


Editor’s Note

COMMODITIES (food, agticultural and industrial raw
materials) have long been the economic mainstay of many
Third World countries, especially the least developed
countries (LDCs). Viewed as the very epitome of
‘underdevelopment’, this reliance on commodities was
the condition from which these countries, after
independence, sought to free themselves, with varying
degrees of success, by embarking on the road to
industrialisation and promoting value-added processing
of agricultural products.

Two main problems have bedevilled these
commodity-producing countries: low prices and price
volatility. The first problem defined the economic
relationship between the rich and poor countries and was
encapsulated in the term ‘unequal exchange’. The under-
pricing of their primary exports and the over-pricing of
their imports of industrial goods was a major grouse of
the poor countries and was seen as a reflection of the
unequal economic and political power between these two
groups of countties.

The other, related problem of price instability was
no less serious as it wreaked havoc on the economic plans
of producer countties to lift themselves out of poverty.
For food-producing countries dependent on the vagaries
of the weather, this was a double jeopardy. The
vulnerability of these countries to the price gyrations
generated by distant markets over which they had no
control only served to condemn them to continued
poverty and underdevelopment.

While there were some (unfortunately, abortive)
attempts to address the issue of commodity price
volatility in the immediate postwar era, the problems of
commodity-producing countries were only brought to the
fore in the 1970s when the Non-Aligned Movement
emerged as a major force in world affairs. The climax of
these efforts was the convening in 1974 of a special
session of the United Nations General Assembly to ‘study
for the first time the problem of raw materials and
development’ and declare the establishment of ‘a New
International Economic Order’. However, attempts ‘to
evolve a just and equitable relationship between the prices
of raw materials, primary commodities ... exported by
developing countries and the prices of ... manufactures
and semi-manufactured goods and capital equipment
imported by them’ were, from the beginning, thwarted
by the rich countries. By the 1980s, with the growing
hegemony of economic neoliberalism, proposals to
regulate and stabilise the prices of commodities were seen
as an unwarranted interference in the operations of the
free market. Economic orthodoxy decreed that
commodity prices should be left alone to be determined
by the market forces of supply and demand.

But while the claim of commodity prices being
wholly determined by market demand and supply has
long been challenged, recent developments in the financial
and commodity markets have only served to reinforce

how specious such claims can be. For example, between
June 2007 and mid-2008, there was a massive commodity
price surge, particularly of food prices. When the prices
finally slumped in June 2008, it was taken for granted
that there was no prospect of a renewed surge for some
time to come, since the world economy was now in the
throes of a downturn with the onset of the Great
Recession. But while this prognosis proved correct until
early 2009, from March onwards developments in
commodity markets confounded all rational expectations.
Even though all evidence cleatly indicated world demand
had barely picked up, there was a renewed surge in
commodity prices. How was one to explain this?

The truth is, over the past decade, financial
speculators have come to dominate the commodity
markets. Their influx into these markets was greatly
facilitated by the deregulation of commodity markets in
the US in the late 1990s and eatly 2000s. With the bursting
of the housing bubble in 2006 that triggered the global
financial crisis, these speculators increasingly turned to
the commodity markets as an alternative to financial
markets. The result has been an enormous growth in
financial speculation, especially on food prices.

The casino-like quality of these markets has only
served to intensify the price gyrations which have been
the source of such misery for commodity-producing
countries. The periodic price surges have not really
brought any dividends to the real producers in the Third
World as they are wholly the product of feverish financial
activity which benefits only the speculators. For poor
food-importing countries, such surges are an unwelcome
increase in their food import bill.

In the interests of the developing countries, there
is cleatly an urgent need to regulate these markets to curb
such speculation. Such regulation is also necessary to
safeguard a global economic recovery and put the world
economy on the path of sustainable development.
Unfortunately, while some civil society groups have been
actively campaigning for such reforms, nothing substantial
has emerged thus far from global policymakers beyond
rhetoric.

In our cover story for this issue, we highlight the
serious impact of financial speculation on commodity
prices. While the concern is that the financialisation of
commodity markets is resulting in price volatility of
commodities in general (and thus impacting adversely on
producer developing countries), our special focus is on
the spike in food commodity prices in view of their impact
on world hunger. In addition to articles which summarise
the findings of recent research on the mechanism and
impact of such speculation, we also report on recent
moves and action to regulate such speculation.

— The Editone
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The commodity derivatives markets, which were originally developed to help producers manage
price risk, have become dominated by speculators as a result of increasing financialisation. Picture
shows a corn derivatives trader at the Chicago Board of Trade.
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Reduce inequalities to boost
health, WHO says

A world health conference has concluded that economic status, education, access
to clean water and sanitation, nutrition and the environment determine the level of
health of persons, communities or countries.

Fabiola Ortiz

THE World Conference on Social De-
terminants of Health, held 19-21 Oc-
tober in Rio de Janeiro, Brazil, defined
15 commitments that should be un-
dertaken by governments, interna-
tional organisations, the private sec-
tor and civil society.

The final document, the Rio Po-
litical Declaration on Social Determi-
nants of Health (Rio Declaration),
calls for better governance for health
and development, with transparent
decision-making and social participa-
tion. Governments are urged to de-
velop policies and measure progress
towards defined goals.

Close to 30% of the world popu-
lation lacks access to medicines, and
illness and death could be prevented
in some 30 million people a year, four
million of whom live in Africa.

The goal is to reduce inequalities,
taking on board challenges like cli-
mate change, food security, the health
of women and children, non-commu-
nicable diseases, HIV/AIDS and other
serious ailments.

But the declaration is not bind-
ing. ‘A great platform of dialogue and
successful practices is being created.
The conference is a continuation of
what began in 2005 and is still ongo-
ing,” Paulo Buss, the coordinator of
the international relations centre of the
Oswaldo Cruz Foundation
(FIOCRUZ) and one of the organis-
ers of the World Health Organisation
(WHO) conference, told Inter Press
Service (IPS).

The idea is to carry out another
evaluation of actions taken, and the
extent to which countries have ful-
filled their national plans, by 2015.

In 2005, WHO established the

The World Conference on Social Determinants of Health (pic) held in Rio de Janeiro in
October called for better governance for health and development.

Commission on Social Determinants
of Health which produced a key re-
port in 2008.

The document recommended
improving daily living conditions;
tackling the inequitable distribution of
power, money and resources; and
measuring and understanding the
problem and assessing the impact of
action.

The Rio Declaration incorporates
elements of a political nature which
governments should adopt as their
own, by establishing integrated action
plans in the state sector, said Buss, a
paediatrician who specialises in pub-
lic health.

Outcomes

More than 50 health ministers,
researchers, scientists and representa-
tives of social organisations from 120
countries met at the conference in Rio
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de Janeiro to share their experiences
of best practices and to set a global
agenda. It was said to be the largest
conference organised by WHO out-
side of Geneva. What did it achieve?

One of the main outcomes is a
recommendation that the next session
ofthe United Nations General Assem-
bly convene a high-level meeting to
adopt a common platform.

‘It’s an interesting proposal, and
so is the idea of an international treaty
on social determinants of health, like
the one on tobacco,” former Brazilian
health minister José Gomes
Temporao, the head of the South
American Institute of Government in
Health (ISAGS) of the Union of South
American Nations (UNASUR), told
IPS.

The WHO Framework Conven-
tion on Tobacco Control requires
countries to take specific steps on to-
bacco advertising and taxes, as well
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in order to create a
world forum where
non-governmental or-
ganisations can also

take part.
We need ‘more
transparency  and

greater participation,
so that WHO can re-
spond more quickly
and flexibly to the
needs and demands of
member countries’,
Tempordo concluded.

Common
responsibility

Brazilian Foreign

A protest in London against plans to reform the UK National Health Service (NHS). The economic crisis is

pushing rich countries to dismantle universal healthcare systems.

as education and restrictions on smok-
ing to reduce tobacco use.

At a meeting of UNASUR coun-
tries, ministers suggested including a
specific point about the global finan-
cial crisis in the Rio Declaration.

‘In order to prevent this crisis
from threatening social protection and

health promotion systems, we raised
the issue of universal healthcare sys-
tems, which were not included in the
original document, as well as the
question of strengthening democracy
and freedom of expression,’ said

Tempordo.
While South Africa is trying to
adopt universal health

insurance, similar to
several schemes in use
in South America, the
economic crisis is
pushing rich countries
to dismantle such sys-
tems, such as the UK
government’s much-
resisted reform of the
National Health Serv-
ice, or Spain’s drastic
cuts in health spend-
ing.

ISAGS, based in
Rio de Janeiro, was
created in 2010 with
the aim of helping
countries structure
their health services,
and providing an in-
teractive forum for the
12 South American
member countries.

The South Ameri-
can ministers are also

‘Health care is not a superfluous benefit, but an essential

foundation for sustainable development.’

discussing a proposal
to restructure WHO,
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Minister  Antonio
Patriota said at the
closing ceremony that
‘equity in health is our common re-
sponsibility. Health care is not a su-
perfluous benefit, but an essential
foundation for sustainable develop-
ment.’

The conference ‘is also a step on
the way towards Rio+20’, the United
Nations Conference on Sustainable
Development, to be held in June 2012
in Rio de Janeiro, he said.

Jurema Werneck, the coordinator
of Criola, a Brazilian NGO, and a rep-
resentative of civil society at the con-
ference, said she hopes governments
will recognise the need to overcome
inequality and injustice.

“The solution for overcoming the
social determinants that produce in-
equity, injustice and lack of access
must come through the participation
of the different social actors. A con-
sensus is necessary, but it is not sim-
ple to achieve,’ said Werneck.

Criola is a black women’s organi-
sation that has worked with 5,000
women a year since 1992, providing
them with training and education and
helping them to exert influence on the
formulation of public policies.

In Werneck’s view, the Rio Dec-
laration is a step in the right direction,
but it is not enough. ‘We wanted bind-
ing targets, but now we are struggling
for a commitment to be established,
at least,” she said. — IPS L 4
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China’s shadow banking system
poses grave risks

Zhang Monan throws light on a little-known aspect of the Chinese economy. While
the recent rapid growth of unofficial financial agencies (‘shadow banking system’) is
a challenge to its economic stability, China’s financial regulators (see box) appear
to be confident that they can contain the threat.

THE recent disastrous debt crisis that
hit Wenzhou city, Zhejiang province
(see box), revealed a problem that is
deeply rooted in China’s financial
market and which challenges its sta-
bility. Shadow banking, being outside
state supervision, challenges the sta-
bility of China’s financial market,
because its inverted-pyramid financial
structure could collapse at any time
if there is a problem with its support-
ing funds.

Shadow banking has existed for
a long time, but it has grown rapidly
since the beginning of this year when
the state tightened control of finan-
cial supply. As the tightening did not
change demand, space was left for
underground financing to expand.
According to Japan-based Nomura
Securities, the size of China’s shadow
financing could amount to 8.5 trillion
yuan ($1.33 trillion). Liu Jigang, a
researcher from ANZ bank, estimates
it could even be as high as 10 trillion
yuan. These estimates may not be ac-
curate, but they nonetheless highlight
the problem of shadow banking in
China.

Shadow banking originated in the
United States, with practitioners in-
definitely expanding their credit loans
by putting loans into the financial
market. But it took a different form
in China, where practitioners usually
get loans from unofficial financial
agencies like private lenders or under-
ground banks. Both are unofficial and
unsupervised.

Today shadow banking is already
deeply intertwined with the US finan-
cial system, and it is now one of the
main causes of risks. Credit default
swaps (CDS) are a typical example;
by changing the form of raising funds
for mortgages they lowered the costs

Guards keeping watch over the premises of a company in Wenzhou city whose CEO was
suspected of fleeing China to evade debt owed to informal lenders. A spate of such cases
in Wenzhou has highlighted the depth of the problem of shadow banking in China.

for house buyers, but introduced more
bubbles into the US realty market.
In 1997, the CDS market totalled
$180 billion, but it had soared to $6.2
trillion within nine years, accumulat-
ing enormous risks in the process,
exemplified by the over-trading of
CDS. Finally in 2008, with a fall in
realty prices, the financial crisis was
kindled and swept like wildfire
through the US and the whole world.
Despite different practices, Chi-
na’s shadow banking is nonetheless
also potentially dangerous and de-
structive. For the past 30 years, China
has generally maintained a typical
indirect bank-led financing system,
which owes 80 to 90% of funds to
banks in the form of loans. Within this
relatively stable system, the central
bank can estimate the supply of broad
money (M2) and decide the size of
each year’s new loans from the GDP
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growth rate, so as to control the
amount of money loaned.

But the situation has changed
with deeper financialisation of the
economy. Various emerging financial
tools, such as agencies that raise funds
through securities and insurance, have
increasingly taken a larger share of the
banks’ role in the financial market.

