
Investment Briefing: Food Commodities 

Objective: This briefing paper will provide evidence for faith based and social responsible 

investors to raise such concerns around food commodities to a broader audience such as their 

financial advisors or to company management.  

 

Overall concern: Hunger is increasing in the world.  

Every six seconds, a child dies from undernourishment related problems
1
, while 1 in 

every 6 lacks accessibility to food.
2
 This tragedy is directly related to the rising cost of food. We 

believe that investing in commodities increases price volatility, placing livelihoods at risk.  

 

Background on Investing in Commodities: 

Food commodity markets were created to protect farmers from unpredictable price 

swings. In essence, they provide a form of insurance for a more stable income. The futures 

contract allows farmers to sell their crops at an upcoming date for a set price. After the Great 

Depression, limitations were placed on outside speculators in order to guarantee that they could 

provide needed liquidity for those markets, but would not be able to unduly influence prices. 

However, in 2000, these regulations were weakened by the Commodity Futures Modernization 

Act, allowing a massive increase in speculation.   “In 1998, the average commodity derivatives 

market was about 25% speculative as a percentage of open interest. By 2008, speculators 

comprised about 65% of open interest. Bona fide physical hedgers once outnumbered speculators 

3 to 1; now speculators outnumber hedgers 2 to 1. The positions of bona fide physical hedgers 

doubled during this ten-year period, while the positions of speculators rose by 1200%.”.
3
  This 

further demonstrates how speculation has heavily increased. In just one investment vehicle, 

commodities index funds, investments have ballooned from $13 billion in 2003 to $317 billion 

by 2008.
4
 This small market for farmers has now become a globalized betting house.  

 

As economists expressed in a letter to Congress “...deregulation that began in 2000 … 

encouraged hyper-speculative activities by market players who had no interest in the underlying 

physical commodities being traded. This situation produced severe price swings for both oil and 

food in 2008-09 that destabilized business and household budgets in the US and throughout the 

world”.
5
When excessive speculation is brought forth by outside investors who have no direct 

connection to the agricultural market, but instead are looking to “balance out their portfolio” or 

“hedge against inflation” or “diversify”, the functionality of the commodities market is altered.  
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Historical data demonstrates that prices have been driven higher by passive investing 

through commodity indexes and ETFs, and will be likely to repeat this pattern.
6
 The United 

Nations Special Rapporteur on the Right to Food stated that “a significant portion of the 

increases in price and volatility of essential food commodities can only be explained by the 

emergence of a speculative bubble”.  He continued to say that “a significant role was played by 

the entry into markets for derivatives based on food commodities of large powerful institutional 

investors”.
7
 When institutions invest in commodities with long only positions, in relatively small 

and regulated future exchanges, they increase price volatility and destabilize agricultural 

commerce.   

 

Beyond creating havoc in global agriculture markets and increasing world hunger, the 

direct allocation into commodities represents a poor investment for the sisters/brothers/clients 

with whose financial futures you are entrusted. ETFs and commodities indexes are often 

marketed as a hedge against equity losses. Instead, statistics demonstrate that these investments 

are often parallel to the price changes in stocks and bonds.  As market analyst Adam White 

explained, “Now it turns out that once investors flocked into commodity indices that two things 

happened: (1) They flipped the markets into a state of persistent contango so that instead of the 

roll yield providing a 4-5% lift to returns (making them equity-like) it is instead causing an 11-

12% drag on returns (making them terrible) and (2) The correlation between the S&P 500 and 

the S&P-GSCI index has risen to as high as 80% so that they provide no diversification benefit 

whatsoever… Anybody that invested in the S&P-GSCI TR Index from 2004-2008 is losing 

money as of today”.
8
 In addition, at his Senate confirmation hearing, Gary Gensler, chairman of 

the U.S. Commodity Futures Trading Commission, said, “I believe that increased speculation in 

energy and agricultural products has hurt farmers and consumers”.
9
  

 

Evidence-based support: Reasons Why Passive Investing in Commodities is Damaging 

 When speculators flooded the commodities futures markets in 2008, the resulting bubble 

sent food prices to record highs and pushed 130 million people into hunger.
10

 In dozens 

of countries where chronic hunger is a long term reality, spontaneous food riots sprang 

out.  

 In 2009, the Senate Permanent Subcommittee on Investigations published a report 

detailing evidence that speculators were responsible for the bubble in wheat prices and 

for the disruptions in the wheat market which made it nearly impossible for farmers to 

hedge. “Many traders stated that index traders had created an additional demand for 

futures contracts that was not related to or matched by any corresponding demand in the 

cash market, and that the futures prices had responded to this added demand by rising to a 

higher level than the prices in the cash market.”
11
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o This is significant, since the Food and Agriculture Organization calculates that 

75% of the hungry live in developing countries, and half are farming families, 

who survive off marginal lands prone to natural disasters like drought or flood.
12

  

The stability of markets is crucial to their survival. Although some farmers may 

not have access to commodity future markets, their lives are radically affected by 

these markets, which are becoming more volatile as outside speculation increases.  

 

 Passive investments disturb the price discovery function of futures markets for two 

reasons. First, these investments tend to be long-only vehicles and therefore tend to push 

prices up.
13

  Second, because buyers of index funds base their buying decisions on asset 

allocation and rebalancing their portfolios, instead of on the supply and demand 

conditions of commodities, they throw prices off from their natural balance. 

