funds pushed some small and medium hedgers (i.e. millers, 

bakers, merchants etc.) out of futures trading while encouraging more speculators to enter 

the food speculation through futures markets to take advantage on the volatility.  

Volatility caused by large traders, the interview data suggests, encourages small and 

medium sized speculators (including hedge funds and algorithmic traders) to take 

advantage of the profit/loss making potential of large price movements. This layer of 

middlemen adds a new layer of owners between producers and merchants that are selling 

grain and the bakers, millers, and processors that prepare the grains for consumption.  

 Through the lens of ‘biofinancialization’ and financial ‘distancing’, the 

financialization of food by index swap dealers and hedge funds can be understood as 

having embodied and psycho-social consequences.  On one hand, the financialization of 

food has an embodied impact on food vulnerable populations whose lives (bios) depend 

on access to the underlying food commodities.  On the other, the financialization of food 

by index swap dealers and hedge funds increases the distance commodities must travel 

from farm to plate.  The fetishism that commodity index swaps and hedge funds facilitate 

is the belief that financial profit can be earned from commodity speculation with little or 

no impact.  Marx ([1885] 1992; [1894] 1991) shows that this is not possible because 

capitalist profit is a social-cultural construct that is entwined with social and material 

production.  Disconnecting the link between the primary social (people) and material 

(commodities) impact of financial speculation allows the profit generated from index 

swap and hedge fund speculation to appear as though it is generated magically by a 

mixture of financial and technological complexity.  This mystification invites incorrect 
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explanations of what financial profits are generated by, such as “financial complexity” or 

blackbox concepts such as ‘the market’ (Cetina 2006; Christophers 2009). 

 The distancing effect that index funds and hedges funds have is not only 

informational it is moral.  This is important for institutional investors such as pension 

funds who increasingly have moral, social, and ethical mandates from their members, 

such as divestment from the fossil fuel industry for example (Staub-Bisang 2013).  The 

main implication of this study is that institutional investors should think critically about 

how they use commodity index speculation and hedge funds as a way of generating 

financial earnings through food speculation.  

 

Conclusion 

The concepts biofinancialization and distancing can help shed light on what makes food 

speculation by swap dealers and hedge funds a novel form of financialization.  

Biofinancialization is a way of understanding commodity futures’ speculation by hedge 

funds and swap dealers as an embodied spatial fix to a crisis in Western capital 

accumulation.  What makes this financial fix embodied is that commodity being 

financialized is food, and food is embodied in a way that few other commodities are 

(Guthman and Dupuis 2006).  The results of the data analysis show that financial 

speculation has contributed to U.S. and global food price volatility between June 2006 

and December 2014.  This speculation took place using U.S. commodity futures markets, 

primarily the Chicago Board of Trade (CBOT), but also through the KCBT and MGEX, 

and affected current food prices globally.  The global effect is estimated by the FAO food 

price index, which is highly and significantly correlated with CBOT, KCBT, and MGEX 
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prices.  This correlation has do with the US’s dominant global position in setting 

agricultural commodity prices and the centrality of the Chicago Board of Trade (CBOT) 

to the establishment of modern commodity futures trading (CME 2015; Munshi 2014).  

What makes these forms of food speculation unique is their use of increasingly 

sophisticated financial derivatives to perform the speculation.  Increasingly sophisticated 

financial instruments, in this case index swaps and hedge funds, facilitate the perception 

that food commodities can be speculated on little or no material impact through the 

wizardry of financial complexity and abstraction.  This aspect of financial distancing 

obscures the connection between speculators and consumers.  The incursion of swap 

dealers and hedge funds into commodity futures’ speculation also increased the distance 

between producers and consumers by adding a layer of speculative middlemen into well 

established US agricultural supply chains.  The implication of this incursion is that swap 

dealers and hedge funds play an influential role in determining US and global food prices 

through commodity futures’ markets. 
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CHAPTER 4: PUBLIC INTELLECTUALS AND THE MARKET: EXAMINING 

THEIR INFLUENCE IN PROMOTING, REGULATING AND NORMALIZING 

COMMODITY INDEX SPECULATION 

Introduction1 

This paper investigates the ideological role that public intellectuals and ‘the market’ have 

played in the governance of food speculation by commodity index funds (index swaps) 

and hedge funds since the mid-2000s.  Global food prices started rising precipitously in 

2006, then in 2008 food prices rose dramatically before plummeting and dramatically 

rising again in 2011, see Figure 4.1 (Trostle 2008; Trostle et al. 2011).  Several theories 

have been put forth to account for this unusually high price volatility.  Among the 

frequently cited contributing factors are population increases, increases in per capita 

consumption, supply-reducing crop failures, energy prices, biofuel production, and 

financial speculation have all been suggested as probable causes (Lagi et al. 2011; Gilbert 

2010). Production and consumption data indicate, however, that changes in population, 

increases in per capita consumption, and changes in production/supply did not contribute 

to these price fluctuations (FAO 2015; World Bank 2015; Lagi et al. 2011; Mayer 2012; 

Gilbert 2010).  Data also show that fluctuations in global energy prices had little effect on 

staple agricultural prices, and that biofuel production cannot account for the acute spike 

in global food prices that occurred in 2008 and 2011 (Gilbert 2010; Mayer 2012).  

Overall, the literature increasingly shows that financial speculation has significantly 

contributed to global food price volatility since the mid-2000s by speculating on US 
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commodity futures for commodities such as wheat, corn, and soybeans (Tadesse et al. 

2014; Lagi et al. 2011a; 2012; Gilbert 2010; Mayer 2012). Increased global food price 

volatility drives up the street price of food increasing food insecurity and hunger in places 

like Mexico and Afghanistan (D’Souza and Jolliffe 2012; Valero-Gila and Valerob 2008; 

Barrett 2013).  In some places, such as Egypt and Libya, rising food price spikes sparked 

food riots in 2008 and 2011 (Lagi et al. 2011a; 2011b; 2012)  

 The problem with the existing literature on the link between financial speculation 

and food price volatility is that it is dominated by positivistic approaches and quantitative 

data analysis.  What this literature misses as a result are the key people involved in the 

production and regulation of food speculation and how food speculation is a social-

cultural practice embedded in the political economy.   

Figure 4.1: FAO Global Food Price Indexes 1990-2015 

 
Note: the vertical lines denote when global food prices, measured by the FAO’s (2015) food price index, 
“spiked”. The first price spike occurs in 1996 in response to the 1995-1996 U.S. Midwestern drought, 
which caused a 26% decline in U.S. grain production and a 75% reduction in U.S. grain stocks (Light and 
Shevlin 1996).  The subsequent spikes occur in 2008, 2011 and again in 2013. Source: FAO (2015). 
 
This paper offers a different perspective by adopting a heterodox approach to the 

question: is financial speculation connected to food price volatility? This question is 
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examined using qualitative interview data.  The heterodox framework combines the 

Gramsci’s ([1971] 2010) concept of hegemony with the concept of performativity.  

Performativity frames social-cultural phenomena as the rhetorical and material 

construction and reproduction of (financial) practices and norms by individuals and 

groups through performance (Callon 2010; Callon and Muniesa 2005; Langley 2010).  

For Gramsci ([1971] 2010), hegemony is the inflationary power of social discourse 

without the application of force for the purpose of soliciting compliance/consent from 

subjects (Arrighi 2005).  Performativity is used to frame financial speculation and market 

governance as social phenomena that are actively performed, reproduced, and negotiated 

between people operating within the capitalist hierarchical social-cultures structures that 

Gramsci’s ([1971] 2010) hegemony implies. Hegemony is used to situate this 

performance within the political economy and to understand the role that public 

intellectuals play in the production of maintenance of information in the political 

economy.  The conceptual contribution of this paper is that it frames commodity index 

speculation and governance as actions that are performed rather than something that is an 

inevitable and natural consequence of capitalist globalization in the twenty-first century.  