Non-bank loans were only 8.7%
of the total yuan loans in 2002, but
had grown to 79.7% in 2010. This
growth in finance means the loan size
is no longer an index of money sup-
ply-demand relations.

As shadow banking is not con-
trolled by the state, many banks turn
their loans into financial products
through trust companies, which invest
them in sectors with high returns but
also with high risk.

The high returns attract more eco-
nomic participants and even state-
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Chinese regulators step in to control
shadow banking risks

Chee Yoke Heong

IN a move to stem concerns about the
negative effects from excessive lend-
ing in the informal sector, China’s
banking regulator assured that the
government has put in place controls
over the potential risks and is address-
ing the lending squeeze that led to the
growth of informal financing.

The risks associated with this
growing recourse to the shadow bank-
ing system were thrown into stark re-
lief recently in the city of Wenzhou in
southeastern Zhejiang province. Ac-
cording to a 12 October report by the
official Xinhua news agency, over 80
Wenzhou businessmen had disap-
peared, committed suicide or declared
bankruptcy in order to avoid repaying
debts to informal lenders.

According to Liu Mingkang, the
former Chairman of the China Bank-
ing Regulatory Commission (CBRC),
regulators are aware that in the past
two years, the overall liquidity in the
Chinese economy has tightened and
this has resulted in an imbalance be-
tween supply and demand that in-
duced diversion into so-called ‘inno-
vative’ shadow banking activities.

The CBRC has continuously paid
attention to this, said Liu in a transcript
of a speech made in October and
posted on the organisation’s website,
adding that such moves have shown
effects.

Among the measures taken are
direct monitoring and supervision, the
elimination of incentives for engaging
in shadow banking activities that in-
volved stemming the root causes, and
greater transparency in the activities
of the banking sector.

Steps are also made to ensure

A factory in China producing electrical appliances. There is
now a recognition that assistance needs to be extended to
Chinese enterprises suffering a credit squeeze that has
driven many businesses to the shadow banking system.

that risks are ‘isolated’ through a com-
bination of ‘mitigation and blocking’, by
requiring that financial institutions and
informal lending institutions establish a
strict ‘firewall’ to prevent risk transfer.
There has been concern about the di-
rect impact on the formal banking sec-
tor and the economy from the risk posed
by the informal lending market.

Liu said that the CBRC is deter-
mined to crack down on high-interest-
rate loans, illegal fundraising, and finan-
cial fraud activities, among others, and
to strictly prevent the informal financing
market from becoming a hotbed for ille-
gal activities such as fraud, money laun-
dering, foreign exchange speculation
and so forth.

There also seems to be recognition
that direct assistance needs to be ex-
tended to small enterprises and the ag-
riculture community which, according to
reports, have been suffering from a
credit squeeze that has driven many
businesses to the shadow banking sys-
tem to obtain loans. Liu said strong sup-
port will be given to small and micro en-

terprises and the agriculture, rural and
peasant sector as well as to help them
to counter inflation. These moves in-
clude encouraging financial institutions
to promote and
strengthen financial
services for small enter-
prises through means
such as establishing
specialised agencies to
meet their needs.

According to Liu,
as of the end of June
2011, small enterprises’
loan balance is almost
1 billion yuan, account-
ing for 29% of the total
loan balance of all en-
terprises. Meanwhile,
loans by the banking in-
dustry to the agricul-
ture-related sector
stood at 13.40 trillion
yuan, accounting for
24.5% of total loans of the financial in-
stitutions.

Premier Wen Jiabao has also
pledged more support for small com-
panies.

According to media reports, Liu
also cited the debts of local govern-
ment financing vehicles and real-es-
tate developers as concerns, but he
downplayed their risks, saying the lat-
est stress test results show that Chi-
na’s banking industry is in general con-
trol of real-estate risk while local gov-
ernments were in a strong financial
position and would be able to service
their commitments.

Banks’ overall bad debt ratio on
real-estate lending is lower than 2%
and recent stress tests show that they
can withstand a 40% decline in prop-
erty prices, Bloomberg news agency
reported Liu as saying. Property lend-
ing accounted for 19.8% of total out-
standing loans at the end of August
2011. L 2

Chee Yoke Heong is a researcher with the Third
World Network.

owned enterprises (SOEs) have joined
the game. According to the Financial
Times, several jumbo SOEs have fi-
nancial platforms, while 90% of all
loan-lending enterprises are SOEs.
The shadow banking system now
has an estimated annual fund flow of
2 trillion yuan, or 5% of China’s GDP.
If it continues to grow without con-

trol and supervision, China’s financ-
ing market will become increasingly
unstable in the near future, with pos-
sibly serious economic and social ef-
fects.

To limit the growth of shadow
banking, China needs to properly deal
with its relations with the official fi-
nancing system. The urgent mission
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today is to keep a free flow of social
funds within the official financing
system, and to implement stricter su-
pervision upon shadow banking, so as
to solve the problem without causing
grave shocks to the economy. 2

Zhang Monan is an economic researcher with
China’s State Information Centre. This article is
reproduced from China Daily (24 October 2011).
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ILO says world heading for a new
and deeper jobs recession, warns
of more social unrest

In a grim analysis issued on the eve of the November G20 leaders’ summit, the
International Labour Organisation (ILO) says in a report that the world economy is
on the verge of a new and deeper jobs recession that will further delay the global
economic recovery and may ignite more social unrest in scores of countries.
Raymond Torres, Director of the ILO International Institute for Labour Studies which
issued the report, explains the implications.

The economic slowdown may
entail a double-dip in
employment ...

THE next few months will be crucial
for avoiding a dramatic downturn in
employment and a further significant
aggravation of social unrest. The
world economy, which had started to
recover from the global crisis, has
entered a new phase of economic
weakening. Economic growth in ma-
jor advanced economies has come to
a halt and some countries have re-en-
tered recession, notably in Europe.
Growth has also slowed down in large
emerging and developing countries.
Based on past experience, it will
take around six months for the ongo-
ing economic weakening to impact
labour markets. Indeed, in the imme-
diate aftermath of the global crisis it
was possible to delay or attenuate job
losses to a certain extent, but this time
the slowdown may have a much
quicker and stronger impact on em-
ployment. After the collapse of
Lehman Brothers in 2008, many vi-
able enterprises expected a temporary
slowdown in activity and so were in-
clined to retain workers. Now, three
years into the crisis, the business en-
vironment has become more uncertain
and the economic outlook continues
to deteriorate. Job retention may
therefore be less widespread.
Moreover, government job- and
income-support programmes, which
proved so successful in cushioning
job losses and supporting job reten-

tion practices in firms at the start of
the global crisis, may be scaled down
as part of the fiscal austerity meas-
ures adopted in a growing number of
countries. Lastly, and more funda-
mentally, while in 2008-2009 there
was an attempt to coordinate policies,
especially among the Group of 20
(G20) major economies, there is evi-
dence that countries are now acting
in isolation. This is leading to more
restrictive policies driven by competi-
tiveness considerations, and job reten-
tion measures could fall victim to it.

The latest indicators suggest that
the employment slowdown has al-
ready started to materialise. This is the
case in nearly two-thirds of advanced
economies and half of the emerging
and developing economies for which
recent data are available. Meanwhile,
young people continue to enter the
labour market. As a result, approxi-
mately 80 million net new jobs will
be needed over the next two years to
restore pre-crisis employment rates
(27 million in advanced economies
and the remainder in emerging and
developing countries). However, in
light of the recent economic
slowdown, the world economy is
likely to create only about half of
those much-needed jobs. And it is es-
timated that employment in advanced
economies will not return to its pre-
crisis levels until 2016, i.e., one year
later than projected in the Interna-
tional Labour Organisation (ILO)’s
World of Work Report 2010.
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... exacerbating inequalities
and social discontent ...

As the recovery derails, social
discontent is now becoming more
widespread, according to a study car-
ried out for the purposes of the World
of Work Report 2011 (henceforth the
Report). In 40% of the 119 countries
for which estimates could be per-
formed, the risk of social unrest has
increased significantly since 2010.
Similarly, 58% of countries show an
increase in the percentage of people
who report a worsening of standards
of living. And confidence in the abil-
ity of national governments to address
the situation has weakened in half the
countries.

The Report shows that the trends
in social discontent are associated
with both the employment develop-
ments and perceptions that the bur-
den of the crisis is shared unevenly.
Social discontent has increased in
advanced economies, the Middle East
and North Africa and, albeit to a much
lesser extent, Asia. By contrast, it may
have stabilised in Sub-Saharan Africa,
and it has receded in Latin America.

... and further delaying
economic recovery.

The worsening employment and
social outlook, in turn, is affecting
economic growth. In advanced econo-
mies, household consumption — a key
engine of growth — is subdued as
workers become more pessimistic



about their employment and wage
prospects. Indicators for the United
States and several European countries
suggest that workers expect stagnat-
ing or even falling wages. The uncer-
tain demand outlook, combined with
continued weaknesses in the financial
system of advanced economies, is
depressing investment in all countries,
including in emerging and develop-
ing economies which rely primarily
on exports for growth and job crea-
tion.

In short, there is a vicious cycle
of a weaker economy affecting jobs
and society, in turn depressing real
investment and consumption, thus the
economy and so on.

This vicious circle can be
broken by making markets
work for jobs — not the other
way around

Recent trends reflect the fact that
not enough attention has been paid to
jobs as a key driver of recovery. Coun-
tries have increasingly focused on
appeasing financial markets. In par-
ticular, in advanced economies, the
debate has often centred on fiscal aus-
terity and how to help banks — with-
out necessarily reforming the bank
practices that led to the crisis, or pro-
viding a vision for how the real
economy will recover. In some cases,
this has been accompanied by meas-
ures that have been perceived as a
threat to social protection and work-
ers’ rights. This will not boost growth
and jobs.

Meanwhile, regulation of the fi-
nancial system — the epicentre of the
global crisis — remains inadequate. In
advanced economies, the financial
sector does not perform its normal
intermediary role of providing credit
to the real economy. And emerging
economies have been affected by the
massive inflows of volatile capital.

In practice, this means that em-
ployment is regarded as second order
vis-a-vis financial goals. Strikingly,
while most countries now have fiscal
consolidation plans, only one major
advanced economy — the United
States — has announced a national jobs
plan. Elsewhere, employment policy

ECONOMICS

is often examined with a fiscal lens.

It is urgent to shift gears. The
window of opportunity for leveraging
job creation and income generation is
closing, as labour market exclusion is
beginning to take hold and social dis-
content grows.

This requires, first, ensuring
a closer connection between
wages and productivity,
starting with surplus
countries ...

It is time to reconsider ‘wage
moderation’ policies. Over the past
two decades, the majority of countries
have witnessed a decline in the share
of income accruing to labour — mean-
ing that real incomes of wage earners
and self-employed workers have, on
average, grown less than would have
been justified by productivity gains.
Nor has wage moderation translated
into higher real investment: between
2000 and 2009 more than 83% of
countries experienced an increase in
the share of profits in GDP, but those
profits were used increasingly to pay
dividends rather than invest. And
there is no clear evidence that wage
moderation has boosted employment.

In fact, wage moderation has con-
tributed to exacerbating global imbal-
ances which, along with financial sys-
tem inefficiencies, have led to the cri-
sis and its perpetuation. In advanced
economies, stagnant wages created
fertile ground for debt-led spending
growth — which is clearly unsustain-
able. In some emerging and develop-
ing economies, wage moderation was
an integral part of growth strategies
based on exports to advanced econo-
mies — and this strategy too is unsus-
tainable.

By ensuring a closer connection
between wages and productivity, the
global shortfall in demand would be
addressed. In addition, such a bal-
anced approach would help ease the
pressures on budget-constrained gov-
ernments to stimulate the economy.
In many countries, profitability lev-
els are such that allowing wages to
grow in line with productivity would
also support investment.

Obviously, the proposed policy
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would need to be adapted to country
circumstances and can only be
achieved through social dialogue,
well-designed minimum wage instru-
ments and collective bargaining, and
renewed efforts to promote core la-
bour standards. With this in mind,
surplus economies like China, Ger-
many, Japan and the Russian Federa-
tion have a strong competitive posi-
tion, and therefore more space for
such a policy than other countries.
More balanced income developments
in surplus countries would be in the
interest of those countries while also
supporting recovery in deficit coun-
tries, particularly those in the euro-
area which cannot rely on currency
devaluation in order to recover lost
competitiveness.

... second, supporting real
investment notably through
financial reform...

There will be no job recovery
until credit to viable small firms is
restored. In the EU, the net percent-
age of banks reporting a tightening of
lending standards has remained posi-
tive throughout 2011, and when firms
in the EU were asked about the most
pressing problem they faced between
September 2010 and February 2011,
one-fifth of small firms reported lack
of adequate access to finance. Tar-
geted support could take the form of
credit guarantees, the deployment of
mediators to review credit requests
denied to small firms and providing
liquidity directly to banks to finance
operations of small enterprises. Such
schemes already exist in countries like
Brazil and Germany.