 

Additional Concerns: 

 

1. Reputational Risk/ Mission and Values Contradiction: As religious/faith based/ 

socially responsible investors, we take seriously our role as active participants in the 

global economy. In addition, we work directly with the marginalized communities around 

the world who were most severely affected by the food crisis in 2008. When making 

decisions about managing resources and investments, we view local and global 

economies not only in terms of production and distribution, but also by their effects on 

the dignity of the human person, among other factors. An investment that would cause 

negative repercussion in the global food market would be in violation of our stated 

values.  

 

2. Support of the Millennium Development Goals:  We stand in support of the MDGs, 

which have yet to be reached. MDG1 promised to halve the number of hungry people 

from 20 to 10 percent by 2015. Today, that proportion currently stands at 16 percent, with 

only five years to achieve this goal.
14

  

 

3. Lack of reform: The Dodd-Frank financial reform package did not adequately address 

this issue of commodities speculation. Clear limitations in this market have yet to be 

defined.  As liquidity issues still confront the economy, we are concerned that more 

managers will seek to invest in these risky ventures further disrupting the market. 

 

4. Environmental factors affecting hunger: Climate change will aggravate the causes of 

hunger around the globe. The International Food Policy Research Institute (IFPRI) 

recently projected that over $7 billion will be needed to raise calorie consumption 

sufficiently to offset the negative impacts of climate change on the health and well-being 

of children.
15
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Recommendation: Therefore, we ask that you avoid investing directly in commodities and/or 

their derivatives, including but not limited to, commodity indexes and ETFs.** 

 

Additional Resources: 

 

Example of a Corporate Stance: 

We, as the_______________________________, pledge to avoid investing in food 

commodities, including but not limited to, commodity derivatives and indexes and exchange-

traded funds. We believe speculative investments in this field lead to volatile food prices, 

affecting the world’s most disadvantaged. We stand firm in our desire to end world hunger, 

rather than contribute to it.   

 

Institutional Investors who have withdrawn from Commodities Investments: 

 Mercy Investment Services Board of Directors agreed to avoid investing in food 

commodities 

 "Banks Withdraw Food Commodities Funds" (Financial Times)   

 "Calstrs Reins In Plans for a Big Bet" (The Wall Street Journal) 

 

Listing of the popular commodities indices: 

• Astmax Commodity Index(AMCI)  

• Commin Commodity Index  

• Dow Jones-AIG Commodity Index  

• Goldman Sachs Commodity Index (S&P GSCI)  

• Thomson Reuters/Jefferies CRB Index  

• Rogers International Commodity Index  

• NCDEX Commodity Index  

• Deutsche Bank Liquid Commodity Index (DBLCI)  

• UBS Bloomberg Constant Maturity Commodity Index (CMCI)  

 

 

Public Statements on Excessive Speculation 

Recent statements from important stakeholders on speculation and commodities 

 

 

Tools for Investors: 
ICCR Commodities Page: http://iccr.org/issues/subpages/commodities.php 

 

Webinar: Mike Masters of Better Markets discusses the impacts of over-speculation in food 

commodities markets on world hunger. (NOTE: The presentation will only play in the Internet 

Explorer web browser. At the prompt, enter the passcode: iccr2012 ). 

https://lobby.mc.iconf.net/gcc/a.asp?ba=6&aID=400170939&rtp=2&at=4   
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ICCR's Guidelines for Responsible Investment in Food Commodities 

http://iccr.org/issues/subpages/pdf/2012ICCRGuidelinesForInvestingInFoodCommoditiesFINAL

.pdf  

 

Script to ask investment managers to avoid investing in food commodities 

http://iccr.org/issues/subpages/pdf/script_on_food_commodities.pdf  

 

 

Additional Resources on Food Commodities Speculation:  

Great Q/A’s on Commodities Speculation: 

http://www.wdm.org.uk/sites/default/files/Tricky%20questions_06.10%20FINAL.pdf  

 

The United Nations Special Rapporteur on the Right to Food’s Report “ Food Commodities 

Speculation and Food Price Crises” 

http://www.iaahp.net/uploads/media/20102309_briefing_note_02_en.pdf  

 

Read part of Michael Masters Testimony: 

http://stopgamblingonhunger.com/wpcontent/uploads/2010/01/Dangers-ofPassiveInvestment.pdf  

 

Talking points on speculation:  

http://stopgamblingonhunger.com/?page_id=69  

 

The Great Hunger Lottery Report, World Development Movement 

http://www.wdm.org.uk/sites/default/files/hunger%20lottery%20report_6.10.pdf  

 

Amber Waves of Pain, Business Week 

http://www.businessweek.com/magazine/content/10_31/b4189050970461.htm 

 

Audio of “BusinessWeek Behind This Week's Cover Story: Amber Waves of Pain, why 

commodity ETFs have become a trap”. 

http://www.businessweek.com/mediacenter/podcasts/cover_stories/covercast_07_22_10.htm  

 

Senate Report Regarding Wheat Speculation  

http://levin.senate.gov/newsroom/supporting/2009/PSI.WheatSpeculation.062409.pdf 

 

Video Resources: 

Stop Gambling on Hunger 

http://www.youtube.com/watch?feature=player_embedded&v=suJlyZDnKYU  

 

Dennis Kelleher on PBS discussing high frequency trading  

http://bettermarkets.com/reform-news/dennis-kelleher-pbs-discussing-high-frequency-

trading#.UQfkS7-7MeU  

 

Resources on the Statistics Surrounding Hunger:  

FAO Report, State of Food Insecurity Around the World  

http://www.fao.org/publications/sofi/en/ 
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