The empirical contribution of this paper is that it exposes the key ideological role that 

public intellectuals and the market play in the proliferation and regulation of food 

speculation using commodity index swaps.   

 This paper begins with a brief review of the literature on commodity index 

speculation and its regulation in the United States followed by conceptual framework that 

combines the concepts of hegemony and performativity.  Finally findings from the 

interview data and a discussion of the findings are presented.  The findings from in-depth 
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interview data with key informants show that public intellectuals and the market play 

powerful roles in promoting, regulating, and normalizing commodity index speculation.   

 

Commodity Index Swaps and Food Speculation 

‘Index funds’, also known as commodity index swaps, are a financial derivative that large 

institutional investors such as pension funds can purchase from a swap dealer, like 

Goldman Sachs.  The swap dealer takes the investor’s money and, for a fee, divides the 

money up and invests it across a diversified portfolio (like a mutual fund) of commodity 

futures contracts and treasury bills in weighted proportions that are spelled out in the 

swap contract.  Index funds do not typically invest clients’ money in physical 

commodities, although some do (Dunsby and Nelson 2010; Greer 2000; Gorton and 

Rouwenhorst 2006).  Commodity index swaps invest clients’ money in commodity 

futures contracts instead of physical commodities because futures do not need to be 

physically stored or transported.  Futures can also be bought and sold using margin 

accounts.  Margin accounts let a buyer and a seller enter into a futures contract, so long as 

each deposits a fraction (10%) of the value of the contract in a margin account (10%) 

until the contract expires and results in physical commodity exchange and full payment.  

This means that buyers and sellers enter into contracts for future commodity sales today, 

creating two prices for these commodities: the current price and the future price.  

 Global food price volatility began around the time that Gorton and Rouwenhorst 

(2004; 2006) recognized that commodity index swaps were an underexploited area of 

financial speculation that could be marketed to institutional investors.  Gorton and 

Rouwenhorst (2004; 2006) show that an equally-weighted commodity index, similar to 
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the S&P GSCI, and argue that commodity index swaps can help shield investors from 

inflation and provide good counter-cyclical investments to stocks and bonds (Gorton and 

Rouwenhorst 2004).  Prior to highlighting commodity index swaps, Gorton was the lead 

CDS risk consultant to AIG Financial Products before the US Mortgage Crisis (FCIC 

2011).  In the wind up to the mortgage crisis, Gorton predicted “with 99.85% confidence” 

(FCIC 2011: 267) that “owners of the super-senior tranches of the CDOs insured by AIG 

Financial Products would never suffer real economic losses” (FCIC 2011: 267).  Like 

Gorton’s arguments on subprime mortgage derivatives, his arguments index funds have 

also been highly influential (Gordon 2006; Idzorek 2006; Stockson 2006; Sesit 2004; 

Rogers et al. 2005; Shemilt and Unsal 2004).  Gorton and Rouwenhorst recently affirmed 

their findings on the benefits of commodity index speculation in the co-authored paper by 

Bhadwaj et al. (2015: 1), which argues “ten years later, we find that our conclusions 

largely hold up”. 

 Till and Gunzberg (2005) make a similar argument for hedge funds.  They argue 

that index speculation by hedge funds can generate anything from reliable insurance-

premium like profits to large equity like profits. 

If an absolute-return investor finds that the arguments for a potential increase in 

spotcommodity prices are plausible, then that investor should consider either a 

commodity index investment or an actively managed long-only commodity vehicle 

as part of their overall portfolio. (Till and Gunzberg 2005: 12) 

 When concerns about speculation increasing food price volatility were raised 

Irwin et al. (2009b) argued that there is no causal or empirical connection.  The main 

drivers of commodity price volatility, Irwin et al. (2009b) argue, are demand, monetary 
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policy, biofuel production, and production shortfalls, in line with other mainstream 

neoclassical economists like Krugman (2008)  The authors conclude that limiting the 

participation of large financial speculators such as index swap dealers “would rob the 

markets of an important source of liquidity and risk–bearing capacity” (Irwin et al. 

2009b, 389).  Irwin et al. (2009b) are not only saying that commodity index speculation is 

unrelated to commodity price volatility, but that they believe limiting commodity 

speculation by index swap dealers would be bad for the entire US agrifood regime (Irwin 

et al. 2009b; Irwin and Sanders 2010; Sanders et al. 2010; Irwin et al. 2011).  They repeat 

this conclusion in their highly circulated OECD report:  

[L]imiting the participation of index fund investors could unintentionally deprive 

commodity futures markets of an important source of liquidity and risk-absorption 

capacity at times when both are in high demand (Irwin and Sanders, 2010: 1) 

Irwin and Sanders (2010) and Irwin et al. (2009a) are cited by the CFTC (2016) as 

contributing to the rationale of “the CFTC’s rule on position limits for futures and 

swaps”.  This is important because in 2010 the CFTC was compelled by the Dodd-Frank 

Act to impose stricter commodity position limits and regulate OTC swaps.  While the 

new rules were originally to be implemented by July 2011, the CFTC did not finalize the 

amendments until November 2011 because it received thousands of legal comments from 

index swap dealers and hedge funds regarding the proposed changes (Nasiripour 2012; 

Reuters 2012a).  New rules have yet to be finalized, let alone implemented, because the 

CFTC’s first set of proposed rule changes were rejected by a “federal court on the 

grounds that regulators had not properly justified them on economic grounds” (Rubin 

2016; Bloomberg 2016) 
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 Scholars from economics, political economy, government, and international 

development have levelled critiques of mainstream neoclassical perspectives led by Irwin 

et al. (2009a; 2009b; 2011).  Mayer (2009) argues, for example, finds an empirical 

connection does exist and argues swap dealers have the potential to move prices through 

the weight-of-money effect (Mayer 2009).  The weight-of-money effect means that when 

they buy and sell commodity contracts they move the price of these commodities up and 

down because they are trading large volumes (Mayer 2009).  Gilbert (2010) similarly 

argues that the behaviour of index funds had a statistically significant and persistent 

impact on soybean prices.  Gilbert (2010: 420) finds that “index futures investment was 

the principal channel through which monetary and financial activity have affected food 

prices over recent years” (Gilbert 2010: 420).  Robles et al. (2009), meanwhile finds, that 

the long (buy) and short (sell) positions of index funds had a statistically significant 

causal effect on the prices of wheat, corn, soybeans, and rice.  Lagi et al. (2011), finally, 

argue that speculators have had a destabilizing effect on commodity prices since the mid-

2000s and connect the influx of speculative money into commodity futures speculation to 

a crisis in US financial capital accumulation:  

The flows of capital in global markets can be traced from the financial crisis through 

our speculator model. Due to the collapse of the mortgage market and the stock 

market crash, investors moved money to the commodities market.  This resulted in 

boom-bust cycles, including in food and other commodities (Lagi et al. 2011: 7). 