In developing countries, there is
significant scope for increasing in-
vestment in rural and agricultural ar-
eas. This requires targeted public in-
vestment, but also curbing financial
speculation on food commodities in
order to reduce the volatility of food
prices. Food prices were twice as
volatile during the period 2006-2010
than during the preceding five years.
As a result, any increase in agricul-
tural income is perceived by produc-
ers — especially small ones — as tem-
porary. Producers thus lack the stable



horizon needed to invest the agricul-
tural-income gains, perpetuating food
shortages and wasting decent work
opportunities.

... third, maintaining and in
some cases strengthening pro-
employment programmes
funded from a broader tax
base ...

No country can develop with
ever-rising public debts and deficits.
However, efforts to reduce public debt
and deficits have disproportionately
and counterproductively focused on
labour market and social programmes.
Indeed, cuts in these areas need to be
carefully assessed in terms of both di-
rect and indirect effects. For instance,
cutting income-support programmes
may in the short run lead to cost sav-
ings, but this can also lead to poverty
and lower consumption, with long-
lasting effects on growth potential and
individual well-being.

A pro-employment approach that
centres on cost-effective measures
will be instrumental in avoiding a fur-
ther deterioration in employment.
Carefully designed pro-employment
programmes support demand while
promoting a faster return to pre-crisis
labour market conditions. Early sup-
port in crisis times pays off through
reduced risk of labour market exclu-
sion, as well as productivity gains.
The positive employment effects due
to more vibrant labour market match-
ing compensate for any negative ef-
fects resulting from private sector
crowding out. Increasing active la-
bour market spending by only half a
per cent of GDP would increase em-
ployment by between 0.2% and 1.2%
in the medium term, depending on the
country. Though these estimates pro-
vide broad orders of magnitude only,
they underline that, if well-designed,
spending on pro-employment pro-
grammes is consistent with fiscal ob-
jectives in the medium term.

Moreover, pro-employment pro-
grammes are not expensive to the pub-
lic purse. If need be, new resources
can be found to support much-needed
spending. In this regard, the Report
notes that there is scope for broaden-
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ing tax bases, notably on property and
certain financial transactions. Such
measures would enhance economic
efficiency and help share the burden
of adjustment more equitably, thereby
also contributing to appease social
tensions. The heterogeneous nature of
the recovery makes it necessary, how-
ever, to apply the approach in the light
of country-specific circumstances.

... and putting jobs back on
top of the global agenda.

The responsibility for making
markets work for jobs rests primarily
with national governments. They have
at their disposal a rich panoply of
measures inspired by the ILO Global
Jobs Pact — ranging from job-friendly
social protection programmes, to
well-designed minimum wages and
employment regulations and produc-
tive social dialogue — which can be
quickly mobilised in combination
with job-friendly macroeconomic and
financial settings. It is especially im-

portant to move quickly on this front
in the euro-area, where the signs of
economic weakening are strongest.
There is also a critical role for
international policy coordination.
This task has become more difficult
given the different cyclical positions
of countries. However, the Report’s
findings suggest that a job recession
in one region will, sooner or later, af-
fect economic and social prospects in
the other regions. Conversely, the
interconnectedness of economies
means that, if countries act in a coor-
dinated way, any favourable effects
on employment will be amplified. In
this regard, the G20 has a special lead-
ership role to play in keeping employ-
ment, along with fiscal and financial
issues, high on the global policy
agenda. Here too, time is of the es-
sence. L 2

Raymond Torres is Director of the ILO’s
International Institute for Labour Studies (IILS) in
Geneva. The above first appeared as the Editorial
in the World of Work Report 2011: Making Markets
Work for Jobs, which is published by the IILS.

THE following are some of the main
findings of the ILO’s World of Work
Report 2011:

» Approximately 80 million net
new jobs will be needed over the
next two years to re-attain pre-cri-
sis employment rates (27 million in
advanced economies and the re-
mainder in emerging and develop-
ing countries).

* Out of 118 countries with avail-
able data, 69 countries show an in-
crease in the percentage of people
reporting a worsening of living stand-
ards in 2010 compared to 2006.

* Respondents in half of 99
countries surveyed say they do not
have confidence in their national
governments.

* In 2010, more than 50% of
people in developed countries re-
ported being dissatisfied with the
availability of decent jobs (in coun-
tries such as Greece, ltaly, Portu-
gal, Slovenia, and Spain, more than
70% of survey respondents reported

The grim facts

dissatisfaction).

* The share of profit in GDP in-
creased in 83% of the countries ana-
lysed between 2000 and 2009. Pro-
ductive investment, however, stag-
nated globally during the same pe-
riod.

* In advanced countries, the
growth in corporate profits among
non-financial firms was translated
into a substantial increase in divi-
dend payouts (from 29% of profits
in 2000 to 36% in 2009) and finan-
cial investment (from 81.2% of GDP
in 1995 to 132.2% in 2007). The cri-
sis reversed slightly these trends,
which resumed in 2010.

» Food price volatility doubled
during the period 2006-2010 relative
to the preceding five years, affect-
ing decent work prospects in devel-
oping countries. Financial investors
benefit more from price volatility
than food producers, especially
small ones. — ILO press release &
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Latest victims of financialisation —
food and commodities

Food- and commaodity-producing countries in the Third World have long faced the problem of
price volatility arising from many sources. Speculators operating from financial and
commaodity markets are now adding to their woes. Michael Lim Mah-Hui explains.

IT is apropos to recall the words of
the great economic historian Karl
Polanyi. In his book The Great Trans-
formation, he wrote that in the trans-
formation from feudalism to capital-
ism, everything becomes
commoditised for the sake of profit —
trees become timber, men/women
become labour, and land becomes real
estate. Today we can add to this list —
food becomes a financial commodity.

The term ‘financialisation’ has
gained increasing prominence and
usage over the last few years. Basi-
cally it refers to the process and re-
sult of the domination of finance over
the real economy. The financial indus-
try includes banks and non-banking
financial institutions such as insur-
ance and mortgage companies, pen-
sion funds, investment banks, hedge
funds, private equity funds, stock and
bond markets, commodity and other
types of exchanges etc. In the United
States, the financial industry has
grown to become the largest sector in
the economy, accounting for slightly
over 20% of its GDP in 2007, twice
as large as the next sector, trade at
12%, followed by manufacturing at
11%. The financial industry ac-
counted for 30% of total corporate
profit in the same year. Wall Street
employees earn on the average
$435,000 per year — 10 times the sal-
ary of an average worker in the pri-
vate sector.

The financial industry itself has
undergone significant transformation.
It used to be that banking was the ma-
jor portion of the financial industry.
But this is no longer the case in the
advanced economies of the United
States and the United Kingdom. The
non-banking financial institutions that
are not regulated, or what is some-
times termed the shadow banking sys-
tem, have come to overshadow the
banking institutions, though the links

Finance has now come to dominate operations in commodity markets. For example, 61%
of the wheat market is accounted for by financial speculators.

between the two are very tight. In fact,
it is the activities in the shadow bank-
ing system and its links to the bank-
ing system that brought about the
Great Financial Crisis of 2007.

The primary functions of bank-
ing and finance should be to serve the
activities of production, trade and in-
vestment. However, today, instead of
finance being the servant of the real
economy, it has become its master.
The tail is wagging the dog. Finan-
cial transactions are undertaken
largely for speculative purposes and
bear little relationship to real eco-
nomic activities. And the volume and
speed of financial transactions are so
overwhelming they have come to
destabilise the real economy. Take, for
example, the foreign exchange mar-
kets, whose daily volume of transac-
tions (spot, forwards and derivatives)
totals $5 trillion, or $1,250 trillion per
year (based on 250 working days).
Compare this amount to the volume
of world trade that totalled only $13
trillion for the year 2007. Even if we
add other real economic activities like
direct investment flows and tourism,
we will not reach a fraction of the
$1,250 trillion. Foreign exchange
rates are determined more by finan-
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cial flows such as carry trades rather
than trade flows. These free capital
flows have undermined the effective-
ness of national monetary policies.

The financialisation of commod-
ity markets and the effects of specu-
lation in these markets are the sub-
ject of two important reports pub-
lished earlier this year: Price Forma-
tion in Financialised Commodity
Markets: The Role of Information by
the United Nations Conference on
Trade and Development (UNCTAD),
and Broken Markets: How Financial
Market Regulation Can Help Prevent
Another Global Food Crisis by the
World Development Movement
(WDM) (see following article). Much
of what follows is based on these re-
ports.

Financialisation of the
commodity markets

Agricultural commodities are
naturally exposed to the vagaries of
weather and natural calamities. Hence
since time immemorial, farmers have
sought to shield themselves from
price fluctuations by entering into for-
ward contracts with investors, hedg-
ers and speculators who are willing



to take contrary positions. These fu-
tures markets allowed producers to
transfer their risks to market partici-
pants who are willing to take on price
risks.

However, over the past 10 years,
a great transformation has occurred in
the commodity markets; finance has
now come to dominate operations in
these markets. One example is the
wheat market. In the mid-1990s finan-
cial speculators accounted for 12% of
the market, with the rest held by com-
mercial hedgers; in 2011, financial
speculators held 61% of the wheat
market and commercial hedgers 39%.

After the equities bubble col-
lapsed in 2000, financial investors in-
tensified the diversification of their
investment portfolio. Studies were
done to show that commodity markets
were less volatile than the stock and
bond markets and were a good hedge
against inflation. Around the same
time in 2001, the Commodity Futures
Modernisation Act in the US ex-
empted derivatives from oversight
under state gaming laws, and also ex-
cluded certain swaps from being con-
sidered as ‘security’ under the Securi-
ties and Exchange Commission rules.
By ruling that credit derivatives were
neither a security nor a gaming activ-
ity, the Act opened the floodgate to
derivatives business that rose five
times — from $100 trillion to $516 tril-
lion between 2002 and 2007.

Deregulation of commodity mar-
kets has allowed an explosive growth
of financial speculation in these mar-
kets. This can been seen in Figures 1
and 2 that show the outstanding fu-
tures and options contracts on com-
modity exchanges, and over-the-coun-
ter (OTC) commodity derivatives re-
spectively. There was a dramatic in-
crease in these financial transactions
in both markets between 2001 and
2008. However with the great finan-
cial crisis, there was a sharp drop in
the OTC derivatives transactions,
while there was a slight decline in the
futures and options contracts on com-
modity exchanges in 2007/08 fol-
lowed by a dramatic increase in 2009
and 2010.

The decline in the relative impor-
tance of OTC commodity derivatives
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probably reflects a change in the rela-
tive position of financial players in
these markets. There are two major
types of financial players in these
markets — commodity index funds and
active commodity fund traders.

Commodity index funds are at-
tractive to investors like pension funds
because they allow investors to gain
exposure to a wide range of commodi-
ties without direct trading in the mar-
ket. These funds normally take a ‘long
only’ position, i.e., they buy to hold,
and roll over their positions upon ma-
turity, taking the view that prices will
rise over the long term. They are nor-
mally passive investors. The index
investors will usually enter into a swap
transaction with a bank or financial
institution that will in turn hedge its
position through futures contracts on
a commodity exchange or in the OTC
market.

The other category of financial
players is the traders who actively buy
and sell futures contracts in commod-
ity markets. These are banks, hedge
funds and private investors who
choose active trading in commodity
markets and significantly contribute
to increasing price volatility. At the
extreme are the big financial institu-
tions that use computerised high-fre-
quency trading to take advantage of
price changes. They are criticised for
creating extreme volatility in the mar-
kets. The chairman of the World Sugar
Committee wrote that: ‘Computer-
based traders do not even contribute
to the traditional function of the specu-
lator in allowing producers and con-
sumers to transfer price risk, since
they do not take price risk home. In-
stead, it would appear that the com-
puter-based traders are parasitic.’

Passive index investments that
accounted for 65-85% of total com-
modity investments prior to the finan-
cial crisis have fallen to about 45%
since 2008. A recent survey by
Barclays Capital conducted in Decem-
ber 2010 revealed that only 7% of
commodity investors plan to use in-
dex funds compared with 43% that
preferred active management that in-
cludes the use of exchange traded
products and exchange traded funds
backed by futures contracts.
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Impact of financialisation of
commodity markets

Distortion of market prices

The recent volatility in prices of
many agricultural and other com-
modities cannot be explained by the
fundamental forces of demand and
supply alone. Speculation plays a cru-
cial role in this extreme volatility. For
example, according to data from the
US Department of Agriculture, there
is no shortage of wheat and maize, yet
the prices of these commodities have
spiked in recent years. In the oil mar-
ket, it was estimated that around 20%
of'the movement in price is due to po-
sitions taken by financial speculators.
In the cocoa market, the attempt last
year by a major player to corner the
market by taking a huge position sent
the price of cocoa skyrocketing, only
to be followed by an equally major
correction.

