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The Chicago Board of 
Trade c. 1885 

http://www.friedmanfineart.net/chicago-photography/chicago-financial-trading-stock-

exchange/ http://2.bp.blogspot.com/-

SppcsN29pCo/TseiE1jJoUI/AAAAAAAAIzI/Fi9xGyo39CA/s1600/Board

%2Bof%2BTrade.jpg 



1930s 1970s 

https://lh5.googleusercontent.com/-

hfaqET6xZBI/Tj6jRz6HFsI/AAAAAAAAADA/2eVFVr0h8UY/s800/CBOT%252520historical.jpg 
http://farm5.staticflickr.com/4080/4892565919_93987bb62c_z.jpg 



1990s 

http://static.squarespace.com/static/520fd45de4b030489db95a95/t/523ae725e4b07feda73fcf86/1379591973314/Chicago-grain-2978.jpg 



Structural Change #1: 
The Switch to Electronic Trading 
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http://openmarkets.cmegroup.com/wp-content/uploads/Globex-Command-Center.jpg 



HFT: High 
Frequency Trading 

http://www.usnews.com/opinion/blogs/economic-intelligence/2013/10/18/how-high-

frequency-trading-is-taking-over-markets 

http://www.forbes.com/sites/richardfinger/2013/09/30/high-frequency-trading-is-it-

a-dark-force-against-ordinary-human-traders-and-investors/ 



Structural Change #2: 
A Revolution in Market Access 

http://www.optionsxpress.com/index.aspx 

https://www.cannontrading.com/images/iRunner-mobile-futures-bar-charts.jpg 
http://www.reviews.com/forex-trading/wp-

content/blogs.dir/44/files/2013/10/Trading_Station_Mobile_for_Mobile_Forex_Trading___FXCM-

900x600.png 





Structural Change #3: 
The Rise of Passive Investment 

Investment in Commodity Index Funds, 

2000-2009
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• Long-only exposure to basket of 

commodities 

• Risk diversification objective 

• GSCI most widely tracked index 

  
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=560042 



Growth of Trading Volume in Commodity  
Futures Markets (2000-2010) 

Rapid growth 

of commodity 

index funds 

ETFs and ETNs 

widely available 

Switch to electronic 
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Rise of HFT firms 



“The Masters 
Hypothesis” 

http://www.loe.org/images/content/080919/Act1.pdf 

http://www.nytimes.com/2008/09/11/washington/11speculate.html 



“The Masters 
Hypothesis” 
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Passive index investment “too 

big” for commodity markets: 

• Long-lived and massive 

bubbles 

• Prices far exceed fundamental 

values during spikes 



 “This Report finds that there is 
significant and persuasive 
evidence to conclude that these 
commodity index traders, in 
the aggregate, were one of the 
major causes of “unwarranted 
changes”—here, increases—in 
the price of wheat futures 
contracts relative to the price of 
wheat in the cash market… 
Accordingly, the Report finds that 
the activities of commodity index 
traders, in the aggregate, 
constituted “excessive 
speculation” in the wheat 
market under the Commodity 
Exchange Act.”  (p. 2) 

http://www.hsgac.senate.gov/subcommittees/investigations/hearings/excessive-

speculation-in-the-wheat-market 



“Passive speculators are an invasive species that will 

continue to damage the markets until they are eradicated.  

The CFTC must address the issue of passive speculation; it 

will not go away on its own.  When passive speculators are 

eliminated from the markets, then most consumable 

commodities derivatives markets will no longer be 

excessively speculative, and their intended functions will 

be restored.”   

Michael W. Masters, Testimony before the 

Commodity Futures Trading Commission 

(CFTC), March 25, 2010 

 
http://arcticcompass.blogspot.com/2009/06/financial-crunch-economic-collapse-part.html 



http://www.oxfam.org/en/grow/policy/not-game-speculation-vs-food-security 

October 3, 2011 
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October 11, 2011 

http://www.telegraph.co.uk/finance/commodities/8820798/G20-urged-to-help-end-world-hunger-by-stopping-commodity-speculation.html 



October 19, 2011 

http://www.forbes.com/sites/kitconews/2011/10/19/cftc-position-limits-rule-divides-agency-angers-market-participants/ 



http://ageconsearch.umn.edu/bitstream/53083/2/jaaeip3.pdf http://www.oecd.org/trade/agriculturaltrade/assessingagriculturalmarkets/45534528.pdf 



CBOT Wheat Futures Prices and Index Trader Net 
Long Positions, January 2004-September 2009 
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Relationship between CBOT Wheat Returns and 
Index Trader Net Long Positions, June 2006-

December 2009 
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“The current state of knowledge indicates 

only a few, and weak, findings that verify 

the assumption that the rise in financial 

speculation in recent years has increased 

(1) the level or (2) the volatility of 

agricultural commodity prices…… 

Seen in this light, the alarmism about 

financial speculation should be classified 

as a false alarm: Those who desire to 

effectively combat hunger in the world 

have to take real-economy precautions to 

ensure that food supplies will match the 

envisaged increasing demands” 

December 2012 

https://www.econstor.eu/dspace/bitstream/10419/70793/1/738572845.pdf 



Were There Even Bubbles? 
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Bubble Periods in Grain Futures Prices, 2004-2012 

Corn 

CHI  
Wheat 

KC  
Wheat 

Soybeans 

Source: Etienne, Irwin, and Garcia. “Bubbles in Grain Futures Markets: When 

Are They Most Likely to Occur?” 2013.  



What Have We Learned? 

• Index investment did not drive agricultural 
price spikes 
 

• Agricultural futures markets were not 
excessively speculative 

 
• Price bubbles in agricultural futures were 

infrequent, small, and short-lived 
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 “The Masters Hypothesis is not a 
valid characterization of reality” 



Where to From Here? 

“…any effects of excessive 
speculation on food prices likely 
occur at high frequencies.  
Such effects would imply that 
futures markets do not function 
efficiently as venues of price 
discovery.  For this reason, 
studying price discovery provides 
a promising path for future 
research on the connection 
between futures market trading 
and prices.” 
 

---Aaron Smith (2012) 

http://optionalpha.com/wp-content/uploads/2011/11/High-Frequency-Trading.jpg 

http://www.dvdbeaver.com/film2/DVDReviews33/a%20trading%20places%20blu-

ray/21_TradingPlaces_BD.jpg 



Bid-Ask Spreads in the Electronic Corn Futures 
Market, 2009 Contracts 

Source: Wang, Garcia, and Irwin. “The Behavior of Bid-Ask Spreads in the 

Electronically Traded Corn Futures Market.” 2013.  



Quality of Tick-by-Tick Price Discovery in the Cotton 
Futures Market, January 2006 – March 2009 

Source: Janzen, Smith, and Carter. “The Quality of Price Discovery Under 

Electronic Trading: The Case of Cotton Futures.” 2013.  