 The critiques of Irwin et al. (2009b; 2011) have been largely empirical.  These 

critiques ignore the fact that Irwin et al.’s (2009b; 2011) conceptual analysis begins from 

the ontological perspective that prices are determined by the market (specifically, the 
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market’s supply and demand equilibrium).  This analytical assumption, that prices are 

determined through the market, runs through Irwin et al.’s (2009b; 2011) work.  The 

market is a pillar of neoclassical theory; wherein, commodity prices are determined by 

the equilibrium of supply given by sellers and demand given by buyers that enter into 

exchange under the conditions of perfect (or close to perfect) competition.  The problem 

with using the concept of the market as the explanatory price determination mechanism is 

that in reality prices are calculated by someone or something (e.g. an algorithm based on 

someone’s instructions) and this is historically determined by power (Langley 2010; 

Callon et al. 2005; Callon 2010).  The neoclassical concept of the market pays no 

attention to issues of power.  Specifically, the neoliberal construct of the market, adopted 

by Irwin et al. (2009b; 2011) pays no attention to who buyers and sellers are or to 

whether some buyers and sellers are more powerful (i.e., have more bargaining power) 

than others.  Its conceptual appropriateness is also undermined by the fact that since the 

mid-to-late twentieth century such trading has been dominated by large agrifood firms 

and are not competitive in the neoclassical sense (Araghi 2000; Heffernan 2000; 

Lewontin 2000; Clapp and Fuchs 2009; Murphy et al. 2012).   

 These critiques do not give adequate attention to role that public intellectuals play 

in promoting and regulating financial speculation.  Far from being benign analysts, 

Gorton and Rouwenhorst (2004; 2006; 2015) and Irwin et al. (2009a; 2009b; 2011) have 

played a significant role shaping the regulation and promotion of commodity index 

speculation using ideas from neoclassical economic theory.  Peck (2005) makes a similar 

case in his critique of Florida’s (2004) Schumpeter-inspired ideas for urban economic 

renewal, which were aggressively marketed to cash strapped post-industrial cities across 
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North America.  Peck (2005) not only takes issue with Florida’s (2004) analysis, but also 

how Florida’s (2004) work was packaged, marketed, and sold to struggling cities and 

municipalities in search of revitalization plan.  The role that Gorton and Rouwenhorst 

(2004; 2006) and Irwin et al. (2009a; 2009b; 2011) have played in the regulation and 

promotion of commodity index speculation, by contrast, remains under scrutinized but 

critically important for understanding the regulation and promotion of commodity index 

speculation. 

 

Conceptual Framework: Hegemony and Performativity 

The concepts hegemony and performativity bring into focus the role that actors such as 

public intellectuals and non-human actors such as ‘the market’ play in shaping 

government policy, financial speculation, and global food governance.  Governance 

refers to the management of social and economic activities of society, including the 

coordination of organizations, groups, and individuals (Gregory et al. [1981] 2009: 312).  

Governance is traditionally conceptualized as residing with the coordination and 

management role of state government(s), but is increasingly conceptualized as including 

neoliberal forms of governance where organizations, groups, and individuals coordinate 

the social and economic activities of society through market exchange (Gregory et al. 

[1981] 2009: 312).  The strength of performativity is that rather than conceptualizing 

governance as a disembodied mechanism of the state, governance is seen as a 

performance between actors negotiating their position in the social hierarchy.  

Performativity can also be used to examine the role of hegemonic concepts (such as the 

market and liquidity) and technologies (such as the stock-ticker) on the: practice of 
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regulation, geographical imagination, the construction of time-space, and the practice of 

finance (Callon et al. 2005; Callon 2010; Langley 2010; Christophers 2009). 

Performativity neither ignores the concepts of power and hierarchy by conceptually 

placing actors on an Euclidean plain of equal relations; nor does it prescribe false-agency 

to non-human actors.  It also does not imply that social cultural relations are scripted or 

teleological.  Instead, the concept of performativity indicates that relationships are 

actively performed by actors with different roles (Langley 2010; Callon 2010).  

 For Gramsci ([1971] 2010), hegemony is the legitimate social domination of 

workers by state and capitalist elites.  Hegemony describes both a hierarchy of power-

knowledge in the production of information, and the usage of information-knowledge to 

solicit compliance/consent from subjects. Gramsci ([1971] 2010) argues that the political 

economy not only involves the production and circulation of material commodities, but 

also the production and circulation of information.  The legitimate social domination of 

workers by state and capitalist elites is achieved with the aid of “intellectuals”.  While 

Gramsci ([1971] 2010) argues that every individual has intellectual capacity and deploys 

this capacity in the process of work, intellectuals refers specifically to individuals who 

have the societal function of producing, guarding, and verifying knowledge.  The 

intellectuals, Gramsci ([1971] 2010) argues, have historically played a vital subservient 

role to the production of hegemony and modes of government through the (re)production 

and circulation of information-knowledge (Gramsci [1971] 2010).  The information-

knowledge that intellectuals produce and circulate is vital for creating and maintaining 

compliance, as well as what is socially-culturally understood to be true/false and 

legitimate/illegitimate information-knowledge. 
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 There are several benefits associated with amending Gramsci’s ([1971] 2010) 

hegemony with the Foucaultian ([1978] 2007; [1979] 2008; [1982] 2005) concept of 

performativity.  On the one hand, Gramsci’s ([1971] 2010) concept of hegemony 

provides a framework for understanding the hierarchical relationship between actors, as 

well as way of understanding the role of public intellectuals.  On the other hand, Foucault 

([1972-1977] 1980; [1979] 2008; 2014) demonstrates how knowledge-power materializes 

as language, is performed through behaviour and communication, and can be analyzed 

using discourse analysis.  Foucault also outlines a character description for the rhetorical 

actor the neoclassical market.  Foucault ([1979] 2008) shows that the price-value 

relationship gives the rhetorical actor the market social-cultural legitimacy (Foucault 

[1979] 2008).  Under the rubric of capitalist social-cultural norms, Foucault ([1972-1977] 

1980; [1979] 2008) demonstrates that the market has and continues to be central to the 

production and verification of truths in neoclassical economic ideology.  The “theory of 

the price-value relationship” according “natural mechanisms”, he observes,  

[E]nables [the] production, need, supply, demand, value, and price to be linked 

together through exchange, the market constitutes a site of veridiction [i.e. truth]… a 

site of verification-falsification for governmental practice. Consequently, the market 

determines that good government is no longer simply government that functions 

according to justice. The market determines that a good government is no longer 

quite simply one that is just… [it]now means that to be good government[s]… ha[ve] 

to function according to [the] truth. (Foucault [1979] 2008: 32). 

 The tension associated with blending of Gramscian and Foucaultian concepts 

resides around their approach to the concepts of power and social structures.  For 
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Gramsci (1971 [2010]) power resides in the production of individual consciousness and 

societal control organized around the rubric norms regarding capitalist private property, 

governmence, and production.  For Foucault ([1972-1977] 1980; [1978] 2007; [1979] 

2008), (bio)power is synonymous with information-knowledge and materializes in the 

form of subjectivity and bodily governance.  While each frame the problem of power and 

social structures differently, their analysis overlap. While Foucault ([1972-1977] 1980; 

[1978] 2007; [1979] 2008) never references Gramsci ([1971] 2010) directly, key 

elements of Foucault’s ([1979] 2008) concept of apparatus, meaning “economic-juridical 

ensemble” (Foucault [1979] 2008: 163), resembles Gramsci’s ([1971] 2010) concept of 

hegemony.  Foucault ([1979] 2008) argues: 

The juridical gives form to the economic, and the economic would not be what it is 

without the juridical… instead of distinguishing between an economic belonging to 

the infrastructure and the juridical-political belonging to the superstructure, we 

should in reality speak of an economic-juridical order (Foucault [1979] 2008: 163). 