Studies have also demonstrated a
close correlation between commod-
ity prices and the positions taken by
financial investors who pursue an ac-
tive trading strategy. While over the
long term, prices reflect fundamental
forces of demand and supply, over the
short term, price movements have
more to do with the momentum of
speculation than with fundamentals.

Market efficiency theory assumes
investors make rational decisions
based on full information and act in-
dependently of each other. However,
the lack of transparency and reliable
data, and the inherent uncertainty in
commodity markets tend to push in-
vestors to follow the herd rather than
to make independent decisions on the
basis of information. This is especially
true when commodity goods markets
have become commodity financial
markets. In the goods market, demand
is driven primarily by consumption
and prices are determined by forces
of demand and supply; when price
rises, demand falls and supply in-
creases, and vice versa. In financial
markets, demand is undertaken for in-
vestment rather than for consumption
purposes. In other words, when price
rises, demand also rises in anticipa-
tion of further rise and investors profit
the most by following the crowd for



some time and then divesting and tak-
ing profit just before the rest of the
crowd does. Investors have to be nim-
ble, to be able to dip in and out of
markets quickly. Hence, in the short
term, prices are determined by specu-
lation rather than the fundamental
forces of demand and supply.

This tendency for prices to devi-
ate from fundamentals generates
wrong market signals and gives rise
to price distortions. Consequently
genuine market players such as pro-
ducers, consumers and genuine hedg-
ers are faced with a greater degree of
uncertainty and this makes hedging
more expensive and crowds out the
genuine market hedgers. Hence it
makes the transfer of price risks from
producers and consumers to others
who are willing to assume the price
risks more difficult.

Aggravating price inflation

Commodity index funds have
been criticised for exerting structural
upward pressures in commodity fu-
tures markets due to the large and long
positions they take. The volume of
index funds in agricultural commodi-
ties increased 26 times from $3 bil-
lion in 2003 to $80 billion in 2011,
accounting for 60% of overall finan-
cial holdings in agricultural futures
markets (WDM, 2011). The total
value of assets under management by
financial investors in commodities
rose from about $80 billion to $410
billion between 2005 and 2011
(UNCTAD, 2011: Figure 6).

Futures markets affect spot prices
in the physical commodity markets
through various ways. On the one
hand, traders in physical markets use
futures prices as benchmarks for bid-
ding in the spot physical markets. On
the other hand, food producers are
also influenced by futures prices. If
they expect prices to rise as indicated
in the futures markets, they may ad-
just supply accordingly and further
push up prices. Futures prices are also
used as a basis for pricing in the spot
market by adding or subtracting an
agreed margin or ‘basis’ to the spot
prices. In short, financial speculation
in the futures markets exerts a strong
influence on the price of commodi-
ties in the spot markets.
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Figure 1

Figure 2

Commodity speculation
complicates monetary policies
Just as free capital flows and
carry trades undermine national mon-
etary policies, commodity speculation
likewise complicates monetary poli-
cies. After the dramatic fall in 2008
and 2009, commodity prices re-
bounded with equal vigour in 2010,
way ahead of any recovery in the real
economy. The rise in commodity
prices generates inflationary pressure
on the real economy and could force
monetary authorities to tighten mon-
etary policy prematurely, as in the hik-
ing of interest rates in China and In-
dia in early 2010. This will in turn
abort a recovery in the real economy.
As the UNCTAD report concluded:
‘The fact that monetary policy
reacts to price pressure stemming
from rising commodity prices, rather
than to bottlenecks in industrial
production, points to a worrisome
aspect of the impact of
financialisation that has so far been
underestimated, namely its capacity
to inflict damage on the real economy
as a result of sending the wrong

signals for macroeconomic
management.’
Conclusion

Prices of agricultural and other
physical commodities have not only
risen steadily but, more importantly,
have been highly volatile in recent
decades. Forces of the underlying
physical demand and supply of com-
modities alone are not able to explain
this worrisome trend. Increasingly, fi-
nancial transactions and speculation
that have little to do with the physical
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demand and supply of commodities
are determining the price movements
in these markets. Studies have shown
that prices are correlated with posi-
tions taken by financial speculators.
The financialisation of commodity
markets distorts market prices, makes
genuine hedging more expensive and
difficult, crowds out genuine commer-
cial market participants, complicates
monetary policies, and contributes to
rising food prices that can either push
more people into poverty and/or slow
down the rate of poverty reduction in
the poorer countries.

Given the negative impact finan-
cial speculation in commodity mar-
kets has on the real economy, it is
necessary to step up the regulation of
commodity markets. Proposals for
enhanced regulation include: better
information on various aspects of
commodity markets particularly with
respect to inventory positions; in-
creased transparency of positions
taken by market players; establish-
ment of individual position limits for
any individual player, and aggregate
position limits for any category of
market players; tighter regulation of
over-the-counter transactions and
pushing more of such OTC transac-
tions into publicly regulated ex-
changes; increasing margin require-
ments for financial speculators; and
introduction of a financial transaction
tax on all commodity derivative trans-
actions. L 2

Michael Lim Mah-Hui is a senior fellow at the
Penang Institute based in Penang, Malaysia. He was
previously a post-doctoral fellow at Duke University
and Assistant Professor at Temple University in the
US, and an international and investment banker:
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Taming financial speculation,
stabilising food prices

The enormous influx of financial speculation into agricultural commodity derivative
markets has effectively broken them. Strong regulation is urgently needed to
restore these markets to their normal functioning and to help prevent repeated

FOOD is a fundamental human right
and essential to our survival. Yet many
are unaware of the powerful position
that financial markets have come to
hold in the global food system. Along-
side markets for trading food (physi-
cal markets), financial markets for fu-
tures and other derivatives play a cen-
tral role in setting the prices of the
world’s food.

Futures markets were originally
developed to help those involved in
producing food to manage their risk.
Food producers and other commercial
participants involved in the supply
chain are inherently exposed to the
risk of fluctuating prices. A producer
growing a crop, such as wheat or
maize, has to invest in production
through buying seeds or other inputs
such as fertiliser. However, this in-
vestment is at risk as the price of the
crop may fall while it is being grown.

Futures markets allow food pro-
ducers and other commercial partici-
pants to transfer their price risk to
someone else more willing to take on
that risk. This could be another com-
mercial hedger, or a financial specu-
lator who hopes to profit from chang-
ing prices over the life of the futures
contract.

Futures markets were developed
for the benefit of those involved in the
production of food, yet they have now
changed almost beyond recognition.
Over the past 10 years, financial mar-
kets for agricultural commodities
have become dominated by specula-
tors who simply use them as another
form of investment. As a result, they
are no longer able to fulfil their in-
tended functions.

Moreover, most of the world’s
food producers, the majority of whom
are small farmers in developing coun-

global food crises.

The Chicago Board of Trade (pic) is one of the major commodity futures exchanges. In
recent years, financial speculation has exploded in scale across agricultural futures markets.

tries who lack access to credit, do not
have access to nor rely on commod-
ity futures markets to manage risk.
Many alternatives to market-based
risk management exist which would
be better suited to the needs of most
of the world’s farmers.

Wider structural changes are
needed to ensure the global food sys-
tem can meet the needs of a growing
population and the needs of those who
produce the world’s food. A food sys-
tem that is not shaped by unjust trade
rules and a handful of powerful cor-
porations, but instead supports eco-
logically sustainable small-scale food
producers, is vital to achieving this
goal.

Regulating agricultural commod-
ity markets alone will not tackle the
many challenges of global food pro-
duction. But in the wake of the finan-
cial crisis, there is a unique opportu-
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nity to introduce financial market
regulation, taking the first steps to
improving the global food system for
the benefit of food producers and con-
sumers.

The enormous influx of financial
speculation into agricultural commod-
ity derivative markets has effectively
broken them. Strong regulation is ur-
gently needed to restore these markets
to their normal functioning and to help
to prevent repeated global food cri-
ses.

The case for urgent action to
tackle the damaging impacts of finan-
cial speculation could not be clearer.
According to the UN Food and Agri-
culture Organisation (FAQO), food
prices have recently exceeded those
seen during the last food crisis in
2007-08, rising by 39% in the year to
July 2011. In the last six months of
2010 alone, 44 million people were



pushed into extreme poverty by ris-
ing food prices, equivalent to almost
two in every three people in the UK.

A financial takeover: How
speculation has taken hold

In order for futures markets to
function effectively, a degree of finan-
cial speculation is needed. Financial
speculation can provide liquidity to
the market and can also play an im-
portant role in transferring price risk
away from food producers. However,
the extent to which it is beneficial to
the market is hotly debated. In recent
years, speculation has exploded in
scale across agricultural commodity
markets. Rather than just providing
liquidity to help markets’ core func-
tions of hedging and price discovery,
financial speculation has come to
dominate them.

Financial domination

Deregulation of commodity mar-
kets in the US in the late 1990s and
early 2000s has allowed an enormous
growth in financial speculation in
these markets, allowing purely finan-
cial actors a much greater role in the
markets and facilitating the develop-
ment of new financial products that
allow investors to treat commodities
as another asset class, like equity
(shares). Investment banks offering
access to commodity markets also
pitched them as an ideal addition to a
portfolio of investments. They pro-
moted research which showed that
commodity market returns were less
volatile than equities or bonds and
provide a good hedge against infla-
tion.

Over the course of the last dec-
ade agricultural commodity markets
have become dominated by financial
speculators, overwhelming the nor-
mal functioning of these markets. His-
torically, when commodity markets
functioned effectively, providing suf-
ficient liquidity for commercial hedg-
ers and allowing effective price dis-
covery, commercial hedgers domi-
nated the markets, with only a tiny
percentage held by financial specula-
tors. This has now reversed, with fi-
nancial speculators holding the ma-
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jority of the market.

Looking at the largest wheat fu-
tures market in the US, in the mid-
1990s financial speculators held just
12% of the market, with the rest held
by commercial hedgers. In 2011, 61%
of the market is held by purely finan-
cial speculators and commercial hedg-
ers only make up 39% of the market.

This dominance of financial
speculators is also reflected in the size
of the market held by financial insti-
tutions. In the last five years alone the
total assets of financial speculators in
agricultural commodity markets have
nearly doubled from $65 billion in
2006 to $126 billion in March 2011.
This money is purely speculative,
with none of it being invested in agri-
cultural production, yet it is over 20
times more than the total amount of
aid money given globally for agricul-
ture.

‘Massive passives’

One of the key innovations that
facilitated the enormous growth of
financial speculation has been the use
of commodity index funds, first pio-
neered by Goldman Sachs in 1991.
Commodity index funds work to
transfer commodity contracts into an
asset that can be bought by other fi-
nancial institutions such as pension
funds. These funds are ‘long only’,
which means they only take positions
speculating that prices will rise and
‘roll’ their positions, replacing con-
tracts each month to maintain the
same position in the market. These
funds are also completely passive;
their trading does not respond to price
changes in the market or changes on
the ground, but is instead influenced
by the amount of money investors
hold in the fund. The purpose of in-
dex funds was to accumulate an ‘ev-
erlasting, ever-growing long position,
unremittingly regenerated’. Index
funds also speculate across a basket
of commodities; the most popular
funds include oil, gas, metals and ag-
ricultural commodities.

Commodity index funds were
highly attractive to a range of inves-
tors, notably pension funds, because
they allowed investors to gain expo-
sure to a wide range of commodities
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markets without having to engage in
costly and risky direct trading in the
market. This led to an enormous
growth in index funds holdings in
agricultural commodity markets, in-
creasing 26-fold from around $3 bil-
lion in 2003 to $80 billion in 2011,
with index funds now making up over
60% of overall financial holdings in
agricultural futures markets.

This combination of enormous
size and their passive trading strategy
led Bart Chilton, a commissioner on
the Commodity Futures Trading
Commission (CFTC), the US com-
modity regulator, to describe them as
‘massive passives’.

Active speculators

While passive investment has re-
mained popular amongst investors, a
survey in December 2010 found that
43% were planning to choose active
management to engage in commod-
ity markets in 2011. These active strat-
egies can include the use of other in-
vestment vehicles, such as exchange
traded products (ETPs), which are
traded on stock markets and track ei-
ther one or a set of commodities.
These can allow much smaller inves-
tors much easier access to commod-
ity markets, while others are designed
to better suit the needs of large-scale
investors such as pension funds.

As well as there being a vast ar-
ray of financial products for investors,
some speculators such as investment
banks and hedge funds trade directly
in the markets themselves. These ac-
tive speculators approach the market
in a radically different way from in-
vestors using index funds to gain
long-term exposure to commodity
markets, seeking to profit from short-
term price changes in the market.
Price-based technical analysis is of-
ten used to inform trading decisions,
where past price movements are ana-
lysed to provide information for likely
future price trends. This is the ‘tradi-
tional’ approach to speculation, seek-
ing to buy into rising markets and then
aiming to sell out before the market
falls.

One strategy increasingly used by
active speculators is computerised
high-frequency trading, often based
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Speculation on food prices has led to price inflation and increased price volatility and caused
massive harm to the people most at risk of hunger and poverty.

on analysis of previous price trends,
and trading in the market for very
short periods of time. High-frequency
algorithmic trading can add signifi-
cant volatility to markets by buying
or selling into price movements. The
dangers of this form of trading are
most clearly seen in the ‘flash crashes’
that took place in the international
sugar market in late 2010 and the co-
coa market in early 2011. Falling
prices triggered the computerised
models to automatically sell, fuelling
a downward trend that led to prices
falling 11% for sugar and 12.5% for
cocoa in a single day.

While high-frequency trading has
been hugely profitable for commod-
ity exchanges, which profit from the
increased trading volume, it has been
heavily criticised for providing little
if any benefit to commercial hedgers.
High-frequency traders only enter the
market for short periods of time and
will often close out any positions at
the end of every trading day. As a re-
sult, they do not provide the long-term
hedging partner needed for commer-
cial hedgers to transfer price risk.

The huge growth in high-fre-
quency trading has led to outcry from
commercial traders in the market.
Earlier this year the chairman of the
World Sugar Committee, the indus-
try body that represents the major
sugar traders, wrote to the US sugar
exchange: ‘Computer-based traders

do not even contribute to the tradi-
tional function of the speculator in
allowing producers and consumers to
transfer price risk, since they do not
take price risk home. Instead, it would
appear that the computer-based trad-
ers are parasitic.’

Over the past 10 years there has
been a radical change in the make-up
of agricultural derivative markets.
Whereas previously markets were
predominantly made up of commer-
cial buyers and sellers involved in the
production of food, these markets are
increasingly dominated by index
funds, traders using investment prod-
ucts like ETPs and high-frequency
algorithmic-driven speculation.

‘Dark markets’: Over-the-
counter trading

At present only futures and some
options trading takes place on ex-
changes; the rest of the derivatives
market, such as swaps, is traded
through unregulated bilateral deals
known as ‘over-the-counter’ (OTC)
trading. As OTC trading takes place
bilaterally and without effective regu-
latory oversight, prices are not re-
ported publicly, little data is available
on the size of the market and there
are no requirements for trade report-
ing, as would happen on a regulated
exchange. This has led OTC trading
to be referred to as the ‘dark markets’
due to the lack of market transparency.
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This lack of transparency and
regulation is thought by many to have
been at the heart of the 2008 credit
crisis and the G20 group of major
economies has now resolved to bring
more transparency to these markets.
The value of outstanding OTC deriva-
tives for all commodities (not just
agricultural commodities) stands at
nearly $3 trillion, nearly one-and-a-
half times the UK’s GDP.

One of the major advantages of
trading OTC is the comparatively low
margin requirements for any contract,
compared to trading on a regulated
futures exchange. Margins are a sum
of money that is paid to the exchange
for all futures contracts to cover the
risk the trader has taken on through
this contract. As OTC trading does not
go through a central exchange, mar-
gin requirements are often very low,
reducing the costs to both the parties
but taking away the vital risk man-
agement function served by margin
payments. The other significant fea-
ture of OTC trading that has made it
attractive to financial and commercial
traders is the opportunity to produce
highly customised swaps. While all
futures contracts are standardised,
swaps can be highly complex and ex-
otic, tailored to meet the specifications
of individual companies.

Rather than benefiting the over-
all market, OTC trading also allows a
tiny group of financial institutions
dealing in large volumes of swaps,
such as investment banks like
Goldman Sachs, to maintain and ex-
ploit information asymmetries at the
expense of their clients; as the swaps
dealers are central to the market, they
have access to information unavail-
able to all of their clients. As OTC
trading does not require publicly
quoted prices for contracts, there is
also no guarantee that swaps dealers
are offering fair and equal pricing
between their clients.

The subprime crisis clearly
showed the dangers of unregulated
trading in OTC derivatives, yet the
risks of this trading in dark markets
still exist for agricultural commodi-
ties, with potentially even greater
risks.



Broken markets: The effects
of excessive speculation

The increase in financial specu-
lation in commodity markets over the
last 10 years is clear; however, the
effects that this has had are hotly de-
bated. Proponents of efficient market
theory have argued that speculation
is inherently stabilising. By buying
when prices are low and selling when
prices are high, speculators are be-
lieved to help smooth volatility in the
market. In practice this has not been
the case. Increasing financial specu-
lation has in fact:

* Distorted prices away from
expectations of supply and demand.
* Increased price volatility.

* Caused the prices of unrelated
commodities to move together.

* Increased costs for traditional
hedgers, forcing them out of the mar-
ket.

The effect of the increasing pres-
ence of financial speculators in agri-
cultural derivative markets has been
to undermine their basic functions of
risk hedging and supporting price dis-
covery. These markets are now barely
fit for purpose both for those who rely
on these markets directly and in terms
of their devastating impact on food
prices around the world.

Supply and demand?

In theory, trading in futures mar-
kets should be motivated by informa-
tion and expectations of the supply
and demand of the underlying com-
modity, ensuring that the price reflects
the best available market information.
However, financial speculators are
much less likely to trade based on in-
formation regarding supply and de-
mand but are motivated by a desire to
diversify a range of investments.
Commodities are simply seen as an
investment alternative to ‘traditional’
investment asset classes such as eq-
uities (shares), bonds (debt) or prop-
erty.

One clear example of the impact
of financial speculators trading on
information unrelated to supply and
demand was seen in the cocoa futures
market following the release of US
employment data in 2010. The release
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of this data should theoretically have
little or no impact on cocoa prices, as
there is no causal link between US
employment and world chocolate
consumption. However, the cocoa
futures price dropped nearly 1% in
under five minutes after this data was
released. If traders based their trad-
ing purely on supply and demand in-
formation, there would be little or no
change in prices. But the spillover
from other financial markets and the
impact on investor sentiment led to a
sharp drop in cocoa prices.

By using commodity markets as
another asset class, financial specu-
lators distort the price of agricultural
commodities. Instead of prices being
determined simply by information
about the supply and demand of an
agricultural commodity, they are now
strongly influenced by their value to
financial speculators for a whole
range of other motivations. When
combined with the dominance of fi-
nancial speculators in the market, this
undermines the ability of futures mar-
kets to provide effective, informed
price signals for the physical market.

How index funds cause price
inflation

While the increasing presence of
financial speculators as a whole has
moved prices away from expectations
of supply and demand, index funds
have been singled out by many com-
mentators for their particularly dam-
aging effects, driving price inflation
in commodity markets.

Due to index funds’ size and
long-only positions, they place a
structural upward pressure on prices
in futures markets, with huge amounts
of money speculating on rising prices.
The enormous scale of this buying on
one side of the market then forces
prices upwards; as the prominent fin-
ancier George Soros describes it, ‘in-
stitutional investors are piling in on
one side of the market and they have
sufficient weight to unbalance it.’

Commentators sceptical of the
role of commodity index funds in the
recent dramatic increase in prices
have argued that index funds could
not exert an upward pressure since
there is an unlimited supply of futures
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on an exchange. Due to the limitless
supply of futures contracts, they ar-
gue, the additional money buying into
the long side of the market does not
represent new demand; therefore
prices would only change in response
to new market information, not the
trading of index investors.

This view, however, grossly over-
simplifies trading on commodity ex-
changes. In order for a transaction to
take place, traders on both the long
and short side of the contract must
reach a price they both agree on. If
there is huge demand on one side of
the market, traders will demand that
they are paid a premium to enter a
contract on the other side, inflating the
price. This dynamic of buyers mov-
ing the market price up is well recog-
nised; as noted by Goldman Sachs to
the US Senate, ‘Buyers need to enter
the market, drive the market price to
a place where it attracts sellers. That
is the natural balancing act that goes
on day in and day out.’

Oil, metals and food: Price
movements of unrelated
commodities

Commodity index funds not only
work to push up commodity futures
prices, they also cause the prices of
previously unrelated commodities,
such as oil, metals and food, to move
together. As financial investors gen-
erally lack commodity-specific
knowledge, they buy investment
products which include a range of
commodities. This could be motivated
primarily by a desire to gain access
to a specific class of commodities,
such as energy and metals which
make up the bulk of most commodity
indices, but by doing so they also
drive money into agricultural com-
modity markets. This then causes the
rises and falls of the larger markets,
such as oil and metals, to drive price
changes across a whole range of com-
modities including food.

Empirical research into price
trends across a range of commodities
found that the prices of non-energy
commodities, such as agricultural
commodities, became increasingly
correlated with oil during the mid-
2000s, in parallel with the huge



growth in financial speculation in
commodity index funds. At the end of
the 1990s there was almost no corre-
lation between food and oil prices, but
by 2008 this correlation had become
extremely high.

Herding upwards

The increased presence of finan-
cial speculators in commodity deriva-
tive markets has also facilitated greater
herding behaviour amongst traders.
Herding is when traders act follow-
ing the actions of a larger group rather
than acting independently and ration-
ally based on the information avail-
able to them. Herding behaviour is
most common in situations of uncer-
tainty, a key feature of commodity
markets due to the lack of standard-
ised and reliable data on commodity
supply and demand. While data is
available from a range of sources such
as FAO and the US Department of
Agriculture, these sources are often
criticised as being unreliable and pro-
vide an incomplete picture of global
food production. Furthermore much
information, such as stocks held by
private companies, is only available
to a minority of traders, leading to
greater uncertainty amongst other
traders in the market.

Herding behaviours can come in
many forms and can be both rational
and irrational. One example of irra-
tional herding common in commod-
ity markets is that led by investor be-
liefs or market sentiment, independ-
ent of individual fundamentals, as a
major determinant of asset market
prices. In commodity markets this is
particularly seen in a widely held as-
sumption that in the medium to long
term commodity prices will continue
to rise.

The impact of the beliefs and
sentiment of traders can also be clearly
seen in the sharp rise in commodity
prices following the financial crisis of
2008. It is widely believed, and has
been seen following previous crises,
that during a recovery commodity
prices rise in parallel with economic
growth as demand for physical com-
modities increases. However, follow-
ing the 2008 economic crash, com-
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modity prices rose much earlier in the
economic cycle, significantly ahead
ofincreasing physical demand. Rather
than being driven by rising demand,
market participants’ belief that com-
modity prices would rise as a result
of the recovery drove prices up, com-
pletely unrelated to supply or demand.

Another form of irrational herd-
ing as a result of greater participation
of financial speculators has been that
of trading based on price-based tech-
nical analysis, or ‘trend chasing’, by
active speculators. They are often
termed momentum traders as they buy
into the momentum of pre-existing
upward or downward price trends
within the market. These traders add
significantly to the volatility in com-
modity futures markets, increasing the
likelihood of markets overshooting
both when prices rise and fall.

Many of these traders also use
similar forms of statistical analysis to
inform their trading strategies. This
can risk creating a self-fulfilling cy-
cle whereby traders collectively gen-
erate and then follow price trends en-
tirely separate from anything dictated
by information about supply and de-
mand fundamentals.

Not all herding behaviours are ir-
rational. In a market where informa-
tion is limited and uncertain, and trad-
ers know that other market partici-
pants may have access to private in-
formation they do not have access to,
traders can believe that they can gain
this information through assessing the
trading movements of others. If one
trader sees a trend towards betting on
higher prices, they may believe that
other traders have access to informa-
tion they do not have access to and so
will seek to follow their trading ac-
tivities, believing them to be based on
information about underlying supply
and demand. While such actions can
be seen to be entirely rational when
information is limited, these forms of
herding can again become self-fulfill-
ing, distorting prices away from the
fundamentals of supply and demand.

An additional complexity to such
herding behaviour is created by the
significant presence of index funds
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and other passive speculators in com-
modity markets. As they take a pas-
sive approach and speculate across a
range of commodities, index traders
make decisions irrespective of pre-
vailing conditions in the underlying
commodity markets, instead led by
other external motivations. Their pres-
ence makes it difficult for other trad-
ers to judge whether price changes are
occurring due to the position changes
of'index funds or as a response to new
information about market fundamen-
tals. This can then lead to traders be-
lieving they are rationally following
the actions of more informed traders,
when they are actually replicating the
movements of index funds whose
trading decisions are wholly unrelated
to supply and demand.