My interpretation of this is that Foucault ([1979] 2008) combines Gramsci’s ([1971] 

2010) concepts of civil society and political society in the concept of ‘the apparatus’ and 

broadens the meaning implied by the concept of hegemony beyond the political 

economy.  Based on this interpretation this paper proceeds using the concept of 

hegemony to frame how the political economy works and where commodity index 

speculation as situated in Anglo-American capitalism.  The concept of performativity 

aids in framing the role of individual actors.  The tension this heterodox approach 

encounters is the standing structure-agency debate in the social sciences.  Gramscian 

approaches of political economy emphasis social-cultural structures (in particular 
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hierarchical class relations), while Foucaultian approaches to political economy emphasis 

individual agency.  Structural approaches philosophically start from the position that 

individual choices, opportunities, and behaviours are shaped by social cultural norms; 

agency oriented approaches start from the philosophically the position individuals 

determine their choices, opportunities, and behaviours (Gregory et al. 2009).  Without 

getting into a protracted structure-agency debate (which is outside the scope of this 

article) I follow the lead of Callon (2010; Callon et al. 2005) and Christophers (2014; 

2009) in arguing that insights from both approaches can be fruitfully combined.  The 

heterodox approach taken in this paper frames peoples’ choices, opportunities, and 

behaviours as a product of bounded agency.  By bounded agency I mean the operation of 

individual agency within the confines social-cultural structures defined by society, which 

Evans (2007) previously coined for this purpose.   

 

Case Study & Methods 

My case study focuses on the incursion of US commodity index swaps (index funds) into 

US agricultural commodity futures markets.  I choose commodity index funds, also 

known as index swaps, because the bulk of the existing literature on financial speculation 

and food focuses on index funds (Irwin et al. 2009b; 2011; Sanders and Irwin 2010; 

2011).  I focus on US commodity speculation because the main commodity index funds 

are US-based and because the world’s most influential futures markets are located in 

Chicago, Kansas City, and Minneapolis, and index funds are known to speculate there.  I 

conducted 28 semi-structured interviews with key informants in: New York (Wall Street), 

Washington D.C., Ottawa, Toronto, Minneapolis, Winnipeg, Geneva, Calgary, Atlanta 
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(Georgia), and, Sacramento (California).  Key informants were selected based on their 

insider and expert knowledge about US commodity futures trading and commodity index 

speculation.  Informants were drawn from firms at the center of commodity index 

trading, such as Goldman Sachs, and the US regulator the CFTC, see Table 4.1.  I coded 

the data for names, places, events, and dates.  I also coded the transcript data for human 

and non-human actors involved in commodity futures exchange, financial speculation, 

and commodity futures’ governance.  Specifically, in the discourse analysis I coded the 

data for the following words and then qualitatively assessed how the informants use them 

in each instance. 

 The findings from the qualitative data provide a window into commodity index 

swaps that cannot be found elsewhere in the extant literature.  Other studies on 

commodity index swaps rely exclusively on quantitative data and statistical techniques to 

detect the connection between speculation and food price volatility.  Irwin et al (2011; 

2009b) have led these largely quantitative analyses.  The qualitative data used in this 

study sheds light on the factors that influence decision makers connected to food 

speculation using commodity index swaps.   
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Table 4.1: Key Informants  
No. Type Sub-type Region  Informant #  Organization(s) Position Type Location 

1 Agriculture finance US 12 Minneapolis Grain Exchange Executive Minneapolis 

2 Agriculture finance US 14 Minneapolis Grain Exchange Executive Minneapolis 

3 Agriculture commerce Canada 7 CP Rail  Director Minneapolis 

4 Agriculture processor Canada 25 Weston Ltd Executive Toronto 

5 Agriculture processor Canada 26 Weston Ltd. Analyst Toronto 

6 Agriculture production Canada 3 Minneapolis Grain Exchange & wheat industry Director Winnipeg 

7 Agriculture production Canada 6 Agrium Director Calgary 

8 Finance 
 

US 4 S&P DowJones Executive Washington, DC 

9 Finance 
 

Canada 8 RBC Dominion Securities & Canadian commodity firm  Executive London, Ont 

10 Finance 
 

Europe 18 Hedge fund #1 Portfolio Manager Geneva 

11 Finance 
 

Canada 28 Friedberg Mercantile Group Trader Toronto 

12 Finance 
 

Canada 1 RBC Dominion Securities & Canadian commodity firm Executive Toronto 

13 Finance 
 

Canada 10 RBC Dominion Securities Executive Toronto 

14 Finance 
 

US 16 Hedge fund #2 President Atlanta, Georgia 

15 Finance   US 22 & 23 Goldman Sachs Director New York 

16 Governmental 
 

US 27 CFTC Director Washington, DC 

17 Governmental 
 

US 17 CFTC Former Commissioner Washington, DC 

18 Governmental   Europe 24 UNCTAD Analyst Geneva 

19 Institutional Investor 
 

US 15 California pension fund #1 Analyst Sacramento, Calif. 

20 Institutional Investor 
 

US 2 California pension fund #1 Executive Sacramento, Calif. 

21 Institutional Investor   US 19 California pension fund #2 Executive Sacramento, Calif. 

22 Agriculture 
 

Canada 21 Canadian Federation of Agriculture Director Ottawa 

23 Governmental   US 11 Federal Deposit Insurance Corporation Analyst Washington, DC 

24 Governmental 
 

Canada 13 Parliament of Canada Federal MP Ottawa 

25 Governmental 
 

US 20 U.S. Department of Agriculture Analyst Washington, DC 

26 Independent Analyst   US 9 Independent analyst  Analyst New York 

27 Non-Governmental 
Watchdog   US 5 Washington think-tank Analyst Washington, DC 
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I interpret these data through the lens of my conceptual framework, which focuses on the 

role of public intellectuals and the market on these decision makers.  Rather than 

statistically tease out the connection between financial speculation and food price 

volatility, this analysis examines the discourse of key informants to identify the factors 

that influence the governance of food speculation using commodity index swaps. 

 

Results  

Gramsci’s intellectuals 

Several key informants mention either Gorton and Rouwenhorst’s (2004; 2006) or Irwin 

et al.’s (2009b) work by name as evidence of the benefits of index speculation and to 

support the view that financial speculation is unrelated to price volatility. Informant 4, an 

executive with S&P DowJones said, for example, 

I think what it goes back to… papers that were written around 2005 by Gary Gorton 

and the other fellow’s last name was Rouwenhorst, What Gorton and Rouwenhorst 

[(2004; 2006)] argued…was that it was possible to invest in commodities with so-

called loan-only positions and make positive returns; that the risk factors and the 

likely returns were roughly comparable to the equity market (No. 4) 

Informant 22, a senior executive with Goldman Sachs’ Global Investment Research 

Division in New York, cited Irwin et al. (2009b) as the experts on the relationship 

between financial speculation and price volatility.  The informant said: “I think you’ve 

read the stuff from prof Irwin at Illinois, he’s probably done the best empirical work on 

the academic side” (No. 22).  Informant 15 (an analyst with a California pension fund’s 

innovation research unit) similarly said the research group primarily relied the research of 
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Irwin et al. (Irwin et al. 2009b) when it came to forming an opinion on the link between 

financial speculation and increased global food price volatility. 

 Informant 17, a recently retired CFTC Commissioner who now works as a paid 

consultant for the financial industry, was also sceptical of the causal link between 

financial speculation and price volatility.  Informant 17 argued that this volatility was a 

consequence of supply and demand: 

In agricultural commodities I think it is by and large supply and demand and what 

we’re seeing is, especially in the agricultural sector a tremendous increase in demand 

as China becomes a wealthier nation.  (No. 17) 

The financial industry was unfairly blamed for increased commodity price volatility the 

informant argued because people are looking for “easy answers”.   