Collectively these forms of herd-
ing lead to increased price volatility
as traders buy into upward trends and
sell out of downward price trends,
exacerbating the volatility that already
existed in the market. As many of
these forms of herding are individu-
ally and collectively self-reinforcing,
they can also lead to long-term and
persistent price deviations away from
prices that would be determined by
supply and demand. Given the cur-
rent context, where commodity prices
are expected to rise following the fi-
nancial crisis, and a widespread sen-
timent that food prices will rise due
to long-term population pressures,
these price deviations serve to inflate
prices. In other words, increasing fi-
nancial speculation fuels and sustains
price bubbles within commodity de-
rivative markets.

Persistence of bubbles
According to efficient market
theory, bubbles can only persist for a
very short period of time, if at all. Any
traders who trade against prices driven
by the fundamentals will be punished
when traders who trade ‘correctly’
seek to correct prices back to prices
informed by supply and demand. Ac-
cording to this theory, any traders that
take positions that are not driven by
information about fundamentals will



not profit and therefore be driven out
of the market. Through this analysis
of commodity markets, financial
speculators could only move prices
away from the levels indicated by sup-
ply and demand in the very short term,
but there could be no lasting price
bubble in commodity prices.

While over a long enough period
of time it is possible that commodity
prices may return to the anchor of fun-
damentals, commodity markets are
highly unlikely to quickly correct
back to fundamental levels. This is
due to well-recognised limitations on
the availability of reliable data about
supply and demand fundamentals,
significant information asymmetries,
very limited elasticity of supply and
demand, and an overwhelming
number of financial speculators not
trading based on supply and demand.

For the market to correct, it re-
quires other, informed participants to
trade against the financial speculators
whose trading does not reflect supply
and demand. However, these in-
formed traders face potential losses
if prices move still higher under the
influence of herding financial specu-
lators, so their short selling may not
bring prices back down. Due to this
inherent risk it is often not logical for
informed traders to attempt to restore
prices to a level dictated by the fun-
damentals. In a market where index
funds, hedge funds and investment
banks hold such a large influence,
exerting a sustained influence on
prices, it also may not be possible for
informed traders to trade against
them. Once financial speculators who
do not trade based on supply and de-
mand hold such a strong influence in
the market, it no longer makes sense
for any trader to swim against the tide
by vainly clinging onto market fun-
damentals.

The end result of this is that bub-
ble prices can be sustained in com-
modity markets for at least the me-
dium term, if not over the longer term.
Taking the example of currency mar-
kets, where the fundamentals are clear
price differentials, currency specula-
tion can be seen to move exchange
rates away from the fundamentals for
extended periods of time, in some
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cases for three to five years. Given
that information on fundamentals is
much less clear in commodity mar-
kets, there is little reason to believe
that food price bubbles could not per-
sist for as long, if not longer. The
2007-08 food price spike lasted less
than two years yet had a devastating
impact on people throughout the glo-
bal South.

How futures markets change
the price of food

Financial speculation has over-
whelmed agricultural derivative mar-
kets. It has inflated prices, increased
price volatility and created bubbles
completely unrelated to supply and
demand. However, the fact that this
speculation takes place in the finan-
cial rather than physical markets has
led some to question the extent to
which this activity can have an im-
pact on the physical price.

The US economist Paul Krugman
argued that ‘a futures contract is a bet
about the future price. It has no, zero,
nada direct effect on the spot (physi-
cal) price’. Others, including research
papers for the Organisation for Eco-
nomic Cooperation and Development
(OECD) and the UK government,
have all argued that financial specu-
lators could only affect the physical
price if they took physical delivery
and held these supplies off the mar-
ket, thereby changing the supply of
the commodity.

This view is based on the eco-
nomic theory that the pricing of com-
modities is led only by the supply-
and-demand relationship of the physi-
cal commodity. If this theory were
correct, recent changes in food prices
would be driven by clear and corre-
sponding changes in the fundamen-
tals of supply and demand. However,
this is not the case. Taking data from
the US Department of Agriculture on
global supply and demand for wheat
and maize, there is no significant
shortfall of supply or excessive de-
mand associated with the sharp price
spikes seen in these markets in recent
years.

Rather than prices being affected
only by changes in supply and de-
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mand of the physical commodity, fu-
tures markets are at the heart of chang-
ing commodity prices. They provide
price information and signals, acting
as a benchmark for the physical mar-
kets. Futures markets affect the price
of food in the physical commodity
markets through:

* Influencing the expectations of
buyers and sellers in the physical
market.

* The incorporation of futures
prices directly into contracts for food.

* Traders taking advantage of
differences between prices in futures
and physical markets.

It is important to recognise that
financial investors do also trade in the
physical market. Separate from specu-
lation in derivative markets, financial
traders are increasingly involved in
physical commodities. This was seen
in the cocoa market in 2010 when the
hedge fund Armajaro attempted to
‘corner’ the physical market by try-
ing to buy up huge amounts of the
world’s supply, forcing up prices.
There is also a growing trend to fi-
nancial investment in physically-
backed exchange traded products,
where physical commodities are es-
sentially hoarded by financial specu-
lators seeking to profit from rising
prices in the physical market, though
these remain a smaller market than for
futures-backed ETPs.

While these kinds of interven-
tions in the physical market can force
up prices, betting in the financial mar-
ket can translate directly into chang-
ing food prices without financial
speculators touching a grain of wheat.

Great expectations

The role of futures markets in
providing price signals to the physi-
cal market is well recognised by regu-
lators in both the US and the UK. As
noted above, this is due to the fact that
futures markets are generally more
liquid and transparent than the physi-
cal markets, and are believed to be
better able to react to emerging mar-
ket information and reflect this
through changing prices.

In practice, prices in the futures
markets provide information and help
set the expectations of traders in the
physical markets. Put simply, traders



in the physical markets use the futures
market as a benchmark on which to
bid in physical auctions. If futures
market prices are high and rising, this
then changes the expectations of both
buyers and sellers in the physical mar-
kets, pushing up the price of physical
commodities. If food producers, in-
formed by prices in the futures mar-
kets, believe that they will be able to
gain a higher price in the future, they
will be likely to withhold their sup-
ply, anticipating a higher price in the
future. This withdrawal of supply then
pushes up the price.

Some critics, such as those noted
above, have argued that if price trans-
mission occurred in this way then
there would be a significant growth
in inventories as commodities are held
off the market by producers anticipat-
ing higher prices. Such an argument
assumes that futures prices only affect
the expectations of food producers and
not of food buyers. As food buyers
also look to the futures market to in-
form their expectations, they may also
be willing to pay a higher price now
to avoid paying a higher price in fu-
ture. As food producers are then able
to sell their food at a higher price now
(as both buyer and seller have agreed
at a higher price), commodities are not
held off the market, but the price of
the commodity has risen. If the im-
pact on expectations is greater on buy-
ers than on sellers, it would clearly be
possible for the physical commodity
price to rise in response to changes in
the futures markets, while at the same
time inventories are falling.

The short-run price elasticity of
supply and demand for agricultural
commodities is also very low; in other
words, supply and demand do not re-
spond quickly to changing prices. Peo-
ple need to eat and will be willing to
give up other expenditure in order to
maintain their levels of consumption.
Production of food takes months or
years, so producers cannot react
quickly in response to rising or fall-
ing prices. Therefore only very signifi-
cant and long-lasting price changes
could be expected to change supply
and demand sufficiently to produce a
noticeable change in actual invento-
ries.
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Physical commodity contracts

In addition to informing the ex-
pectations of participants in the physi-
cal markets, futures prices are often
used as the basis of pricing physical
market contracts. Long-term contracts
and many forward contracts are often
based on the futures price plus or mi-
nus an agreed ‘basis’ for other factors
such as location of delivery or qual-
ity of the physical product. As noted
by the UN special rapporteur on the
right to food: “The grain futures prices
quoted by the Chicago Mercantile
Exchange tend to be incorporated di-
rectly into grain trade contracts the
world over.” This type of ‘basis’ for-
ward contract is reflected in publica-
tions from multiple agricultural prod-
uct associations describing physical
delivery contracts.

With the futures price directly in-
corporated into physical commodity
contracts, the price discovery process
takes place entirely through the fu-
tures market, completely separate
from the supply and demand of the
commodity. Through their incorpora-
tion into physical market contracts,
increases in futures prices as a result
of financial speculation directly in-
crease the cost of food.

Arbitrage

Arbitrage is the process through
which traders can take advantage of
an asset being quoted simultaneously
at different prices in two different
markets. In theory, there should be no
significant difference in value be-
tween a futures contract for a tonne
of wheat for delivery today and an
actual tonne of wheat. Therefore trad-
ers (arbitrageurs) who are willing and
able to take physical delivery, such as
the large commodity firms and some
hedge funds, can seek to profit from
differing prices between futures near
their delivery date and the price of the
physical commodity. This process of
arbitrage then works to close the dif-
ference in price between the two mar-
kets.

If futures prices are higher than
physical prices, traders seeking to buy
physical commodities who hold fu-
tures near to their delivery date will
close out their positions in the futures
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market and seek to take ownership of
physical commodities, rather than
continuing to hold more expensive
futures contracts through to delivery.
This increase in demand in the physi-
cal market pushes up prices.

Taken together, the processes of
informing traders’ price expectations,
direct inclusion in physical commod-
ity contracts and arbitrage provide
strong mechanisms for price changes
in futures markets to translate directly
through into changing prices in the
physical market.

Fixing broken markets

Excessive speculation on food
prices is having a devastating impact
in the global South, increasing hun-
ger, malnutrition and poverty. Effec-
tive financial market regulation can
ensure that these markets work both
for those who use these markets for
the hedging of commercial risk and
to the benefit of food consumers
throughout the world.

The US has already passed legis-
lation including provisions to tackle
excessive speculation in financial
commodity markets. The G20 and the
European Union (EU) are now look-
ing at what new measures are needed
to effectively regulate markets outside
of the US. In order for all of these re-
forms to be effective in combating
excessive speculation, regulators need
to ensure market transparency by
moving commodity derivative trading
onto well-regulated exchanges and to
place strict limits on the overall
amount of the market that can be held
by financial institutions.

Reforms that fall short of these
measures are highly unlikely to tackle
the dominance of financial specula-
tors within these markets or the enor-
mous inflation in basic food commod-
ity prices they have caused.

Transparency: Exchange
trading and position
reporting

The first step in ensuring com-
modity derivative markets work ef-
fectively is ensuring proper market
transparency. Commodity derivative
trading in Europe currently takes



place either on exchanges, such as the
NYSE Liffe in London and Paris,
where there is little transparency in
the positions of different categories of
traders, or off exchanges altogether
through OTC deals. This lack of trans-
parency inhibits effective market
oversight and regulation, prevents fair
access to markets and fair pricing, and
is associated with greater bid-offer
spreads (the difference between the
price someone is willing to buy some-
thing for, and the price they are will-
ing to sell it for).

Introducing proper market trans-
parency through exchange trading and
effective position reporting will allow
regulators to address excessive specu-
lation. It will also allow the public to
effectively assess the impact financial
speculation is having in financial
commodity markets and to ensure
these markets work effectively for the
food buyers and producers who rely
on them.

Exchange trading

All standardised and sufficiently
liquid commodity derivatives should
be moved out of OTC trading and
onto well-regulated exchanges, in the
same way other financial assets such
as equities are traded on the stock
market. The aim of such regulation
should be to ensure that the vast ma-
jority of, if not all, commodity deriva-
tive transactions which currently take
place via the ‘dark’ OTC markets are
moved onto public exchanges.

Regulators need to work with
commercial and financial participants
to standardise OTC derivatives so as
to ensure that greater liquidity can be
achieved in a smaller number of
standardised derivatives. The Com-
mittee of European Securities Regu-
lators proposed this approach in their
advice to the European Commission
on financial market reform, calling for
‘ambitious targets to be set for an in-
creased and high level of standardi-
sation’, with clear powers for regula-
tors to intervene if these targets are
not met. Without efforts to ensure
standardisation of key derivatives that
are currently traded OTC, there is the
risk of a huge increase in the use of
intentionally complex bespoke OTC
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derivatives intended to have insuffi-
cient liquidity to be exchange-traded.

Once a greater standardisation of
derivative contracts has been estab-
lished, the responsibility must lie with
market participants to prove to regu-
lators that any remaining OTC con-
tracts exist for the hedging of genu-
ine commercial risk which cannot be
achieved through standardised ex-
change-traded contracts. Without ef-
fective work to preemptively close
loopholes and ensure standardisation,
there is significant risk that OTC trad-
ing could continue to make up a large
part of financial commodity markets.
If this were to continue, it would ben-
efit a handful of financial institutions
at the expense of other market par-
ticipants and the effective function-
ing of derivative exchanges.