People look for a whipping boy, they look for answers that are easy answers but 

every time that people grill down, reputable economists like Paul Krugman will tell 

you it’s supply and demand. And if you can get somebody with those kind of 

credentials saying it boils down on energy prices for instance, that’s what is there at 

the end of the day. (No. 17) 

The informant’s reference to Paul Krugman refers to Krugman’s (2008) argument that 

commodity prices are determined by physical supply and demand and not speculation by 

hedge and index funds in commodity futures’ markets, in-line with the argument of Irwin 

et al. (2009a; 2009b; 2011).   
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The Market 

The findings from the interview data indicate that the market plays a central role in the 

regulation and governance of US commodity futures’ exchange.  Far from being a mere 

descriptor (of an object, event, subject or behaviour, for example), the market was found 

to play an independent explanatory role in causing prices to rise and fall.  Some 

informants conceptualized the concept of the market as an external force that compels 

buyers to raise and lower prices according to the market’s logic.  This was particularly 

true for the MGEX, Goldman Sachs, and California pension fund informants.  An 

informant from MGEX solidified this conceptualization in the metaphor of a machine 

that in the short-run acts like a “voting machine” and in the long-run behaves like a 

“weighing machine” (No. 3).   

[I]n the short term, the markets can be a voting machine. So, if you have large 

players come in it can vote on the price and they can take it in a certain direction. But 

in the long run, the markets tend to be a weighing machine, fundamentals mean more 

than what individual positions are so that eventually the price in the commodity 

markets will reflect supply and demand. But certainly I would agree that in the short 

term large players- whether they are investment funds, speculatives or commercials- 

can move the market. (No. 3) 

The market was also found to be entwined with the actor/concept of nature as 

exemplified by an informant from a California pension fund, who explicitly explains 

there are “natural owner[s]”, “natural investor[s]”, and “natural hedgers” (No. 2).  

 In some instances, the market emerged as a regulatory and sector ideal to be 

achieved.  Commodity futures markets, Informant 12 explains, are the closest thing to 



	   109	  

perfect markets.  In futures’ markets transactions occur only between “a willing buyer 

and a willing seller” and any intervention “can end up… distorting the marketplace. And 

that is why in general, free markets should be the way to go” they explain (No. 12).  The 

informant emphasizes the link between the market and ‘truth’.  Commodity futures’ 

markets, Informant 12 explains, 

[A]re a good source of true capitalism, in the sense that there is this true buyer and 

seller, no one is forced to buy, no one is forced to sell. That’s the value of the futures 

market being a price tool for steady price, because it helps determine the true price 

something should be (No. 12). 

The concept of “fundamental” economic forces comes up throughout the interview and 

generally refers to the neoclassical concept of market equilibrium.  Informant 12 explains 

that these fundamentals transcend the technological changes that have made commodities 

trading faster.   

There’s still people still trend lines with the same principles whether you are trading 

…same economic principles whether you trade quickly or not quickly, electronically 

or non-electronically (No. 12). 

These fundamental economic forces can cause price “volatility”, Informant 12 argues, 

which he distinguishes from price “exposure”.  The distinction between volatility and 

exposure is important because exposure, he explains, refers to price changes associated 

with geopolitical risk and changes/uncertainty in political governance.  Volatility, 

meanwhile, seems to refer to price changes associated with the “marketplace or logical 

explanation that can be tied to macro or micro economics” (No. 12).  The informant 

explains, 
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[1] price and volatility is one thing, [2] price and exposure is something else… [1] 

Price volatility I view it as what’s the degree of change from one day or one point in 

time to the next point in time. Is there any justification or explanation for that? Now, 

[2] prices can trend up and trend down over periods in time, meaning that just prices 

can go up and go down, now the price of gold will probably go up during times of 

marketplace uncertainty worldwide outside of the gold market, that is what drives 

gold price up or down. So, when the governments are unstable or something is going 

on in Greece, the Euro market… they’re worried about the [Strait] of Hormuz… 

that's a trend.  If you are talking about [1] price volatility why does one price jump 

on to the other in a day, there is usually some sort of explanation for that and its 

usually some sort of marketplace or logical explanation that can be tied to macro or 

micro economics (No. 12). 

A combination of ‘volatility’ and ‘exposure’ caused increased commodity price volatility 

since the early 2000s the informant argues.  The geopolitical shock to price volatility, 

they explain, ‘logically’ set the stage for prices to rise and for speculative volume of 

commodities trading to increase.  Informant 12 explains, that when Russia imposed an 

export ban in 2010 wheat prices were   

[G]oing to automatically be driven up because the same demand is still there but just 

a smaller crop and people have to put up the price. So there is very much a logical 

factor on the cash side price of what was happening in wheat in particular (No. 12). 

This automatic and logical factor that forces people to raise cash prices stems from the 

“fundamental” forces, they explain. 
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So, from a fundamental perspective we look at…well say, there is a lot of 

explanation for what is happening here. If you know that there is only going to be X 

amount of Christmas toys, you might want to be out there buying up.  If you bought 

one or two more, you might sell one and keep one and that is kind of what happens 

in the commodities business too, there are people that think there is a profit potential 

they might want to buy more and sell some later (No. 12). 

Index swap dealers took logical and financially prudent action he explains.   

[J]ust generally went in and bought, they were just kind of buyers, they weren’t 

active participants. They just were forecasting and could see just like you or me or a 

person on the street, if they see the information and can see that, hey there is a 

shortage of chocolates for Valentine’s Day, maybe we better buy some before the 

price goes up (No. 12). 

There is no rationale for position limits Informant 12 contends, and limits will distort the 

physical market prices. 

From our perspective, I don’t see the value of a position limit. I don’t see the 

justification for there being position limits… Trying to put an artificial cap on a price 

by trying to limit the position holders may help to distort what is going on in the cash 

market (No. 12). 

The US Commodity Futures Trading Commission (CFTC), Informant 12 said, suffered 

from several weaknesses.  

Price volatility happens for more than one simple reason, usually there is some very 

fundamental rationale for it, and then there’s the price micro effect as well…  we 

have the CFTC and just like speculators they don’t have a good understanding of 
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speculation or what that is yet, they don’t quite grasp what high frequency traders are 

(No. 12). 

 Informant 3 explains that markets are like machines.  In the short-term, markets 

act like a “voting machine” while in the long-run markets act like a “weighing machine”. 

[I]n the short term, the markets can be a voting machine. So, if you have large 

players come in it can vote on the price and they can take it in a certain direction. But 

in the long run, the markets tend to be a weighing machine, fundamentals mean more 

than what individual positions are so that eventually the price in the commodity 

markets will reflect supply and demand [of commodities, in particular participant-

populations]. But certainly I would agree that in the short term large players- whether 

they are investment funds, speculative or commercials- can move the market. 

Whether or not that move is sustained will depend on ultimately supply and demand. 

That remains true today, it was true 150 years ago and its going to be true 150 years 

from now (No. 3). 