Position reporting

To ensure effective market over-
sight by regulators, and to allow
meaningful analysis, all market par-
ticipants should be required to pro-
vide position reporting information to
regulators across all contract types,
including OTC markets. Position data
should be provided frequently and
regularly, preferably daily, by ex-
changes to regulators. Data should be
aggregated and made available to the
public by category of trader (e.g.,
commercial, financial), type of com-
pany (e.g., hedge fund, investment
bank) and also by investment vehicle
(e.g., index fund). This aggregated
data must also be provided to the pub-
lic frequently and on a regular basis.
Such position reporting is vital for
regulators, analysts and the public to
clearly assess the impact of different
categories of traders, such as finan-
cial speculators, on commodity prices.

Position reporting from commod-
ity exchanges takes place in the US
through the CFTC, providing public
data on the overall positions of dif-
ferent categories of traders, yet no
such reporting currently takes place
for European commodity markets.

Controlling speculation:
Position limits

Improving transparency alone is
not enough to tackle excessive finan-
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cial speculation. Regulators also need
the power to limit the amount of mar-
ket share financial speculators can
hold, reducing their influence on food
prices.

Individual position limits cap the
amount of the market that can be held
by an individual trader. These posi-
tion limits can be used to prevent
market manipulation where one par-
ticipant corners the market by hold-
ing the majority of the market for the
underlying commodity and squeezing
up prices. Such limits can be useful
in preventing large financial firms
from having too great an influence on
the market through holding excessive
positions and can tackle ‘commercial
speculators’ — large multinationals
which use commodity markets for
speculation as well as hedging.

The limitation of individual po-
sition limits is that while they can help
prevent individual traders having too
large an influence on the market, they
do not tackle the influence of a cat-
egory of traders, such as financial
speculators, on the market. To address
this, aggregate position limits are
needed. Aggregate position limits cap
the amount of any market that can be
held by any category or group of trad-
ers in total, ensuring there is not an
excessive concentration of such a
group. Position limits require active
analysis, oversight and intervention
by regulators. If a category of traders
reach their aggregate position limit,
regulators would intervene to require
the largest market participants within
that category to reduce their positions
until that category fell below the ag-
gregate limit.

Any such limits should be perma-
nently established throughout the life-
time of the derivative contract and
ensure a sustainable balance of com-
mercial and non-commercial partici-
pants, while allowing sufficient li-
quidity. Given the lack of transpar-
ency in UK and EU markets in terms
of composition, liquidity and trading
volumes, it is very difficult to inde-
pendently assess the exact levels at
which they should be set. However,
data from the US markets in the 1990s
suggests that commodity markets
worked effectively for commercial



participants, without a lack of liquid-
ity and with relatively stable prices,
with as little as 25% of the market
being held by financial speculators.
In setting aggregate position limits,
regulators should use this historical
data, together with ongoing market
analysis, as the reference point for
setting limits.

Enforcement of position limits
should be absolute and market partici-
pants should be strictly prevented
from exceeding them, without excep-
tion. The limits must work across con-
tract types — establishing them only
in futures markets without addressing
OTC trading would be likely to sim-
ply see a huge shift in trading off regu-
lated exchanges and onto dark, un-
regulated markets.

Effective permanent position lim-
its which strictly control the amount
of the market that can be held by fi-
nancial speculators, such as index
funds or investment banks, can pre-
vent them having dominance over the
price discovery functions of these
markets. It is only through regulatory
intervention to ensure a sustainable
balance of commercial and financial
participants that these markets can be
brought back to delivering their in-
tended purposes of allowing commer-
cial participants to hedge risk and of
price discovery for the physical mar-
kets. Without effective regulation to
limit the impact financial speculators
can have within the futures market, it
is likely that prices will become in-
creasingly disconnected from supply
and demand fundamentals, become
more volatile and continue the dra-
matic upward trend seen in recent
years.

Additional measures

In addition to introducing ex-
change trading and position limits, a
range of other measures can be con-
sidered which may also help to reduce
the damaging impacts of financial
speculation:

* Margins: Increasing margin
requirements for financial speculators
both increases trading costs and in-
creases firms’ own financial risk in
each transaction. Combined, the in-
creased costs and risk could help re-
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duce excessive speculation.

» Financial transactions tax
(FTT): An FTT on all commodity de-
rivative transactions, set at a high
enough level, could increase costs for
high-frequency traders and short-term
speculators who increase volatility
and herding in the market.

* Regulatory capacity: At
present specific regulatory expertise
and capacity on commodity markets
is lacking in the UK and throughout
the EU. Dedicated expertise and in-
creased capacity for commodity mar-
ket regulators is required to ensure
any rules proposed are enforced ef-
fectively.

Conclusion

Excessive financial speculation
in any market can cause harm, as the
subprime mortgage crisis and the en-
suing credit crunch demonstrated.
Now it is all too apparent in food com-
modity markets.

The enormous growth in finan-
cial speculation in agricultural com-
modity markets has overwhelmed
these markets, making them unable to
fulfil their intended purpose of man-
aging risk and supporting price dis-
covery based on supply and demand.
Speculation on food prices has led to
price inflation, increased price vola-
tility and, most importantly, has
caused massive harm to the people
most at risk of hunger and poverty.
Around one billion people currently
go hungry and millions more are at
risk of hunger, malnutrition and pov-
erty if prices rise further.

Effective regulation of financial
commodity markets is urgently
needed, to prevent excessive specu-
lation leading to further hunger and
poverty and to make markets work for
the commercial traders who rely on
them. In the light of the devastating
impact of speculation, commodity
derivatives cannot be left unregulated,
as if they were just another asset class
for financial investors.

Far from stabilising commodity
markets, the high volume of financial
speculation has had the effect of a
devastating flood. The level of specu-
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lation is far beyond that needed to
provide liquidity to commercial hedg-
ers, and is now undermining the ef-
fective working of these markets.
Reducing the amount of the market
that can be held by purely financial
speculators is vital to make these mar-
kets work.

Financial market regulation is
feasible and can be implemented
without damaging the functioning of
the markets for the commercial trad-
ers who rely on them. While the chal-
lenges of the global food system will
not be solved by curbing speculation
alone, such regulation would have a
significant impact on ensuring fairer
and more stable food prices.

The financial services industry,
which has capitalised on agricultural
commodity markets at the expense of
commercial traders and the world’s
consumers, is lobbying hard to pre-
vent regulation. With banks like
Goldman Sachs making over $1 bil-
lion and Barclays making as much
as $550 million from speculation on
food in one year alone, it appears their
motivation to oppose reform is driven
more by financial self-interest than a
concern for the effective functioning
of these markets.

Those who oppose clear and strict
regulations to tackle excessive specu-
lation, including the UK government,
risk condemning millions of people
to a future of hunger and poverty. In
the US, at the G20 and through the
European Commission’s review of the
Markets in Financial Instruments Di-
rective (MiFID), there is a unique
opportunity to put in place the regu-
lation that is so urgently needed.
Regulation of agricultural derivative
markets would end the dominance of
financial speculators, and make these
markets work for the benefit of food
producers and consumers throughout
the world. Regulators must take this
opportunity to act for the benefit of
all. 4

The above is extracted from the World Development
Movement report Broken Markets: How Financial
Market Regulation Can Help Prevent Another
Global Food Crisis (September 2011) written by
Murray Worthy. The full report with references is
available on the World Development Movement's
website www.wdm.org.uk.
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Shifting havens for capital

The monetary policies adopted by the developed countries — which have resulted
in a world awash with liquidity — provide fertile ground for the turn to the speculative

CP Chandrasekhar

THE US is by no means the world’s
most competitive or strongest
economy, though the dollar remains
its reserve currency. This intuitively
contradictory feature in contemporary
capitalism was seen as likely to sap
the dollar’s strength, even if there was
no clear alternative to it as a reserve
currency. The threat to the dollar in-
tensified with the onset of the 2008
crisis and the US Federal Reserve’s
response to that crisis in the form of
an injection of huge volumes of cheap
liquidity into the system. With the sys-
tem awash with dollars, the currency
was expected to slide. The evidence
too pointed to a medium-term decline
of the relative value of the dollar.
Countries like China with substantial
exposure to dollar-denominated assets
were wary of suffering large losses
because of the depreciation of the dol-
lar.

What has come as a surprise,
however, is the recent sudden rise of
the dollar with a parallel fall in the
value of a whole host of assets vary-
ing from equity to metals and gold
which had emerged as the preferred
safe havens for investors.

Copper, zinc, steel, silver, plati-
num and gold, all of which were pre-
ferred investment targets for wealth
holders and speculators, are suddenly
being shunned. Silver fell by 34% in
value in three days, which was its
sharpest fall in 30 years, and copper
fell by more than 13%. Gold recently
registered its sharpest four-day fall
since 1983. There seems to be noth-
ing of substance that is worth hold-
ing, even if it is durable. The dollar is
the current safe haven, though it may
not remain so.

This has occurred in the current
atmosphere of fear of sovereign de-
faults, banking crises and a return to
recession. In the midst of that uncer-
tainty, the dollar, which was expected

acquisition of commodity stocks.

to weaken because of economic cir-
cumstances in the United States and
was indeed drifting downwards, is
suddenly gaining in strength. A host
of alternative assets — oil, gold and
metals among them — which were tar-
gets of a bull run previously are all of
a sudden being dumped in favour of
the dollar.

The turn to the dollar was particu-
larly sharp after the Federal Reserve
announced the launch of its ‘Opera-
tion Twist” in late September this year,
which involved selling shorter-term
Treasury holdings, and buying long-
term debt and mortgage-backed secu-
rities to the tune of $400 billion. This
move is seen to have

profits or cut losses and exit from
these assets. But with nowhere else
to go, the shift was to cash. And what
form of cash is there to hold other than
the dollar, with the euro and the yen
in crisis.

In the process developing coun-
tries that have been the targets of fi-
nancial investors and those depend-
ent on commodity exports have be-
come particularly vulnerable. Their fi-
nancial and commodity markets are
destabilised. And their currencies,
which were appreciating earlier, have
experienced sharp declines. The ulti-
mate source of such volatility is the
fact that the world is awash with li-

sent out two signals.
The first is that the
Fed was attempting
to flatten the yield
curve by reducing
yields on long-term
bonds, with the hope
that it would revive
housing demand and
spur investment. The
second was that it
was moving away
from its earlier prac-
tice of quantitative
easing, which floods

quidity as a result of
the monetary poli-
cies adopted in de-
veloped countries.
The search for in-
vestment opportuni-
ties to lodge the
capital released by
those policies has
led not just to the
proliferation of ‘in-
novative’ financial
instruments in the
developed world,
but also to cross-bor-
der financial flows

the system with dol-
lar liabilities. These
implicit objectives
were ostensibly seen
as a commitment to act against the
slowdown in US growth without un-
dermining the dollar’s value, encour-
aging a shift to the currency.

This in itself cannot fully explain
the fall in the prices of alternative as-
sets, especially gold. What is perhaps
happening is that the uncertainty and
downturn in equity markets is forc-
ing some investors to sell alternative
assets in order to cover losses or meet
margin calls. The resulting price de-
cline is possibly forcing those who in
herd-like fashion moved into gold,
metals and other commodities to book
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Gold and other mineral commaodities
have become investment targets for
wealth holders and speculators.

to developing-coun-
try markets, to the
speculative acquisi-
tion of commodity stocks, and to in-
vestments in a whole range of new
asset classes that can serve as stores
of value.

The diversification of investment
portfolios that this proliferation of as-
sets permits was expected to ensure
stability. What the world got instead
is an increase in volatility. 2

CP Chandrasekhar is a Professor at the Centre for
Economic Studies and Planning at Jawaharlal
Nehru University in New Delhi. This article is
reproduced from the Triple Crisis blog
(triplecrisis.com/shifting-havens-for-capital, 29
September 2011).
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High, volatile food prices
exacerbate world hunger, says

new report

A new report has warned that an enduring period of high and volatile food prices
can have serious economic, social and political impacts.

Amanda Wilson

A NEW report on global hunger pin-
points factors at the heart of spikes in
food prices it says are exacerbating
the unfolding food crisis in the Horn
of Africa.

Released ahead of World Food
Day on 16 October, the report calls
for action to control price volatility
in the global food market and protect
the world’s poorest from the scourge
of famine.

The Global Hunger Index (GHI),
released on 11 October by the Inter-
national Food Policy Research Insti-
tute (IFPRI), Welthungerhilfe and
Concern Worldwide, points to climate
change, growing demand for biofuels,
and increasing commodities futures
trading in global food markets as the
causes of price increases in food,
which it says were also at the root of
the food crisis of 2007-2008.

Price volatility refers to the rela-
tive rate at which the price for a com-
modity changes over time, according
to the GHI. The report points to an
enduring period of high and increas-
ingly volatile prices for food, which
it says has economic, social and po-
litical impacts.

The GHI report places countries
on an index of hunger based on three
indicators: the proportion of under-
nourished people, the proportion of
children under five who are under-
weight, and the child mortality rate.