 

The CFTC 

Regulators are needed, Informant 2 says, so that “computers and human emotion doesn’t 

get carried away”, however, it should not infringe on the property rights of “the natural 

owners” they contend.  The informant argues that limiting speculation would limit the 

ability of hedgers to hedge price risk by limiting the capital that individual speculators 

bring to the market to exchange for commodity futures contracts (with hedgers).  The 

capital that speculators have brought to these markets, the informant argues, has “done 

society a tremendous amount of good”. 
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[W]e know from practical life that you need circuit breakers in any kind of a market 

so that there is a pause. So that the computers and human emotion doesn’t get carried 

away. The flip side is you don’t want to create limits on the natural owners. So the 

natural hedgers are going to be the producers and the major users of that major 

underlying natural resource or physical asset and you don’t want to limit their 

exposure because at the end of the day those markets have been tremendous risk 

transfer for people and probably done society a tremendous amount of good (No. 2). 

The interview data further indicate that the CFTC plays an important but ineffective role 

in regulating US commodity futures trading.  The data show that index swap dealers have 

been relatively unaffected by CFTC position limits, not only because position limits for 

financial speculation are already high, but primarily because they have received 

exemptions from these limits.  Informant 27 argues that the position limits set by the 

CFTC are  

[R]eally, really large…. What you find is some of these firms that are complaining 

the most are the ones who have just extraordinarily large positions relative to a 

typical hedger. (No. 27) 

This coincides with data indicating that the proposed financial speculation position limits 

suffer from being set relatively high, delays in implementation, and the continuance of 

limit exemptions for index swap dealers (Brush 2012; Nasiripour 2012; Reuters 2012a).  

The delay in new (albeit ineffective) financial speculation limits being discussed by the 

CFTC has been prolonged by a protracted debate on the impact of financial speculation 

on commodity future and spot prices (CFTC 2008; Nasiripour 2012; USS 2009).   
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 According to informant 22, from Goldman Sachs, the CFTC is easily influenced 

by politicians and ‘lobby groups’.  The informant says that the political interference at the 

CFTC is partially to blame for continued scrutiny on the link between financial 

speculation and price volatility. 

So the five year look-back is that these people should be quiet already. There’s no 

reason to deny the possibility, right? But you also don’t – after five years- argue for 

complete restructuring of markets for a possibility that apparently never occurred 

even under the most stressful circumstances we can imagine. (No. 22) 

An informant from a Washington-based financial watchdog agreed with this sentiment, 

but indicated that it is the CFTC’s close relationship with the financial industry that is the 

most influential. They explain, 

The fact is that the process within the CFTC is a sort of microcosm of the process 

within the congress; you have five commissioners, two of them are republicans, three 

democratic…. the two Republican commissioners who frankly, both of them have 

really strong ties to industry, both of them it’s fairly clear are going to retire into nice 

jobs within the financial industry and then purely serve the interests of the financial 

industry. So they dug their heels in and voted against anything that would possibly 

threaten index funds and this line of business…. So, unfortunately the game is really 

rigged and so when I say no unfortunately these reforms won’t be effective, that’s the 

back story in that the game is rigged and there are massive, massive obstacles. (No. 5) 

The assertion that CFTC commissioner’s central to the regulation of commodity 

speculation are closely tied with the financial industry are supported by news reports 

(Dunn 2011; Reuters 2012b; Brush 2012; MacKenzie and Alloway 2014). 
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Discussion  

Gorton and Rouwenhorst (2004) and Irwin et al. (2009b), along with Krugman (2008), 

are used to justify food speculation using commodity index swaps. Through their 

production and dissemination of legitimate knowledge, the interview data indicate that 

these human actors are central to the marketing and regulation of commodity index 

swaps.  Gorton and Rouwenhorst (2004) helped market commodity index swaps when 

they argued that agricultural commodities were a financially underexploited “asset class” 

appropriate for large institutional investors, such as pension funds.  Irwin et al. (2009b) 

influenced the regulation of commodity index swaps, by contrast, when they persuasively 

argued that commodity index speculation is desirable and does not require state 

regulation (by the CFTC).  Krugman (2008) meanwhile argues that no evidence that 

commodity futures speculation exists, in line with Irwin et al. (2009b), but provides no 

empirical evidence to back this assertion up. 

 Gorton and Rouwenhorst (2004) and Irwin et al. (2009b) fit the role of Gramsci’s 

([1971] 2010) hegemonic intellectuals.  Gorton and Rouwenhorst (2004) fit this role 

when they popularized commodity index speculation as a solution for investors seeking 

to hedge inflation and/or invest in agricultural commodities (i.e. gain ‘commodity 

exposure’) in the early- to mid-2000s.  Irwin et al. (2009b), by contrast, were 

instrumental in rebutting the connection between financial speculation by commodity 

index swap dealers (‘index funds’)and commodity price volatility espoused by Masters 

and White (2008), who were amongst the first to draw attention to this connection.  

Krugman (2008), the data show, plays a supporting intellectual role to Irwin et al. 
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(2009b; 2011) by arriving a similar conclusion using a similar neoclassical conceptual 

framework as the authors.   

 As illustrated by the interview data, this neoliberal character of the market plays a 

central role in the regulation and governance of U.S. commodity futures’ exchange.  The 

conceptualization of the market as a machine and as nature has the common feature of 

externalizing and depoliticizing the process of price determination and the resultant 

outcomes.  This externalization makes it appear that price determination and financial 

speculation are occurring through non-human, automatic processes.  The market as a 

mechanism becomes depoliticized when it appears to those who engage with it that price 

determination and financial speculation are separate from the sphere of human 

governance.  Externalizing the (human) processes of price determination to the non-

human actor of ‘the market’ makes it possible to: a) to avert questions of human-led 

causation; and b) naturalize the processes and outcomes of capitalism.  This 

‘naturalization’ is a central aspect of Gramsci’s ([1971] 2010) process of hegemony 

(Soederberg 2006). 

 Being entwined with the concept of nature, Foucault ([1972-1977] 1980; [1979] 

2008: 32) demonstrates, gives the non-human actor the market providential stature in the 

area of governance that is detrimental to the state’s governmental jurisdiction and 

authority.  This market-Nature nexus and the market-versus-state dichotomy in 

governance have long histories rooted in liberal prehistory, mythology, and the 

Enlightenment (Foucault [1979] 2008; Agamben 2011).  In the twentieth century 

neoliberal ideology, the market is used not only as reason and justification for the 
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curtailing the jurisdiction and authority of state governance, but also as neoliberal 

justification (ironically) for state intervention (Peck 2010).  

 The problem with the non-human actor of the market is that it is a conceptual 

black box and it can never be held accountable (judicially or otherwise) for its behaviour 

or its consequences.  The actor of the market is not only empowered by its entwinement 

with nature but also by the mystery that surrounds its exact workings and immateriality.  

The immateriality of the market presents western legal doctrine with the predicament 

where the market plays a central role in economy and society but can never be held 

accountable under the law.  The body, Foucault (1979; [1972-1977] 1980) demonstrates, 

is the keystone of the Western legal-judicial system tasked with administering justice and 

recourse under the law.  The market (unlike people) cannot be questioned, charged, tried, 

or imprisoned.  This makes the market an ideal rhetorical character to play scapegoat for 

corporations and governments.  Its immateriality makes it impossible for those adversely 

affected by the market to hold it accountable under the legal-judicial mechanisms 

available and it distracts attention from the true decision makers, who control the means 

of production and the instruments of the state.   

 The finding that the CFTC is a relatively ineffective regulator is tied to the finding 

that that global agrifood governance is conceptually shared between the CFTC and the 

market.  High speculative position limits and exemptions from these state-imposed bans 

on speculation, the data show, are premised on the neoclassical argument that the market 

will govern better than the state.  The argument that the market will govern better, fits 

Foucault’s ([1972-1977] 1980; [1979] 2008: 32) description of the market as central to 
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the production and verification of truths, where ‘the market’ is said to operate according 

to “natural mechanisms”.   

 The main policy implication is that governance is shared by the CFTC and the 

rhetorical actor the market and that the Dodd-Frank rules are unlikely to reduce financial 

speculation.  The MGEX informants provide a window into how the management and 

internal regulatory mechanism of US commodity exchange houses work.  This data is 

substantially rich because these informants actively shape the internal trading rules of 

MGEX, which polices market participants and reports malfeasance to the CFTC.  These 

informants are at the top of the decision-making hierarchy in MGEX, within the small 

group of managers that manage US commodity futures trading, and within the private 

regulatory structure of US commodity futures trading community. The data from the 

MGEX informants reveals the importance of the neoclassical concept of the market to the 

formulation and governance of commodity futures’ markets.  

 The MGEX informants are vital to the operation of US commodity future markets 

and their usage of the concept of the market illustrates how they view its operation.  The 

managers of commodity exchange houses are not only in charge of facilitating exchange 

but also monitoring transactions and enforcing rules (handed down by the CFTC and 

internal to the exchange house).  The informants’ understanding of how commodity 

future’s trading works (and ought to work, e.g. in term of regulation) not only reflects the 

informants’ individual experiences, but also reveals the concepts that guide their 

managerial decisions.  These managerial decisions influence how commodity futures 

trading is materially practiced on the MGEX.  Because MGEX is much smaller than its 

CME owned CBOT rival, it is expected that these managerial perspectives not only 
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reflect MGEX’s long history as an independent commodity exchange house, but also 

industry norms set by CME.  Interestingly, these informants use the concept of the market 

to explain the automated relationship between supply, demand, and market prices, and to 

justify the behaviour of buyers and sellers in the market. 

 

Conclusion 

Human and non-human actors have influenced the creation, marketing, and regulation of 

commodity index swaps that have contributed to increased global food price volatility 

since the mid-2000s.  The role of public intellectuals and rhetorical actors has thus far 

gone under-examined in the literature on financial speculation that has been largely 

positivistic in its approach and empirically quantitative in its methods.  What this 

literature misses as a result are socio-cultural perspectives that frame financial 

speculation as a social practice involving power rather than something that is 

economistically determined.  It also misses the opportunity to critically examine how 

thought leaders, like public intellectuals, have and continue to be central to the marketing 

and regulation of commodity index swaps in way that favours speculators and benefits 

index swap dealers.  Gorton and Rouwenhorst (2004; 2006) and Irwin et al. (2009b; 

2011), the data show, have and continue to play an influential role in shaping commodity 

index swap speculation and US financial regulation.  Gorton and Rouwenhorst (2004; 

2006) promoted food speculation amongst institutional investors, such as pension funds, 

using commodity index speculation (also known as ‘index funds’).  Irwin et al. (2009b; 

2011) and Irwin and Sanders (2010) justified food speculation by arguing that the market 

determines prices and that increased speculation is beneficial because it only increases 
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competition not prices.  The actor the market, interview data reveal, was central to the 

financial decisions and ideology of institutional investors, regulators, and index swap 

dealers.  The actor the market is also the lynchpin of Irwin et al. (2009b; 2011) and other 

mainstream neoclassical analyses of food speculation.   

 A conceptual framework forged around the concepts of hegemony and 

performativity sheds light on role that public intellectuals and non-human actors play in 

the creation and legitimization of commodity index speculation.  Public intellectuals like 

Irwin et al. (2009b; 2011) have and continue to legitimate capitalist norms around 

financial capitalism and governmental regulation.  Non-human actors such as 

neoclassical the market, meanwhile, have and continue to take on a rhetorical role in 

determining, calculating, and equalizing commodity prices, as well as justifying capitalist 

outcomes (such as price volatility).  Projecting these actions onto the rhetorical actor of 

the market distracts attention from true determinants of prices, in this case large financial 

speculators and commodity hedgers. 
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CHAPTER 5: CONCLUSION 

Summary 

This study investigates the connection between financial speculation and global food 

price volatility since the mid-2000s.  I organize this investigation around three main 

research questions.  The first research question deals with the link between financial 

speculation and global food price volatility.  The second and third research questions 

delve deeper into the relationship between financial speculation and commodity price 

volatility using in-depth interview data from key informants.   

 I present the results of my analysis in three journal article style manuscripts.  

These three papers, while related, are separate and stand on their own. The first 

manuscript addresses research question one.  Index swap dealers were chosen as the case 

study because debate in the literature on food speculation has centred on commodity 

index swaps (Irwin 2013; Irwin and Sanders 2011; USS 2009; Mayer 2012). The results 

of empirical analysis presented in this paper show that financial speculation by both 

index swap dealers and hedge funds is significantly connected to global food price 

volatility between June 2006 and December 2014.  To visualize the complex exchange 

connection between index swap dealers and food consumers (who experience food price 

increases) I use circuits of capital.  I choose circuits for this theoretical framework 

because this it allows one to show how actors are connected by literally drawing the 

connection, which is meant to symbolize the flow of money and commodities from one 

actor to the next.  The impact of financial speculation in US commodity futures markets 

can be thought of rippling along connections until they reach their final destination, food 

consumers.   
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 The second manuscript examines the role that index swap dealers play in food 

speculation and what makes commodity index swaps a novel way of speculating on food.  

Cognitive distance from the practice of food speculation, I argue, is part of what makes 

index swap dealers unique.  Like a mutual fund, commodity index swaps help investors 

like pension funds invest their money across a diverse portfolio of investments, including 

food commodities, by breaking the investor’s pot of money into smaller pots and then 

investing it.  Commodity index swaps also offer investors financial distance from the 

practice of food speculation by outsourcing the process of food speculation to swap 

dealers and by shrouding this speculation behind an additional layer of financial 

complexity (the index swap).  Once the veil of financial distance is removed, I argue, 

commodity index speculation is revealed to be a form of what French and Kneale (2012) 

call biofinancialization using food (Guthman and Dupuis 2006).  The data analysis shows 

that the cost of financial speculation is passed onto food consumers for whom basic food 

consumption is inelastic.  This price increase can be thought of as the price premium 

associated with the cost of financial speculation and is embodied where food price 

increases caused by financial speculation affect people’s access to food consumption.  

This manuscript compliments this literature on financial speculation and price volatility 

by further unpacking the complex linkage between financial speculation and food price 

volatility experienced by consumers, particularly the worlds poor (Lagi et al. 2011; 

Barrett 2013; Tadesse et al. 2014; Murphy et al. 2012).   

 The third manuscript investigates the role of other key actors involved in food 

speculation and spans research questions two and three.  Whereas manuscript two focuses 

on index swap dealers and what makes index swaps novel, the third manuscript focuses 
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on other key actors (including the CFTC) that influence the proliferation and regulation 

of food speculation.  I use Gramsci’s ([1971] 2010) concept of social-cultural hegemony 

and the intellectual to frame commodity index speculation not just a function of 

commodities and money, as illustrated in circuits framework, but also a function of 

information, culture, and social norms.  What makes my approach heterodox is that I 

operationalize this Gramscian framework using the heterodox concept of performativity.  

I use performativity to frame hegemony as something that is actively performed and 

socially reproduced by people located across the social-cultural hierarchy.  While there is 

tension between structuralist interpretations of Gramscian capitalist hierarchy and 

performativity’s conceptual leaning toward individual agency, I argue, this tension can be 

bridged.  The heterodox combination of Gramsci’s hegemony with the concept 

performativity allows me to conceptualize the role that rhetorical actors such as the 

market play. It also provides a methodological stepping-stone for using discourse 

analysis, commonly associated with performativity, to examine the in-depth interview 

data from key informants.  The results of the analysis show that public intellectuals and 

the rhetorical actor the market have played key roles in the promotion and regulation of 

food speculation by index swap dealers and other speculators.  

 Overall, the manuscripts show that the speculative activity of commodity index 

speculators, and hedge funds, has a significant impact on US and global commodity 

prices.  This evidence contradicts the predominant perspective of mainstream 

neoclassical economists like Irwin et al (2009b) who contend that no connection between 

financial speculation and price volatility exists.  Commodity index speculation is novel, I 

contend, because of its propensity to financially distance investors from the practice of 
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food speculation through a combination of financial complexity and outsourcing.  The 

manuscripts show that index swap dealers such as Goldman Sachs did not proliferate 

commodity index swaps as a solution to institutional investors on their own.  Key public 

intellectuals have been central to the process of commodity index swap creation, 

marketing, and regulation.  The data also show that the rhetorical actor the market affects 

how commodity index swaps are marketed by swap dealers and how swaps are regulated 

by the CFTC.  Rhetorical actors are important because they disguise the true decision 

makers, people.   

 The general message that these manuscripts convey is that the financialization of 

food by index swap dealers (and hedge funds) is affecting global food prices by making 

them more volatile.  The proliferation of commodity index swaps in the mid-2000s was 

part of a financialized response to falling rates of investment return due to a crisis of 

production and accumulation in northern deindustrialized Anglo-American economies 

around the time the US Mortgage Crisis started to unfold.  This process not only involves 

the circulation of money and other commodities (including credit) from the financial 

sector through US agricultural commodity markets, but also the renegotiation of social-

cultural norms about what is considered a suitable asset for institutional investors such as 

pension funds.  This renegotiation has meant rebranding how investors and regulators 

think about food speculation when it is packaged and sold as a commodity index swap. 

The financialization of food by index swap dealers has, thus, been as much as a social-

cultural process of obscuring the link between commodity speculation and food prices as 

it has been an objective process in financial capitalism involving money and 

commodities, namely food. 
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 This study fills a gap in the literature, first, by presenting new evidence on the 

statistical link between financial speculation and commodity price volatility.  

Specifically, this study links the speculative activity of index swap dealers and hedge 

funds to global price volatility using more specific and longer time series data from the 

CFTC than previous studies on this topic.  Second, it uses interview data that does not 

exist elsewhere in the literature.  The interview data illuminates the relationship between 

supply chain actors and the impact of price volatility on key supply chain actors (such as 

millers and bakers).  The interviews also provide a window into which factors influence 

the decisions of key informants’, some of whom have (and continue to) play a central role 

to the creation, proliferation, and regulation of US commodity index swaps.   

 The main theoretical contribution of this study is that it offers three 

complementary theoretical frameworks by which to consider how financial speculation is 

linked to food price volatility.  What ties these frameworks together is their Marxian and 

heterodox-Marxian approaches to understanding the relationship between financial 

speculation and global food price volatility.  The overarching theme of the three articles 

is that capitalism is at the root food speculation.  The circuits of capital framework in the 

first manuscript takes a stylized orthodox Marxian approach to describing the complex 

set of exchange relations that connect financial speculators with food consumers.  The 

purpose of this framework was show and explain the link between financial speculation 

and global food prices.  In the second manuscript I take heterodox Marxian approach by 

adopting the contemporary concepts of biofinancialization and financial distancing.  

Adopting biofinancialization and financial distancing allows me to talk more specifically 

about how food speculation by commodity index funds is understood by using more 
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specific concepts than the much broader Marxian concepts of commodity fetishism and 

alienation, which I adopt to describe aspects of the capital circuits framework in 

manuscript one.  These contemporary concepts also allow me to connect the discussion 

about food speculation by commodity index funds (and hedge funds) to cutting edge 

conceptual work being done geographers in the subfields of food and finance (Guthman 

and Dupuis 2006; Clapp 2014; French and Kneale 2012).  The third manuscript, finally, 

uses Gramsci’s concepts of hegemony and the intellectual to understand the support role 

other actors play in creating, marketing, and regulation commodity index speculation.  

The heterodox combination of the Gramscian framework with the concept of 

performativity, I argue, increases the scope of this analytical framework to include 

rhetorical actors and a methodological segue to invest the role they play using discourse 

analysis. 

 

Study Limitations  

The findings of this research project are limited in several ways.  First, while the number 

of interviews conducted was judged to be adequate based on data convergence, this 

research project would have benefited from key informants from within CME Group, 

which owns the Chicago Board of Trade (CBOT).  These informants could have given an 

inside CBOT perspective that is missing from this study.  In the absence of these data, I 

use data from senior executives from the Minneapolis Grain Exchange (MGEX).  While 

MGEX is a smaller commodity exchange house, it is one of the few US commodity 

exchanges houses and the informants from MGEX were at the top of the organizational 

hierarchy.   
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 The findings of this research project were also limited by the availability of 

quantitative data.  Specifically, the Commitment of Traders (COT) data from the CFTC 

(2015a) potentially under reports the positions of index swap dealers in total by only 

reporting on ‘large traders’.  The index swap report data from the CFTC (2015b) is only 

reported monthly, by contrast, and potentially under report the volume of activity that 

occurs between reporting periods.  Moreover, the disaggregated COT futures’ reports are 

only available beginning in 2006, while the index swap reports are only available 

beginning in 2007. 

 Furthermore, the quantitative findings of this study are limited to the commodities 

examined in the quantitative data.  This study examined seven commodities (5 CBOT 

commodities, KCBT wheat, and MGEX wheat).  The number of commodities that were 

included in this analysis was limited by time.  The impact of index swap dealer (and 

hedge fund) speculation on other CBOT agricultural commodity futures and commodity 

futures’ traded outside the US (including rice) were outside the scope of this study due to 

time constraints.    

 

Areas for Future Study 

There are several areas for future study.  Empirically, estimating the impact of financial 

speculation on other CBOT commodities (such as hogs, beef etc.) remains to be done.  

Initial analyses into these commodities in the empirical testing phase of this research 

indicate index swap dealers and hedge funds are actively speculating on CBOT 

commodities other than the commodities studied in this dissertation.  Due to the time and 

scope of this study, however, these commodities could not be analyzed for this project. 
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Estimating the impact of index swap and hedge fund speculation on European commodity 

markets also remains to be done.  The interview and CFTC data suggest that financial 

speculation on European commodity markets is also likely affecting global commodity 

price volatility.  

 Finally, further research is needed on biofinancialization, that is, the ways in 

which finance commodifies the body and lifestyles in novel ways using credit.  What 

makes French and Kneale’s (2012) example of a smokers’ annuity clear is that the 

lifestyle choices and embodiment outcomes are spatially located in the same person, the 

annuity holder.  What makes the link between index swaps and embodied outcomes more 

difficult to observe is that lifestyle and financial choices (i.e. financially speculating) are 

being made in the global north and embodied by people in the global south.  Further 

research is needed into the various ways that the consuming body (rather than just the 

labouring body) is becoming financialized as a partial fix to a crisis in capital 

accumulation.  Research is also needed on the micro and lived consequences of 

biofinancialization on communities in both the global north and the global south.  

Research on the micro-scale impact of global food price volatility on global hunger 

would add to the small but growing pool of evidence that price volatility in part caused 

by financial speculation has material and lived consequences for the world’s poor 

(D’Souza and Jolliffe 2012; Valero-Gila and Valerob 2008; Barrett 2013). 
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