According to the report, 26 coun-
tries face hunger crises. Burundi,
Eritrea, Chad and the Democratic
Republic of Congo, which had a GHI
score that increased 63% due to on-
going conflict, top the index with the
most extreme levels.

Another major food security re-

A woman cradling her malnourished child
at a hospital in Mogadishu, Somalia. The
food crisis in the Horn of Africa region is
being worsened by food price volatility
caused, among others, by increased
commodity futures trading.

port released by the United Nations
in October, The State of Food Insecu-
rity in the World 2011, also highlights
data showing that volatile food prices
are increasing hunger in the world’s
poorest countries and forecasts that
high prices will continue into 2012.

‘Somalia, Ethiopia, Djibouti,
Eritrea, and Kenya are severely suf-
fering from a number of factors that
contribute to food insecurity,” said
Wolfgang Jamann, secretary-general
of Welthungerhilfe, during an 11 Oc-
tober press conference.

“This is just one side of the coin -
the other side of the coin is the so-
called “silent hunger” of over one bil-
lion people in the world who are suf-
fering from acute or chronic hunger.’

Increasing food commodities fu-
tures trading, when investors bet on
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future prices for food commodities,
in maize, soybeans, and wheat, has
increased prices for those foods, ac-
cording to the GHI. The report points
out that money invested in food com-
modities futures trading went from
$13 billion to $260 billion between
2003 and 2008.

Maximo Torero, director of the
Markets, Trade, and Institutions Di-
vision at IFPRI and co-author of the
GHI report, said speculation in the
food commodities market is exces-
sive. ‘In the case of wheat, you have
people trading for three times the pro-
duction of wheat,” Torero told Inter
Press Service (IPS).

He said the problem arises when
investors enter and exit the market for
short-term profit without ever mak-
ing a real transaction. According to
Torero, only 2% of transactions are
ever realised in the food futures mar-
ket. The situation is one that needs
more regulatory measures, he said.

Increasing and excessive food
commodities speculation coincides
with an ongoing boom in biofuels. As
the GHI report points out, the United
States and European Union are sub-
sidising biofuel production as an al-
ternative to crude oil.

This is encouraging farmers to
shift their production to biofuel crops,
such as maize, that never make it to
the dinner table. Global biofuel sub-
sidies reached $20 billion in 2009,
according to the GHI.

Torero said that when more food
crops go to biofuel production in the
United States, it affects the amount of
crops that can be exported to other
countries. This has an impact because
the United States accounts for about
50% of all global corn exports.

As the GHI points out, an increas-
ing link between the energy market,



which is highly volatile, and the food
market is also making prices more
volatile.

Furthermore, extreme weather
events such as droughts and floods,
which may increase due to even very
small changes in the global climate,
have the potential to decimate crop
yields, further raising food prices. The
poor are hard-hit by food price spikes
and volatility, especially in low-in-
come countries where families spend
a majority of their income on food,
the report stresses.

The GHI presents several policy
recommendations to address food
price volatility and increases by ‘re-
vising biofuel policies, regulating fi-
nancial activity on food markets, and
adapting to and mitigating climate
change’. It also urges countries to
improve social services and invest in
‘sustainable, small-scale agriculture’.

Other voices are calling for a dra-
matic re-examination of global food
supply chains to make them shorter
and more geared toward local needs.

Olivier De Schutter, the United
Nations Special Rapporteur on the
Right to Food, has advocated for sus-
tainable, small-scale agriculture un-
der the banner of ‘agroecology’.

‘International trade only concerns
9 to 10% of the food that is produced
globally, yet it has had decisive influ-
ence on the way decisions are made
on the way infrastructure develops
and on how farmers are being sup-
ported,” De Schutter told IPS earlier
this year. ‘Governments have gener-
ally supported export-led agriculture,
supported global supply chains, and
under-invested in local and regional
markets.’

He said he encouraged govern-
ments to reinvest in agriculture that
feeds local populations. Instead, he
said small farmers around the world
were being ignored by public policies,
migrating to cities, and eventually
ending up in poverty and eating heav-
ily-subsidised, cheap, imported food.

De Schutter told IPS, ‘It’s a vi-
cious cycle in which small farmers are
further impoverished because they
can’t compete — that’s why we have
one billion hungry.” — IPS 2

Additional reporting by Kanya D Almeida.
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Economists tell the G20: Regulate
speculation on food prices

Over 450 prominent economists, representing institutions in over 40 countries,
called on the G20 finance ministers, when they met in Paris in October, to take
urgent action to rein in financial speculation in commodity markets, which they say
is driving up food prices and fuelling hunger. Regrettably, the G20 failed to approve
any significant measures towards this end, either at the Paris meeting or at its
Cannes Summit in November. The following is the text of the economists’ open

Dear G20 Finance Ministers,

WE write to you ahead of the Octo-
ber meeting of the G20 Finance Min-
isters to urge you to commit with your
counterparts to take effective action
to curb excessive speculation on food
commodities. Excessive financial
speculation is contributing to increas-
ing volatility and record high food
prices, exacerbating global hunger
and poverty.

While there are many pressures
on food prices, fundamental changes
in supply and demand cannot fully
account for the dramatic price fluc-
tuations that have occurred in recent
years.

In June, a report for the G20 by
international organisations including
the IMF and the OECD noted that ‘too
much speculation can cause frequent
and erratic price changes’ in futures
markets. Evidence suggests that fi-
nancial speculators are less likely to
make trading decisions based on in-
formation regarding supply and de-
mand and are more prone to herding
behaviours than commercial traders.
Excessive speculation undermines the
price discovery function of futures
markets, driving real prices away
from levels determined by supply and
demand.

The High Level Panel of Experts
on food security for the Committee
on World Food Security at the FAO
[UN Food and Agriculture Organisa-
tion] reported in July that ‘tighter
regulation of speculation is neces-
sary.” The panel suggested that ‘In-
creasing transparency, by requiring

letter.

The G20 finance ministers and central bankers who met in Paris in October (pic) failed to
heed a call by over 450 prominent economists for effective action to curb speculation on

food commodities.

exchange trading and clearing of most
agricultural commodity contracts, and
setting lower limits for non-commer-
cial actors could be the first set of
measures taken by the countries that
house major commodity exchanges.’

Position limits

Increasing market transparency is
vital, but will not go far enough to
tackle excessive financial speculation.
We therefore urge you to support the
establishment of position limits to cap
the proportion of agricultural com-
modity derivatives markets that can
be held by financial speculators. Lim-
its could be set at a level that would
maintain sufficient liquidity in the
markets while preventing an exces-
sive concentration of purely financial
actors. The US has already passed leg-
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islation including provisions to intro-
duce such limits and the G20 should
act to prevent regulatory arbitrage
between exchanges.

Position limits would be more
effective in tackling excessive specu-
lation than position management
powers, which rely on the use of
judgement by exchanges and provide
little assurance that powers will be
exercised effectively. Clear limits
would provide regulatory certainty,
promoting stable and sustainable de-
rivatives markets to the benefit of food
producers, consumers and broader
economic stability.

With around 1 billion people en-
during chronic hunger worldwide,
action is urgently needed to curb ex-
cessive speculation and its effects on
global food prices. *
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World Bank deaf on food
speculation, vocal on financial

instruments

The World Bank, true to its core deregulation agenda, consistently denies the role
of financial speculation in driving price volatility in food markets, say its critics.

AS agricultural markets continue to
experience increasing volatility and
record food prices intensify global
hunger and poverty, the World Bank’s
approach to the crisis, which empha-
sises the use of commodity markets
and corporate agriculture, is found
wanting by those who demand food
sovereignty and food security.

In May 2011 the International
Financial Corporation (IFC), the
Bank’s private sector arm, launched
its new Agriculture Price Risk Man-
agement product (APRM) in conjunc-
tion with American investment bank
JP Morgan. The launch of the pro-
gramme coincides with the appoint-
ment of Robert Kopech, who spent 19
years working at JP Morgan, as the
Bank’s new Group Chief Risk Officer.
The programme was developed in
relative secrecy. The project proposal
was posted on the IFC’s website in
April without a name, and even two
months after board approval the sum-
mary of proposed investment still did
not include the name of the pro-
gramme or JP Morgan.

According to an unreleased fact
sheet, the APRM ‘targets emerging
market agriculture producers and in-
termediaries that don’t have access to
hedging instruments. By working
with — among others — intermediaries
such as cooperatives, the product will
also improve access of smaller pro-
ducers who might not be able to have
access to price hedging products by
themselves.” The Bank claims that the
APRM will help boost access to credit
for producers, reduce the impact of
price volatility, and create greater ac-
cess to affordable food through cost
stability.

Indian economist Jayati Ghosh

World Bank headquarters in Washington. The Bank’s approach to tackling the food crisis
emphasises the use of commodity markets and corporate agriculture.

questions these claims: ‘It is increas-
ingly evident that price volatility in
major commodity markets is strongly
associated with financial activity in
these markets, including of the major
global banks. In this context, the
APRM proposal is truly bizarre,
amounting to public money being
used to subsidise financial players that
already have huge conflicts of inter-
est in a sector characterised by mas-
sive information asymmetries. Farm-
ers and consumers in the developing
world need support in the form of
minimum support prices for produc-
ers and stable prices for consumers,
which can be delivered through pub-
lic procurement and distribution sys-
tems. This is where the World Bank
should be putting its money, not in
getting poor people more involved in
a complex web of financial products
that they cannot control.’

In June agricultural ministers
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from the G20 group of major econo-
mies met to discuss ways to tame glo-
bal food price volatility, but reached
only a minimal agreement on trans-
parency. Sophia Murphy of the US-
based Institute for Agriculture and
Trade Policy noted that ‘on some of
the major agricultural issues, includ-
ing biofuels, stocks and trade rules
that support food security, the G20
Ministerial can only be judged a fail-
ure’. Notably, any binding decision on
how to address the role of increased
speculation in commodity markets
and its impact on price volatility was
pushed back to the G20 finance min-
isters’ meeting in September.

A policy report for the ministers,
coordinated by the UN’s Food and
Agriculture Organisation and the Or-
ganisation for Economic Cooperation
and Development (OECD), with con-
tributions from the Bank and the In-
ternational Monetary Fund (IMF), did



accept that ‘financial markets prob-
ably acted to amplify short term price
swings and could have contributed to
the formation of price bubbles’. It
underlined that debate still continues
on the extent of this influence. While
remaining broadly equivocal on
speculation, the report does maintain
that ‘it is clear however that well func-
tioning derivatives markets for agri-
cultural commodities could play a sig-
nificant role in reducing or smooth-
ing price fluctuations’.

The report includes an entire sec-
tion on the potential of producers us-
ing hedging instruments to insulate
themselves from price volatility. The
similarity in tone and policy prescrip-
tion to the IFC’s rationale for the
APRM indicates that the Bank had a
hand in the authorship of this section.
A ‘menu’ of policy approaches for
G20 ministers to consider includes:
‘intermediation of financial commod-
ity hedges by multilateral develop-
ment banks and international finan-
cial institutions; and risk-sharing the
underlying credit exposure in order to
expand the reach of these tools, as is
planned through the IFC’s proposed
Global Agricultural Price Risk Man-
agement Product’.

A paper by the head of the French
development agency, which was sub-
mitted for consideration by G20 agri-
culture ministers, is also ambivalent
on the role of commaodity speculation,
while advocating multilateral devel-
opment bank-led hedging instru-
ments. The report argues that ‘spikes
in volatility have been recurrent
throughout history, and volatility of
domestic food prices has been a con-
stant concern, and it is as necessary
to devote some attention to manag-
ing volatility as it is to trying to pre-
vent it’. It recommends that ‘the gov-
ernment, the G20 and donors facili-
tate access to microeconomic and
macroeconomic hedging instruments
and catalyse private sector dyna-
mism’. Again the APRM is specifi-
cally mentioned, before the report
advocates that the ‘G20 could support
the initiative led by the World Bank
to develop risk management instru-
ments’.

Brewster Kneen and Cathleen
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Critics say the World Bank should not get developing-country small farmers more involved
in a complex web of financial products they cannot control.

Kneen, members of global network
the International Planning Committee
on Food Sovereignty, warn of the dan-
gers of such an approach. ‘The farm-
er’s crop becomes an anonymous fi-
nancial unit at the base of a wide-open
trading pyramid, most of which will
be speculative — the source of volatil-
ity. Volatility is the basis for the irra-
tional wealth accumulation of well-
fed speculators who are literally capi-
talising on the fear and actuality of
starvation for millions of people. For
all but the very largest corporately
allied industrial farmers, entry into the
futures market is a step into a world
controlled by finance capital and de-
pendency on corporate entities whose
interests are not those of the subsist-
ence or even small and medium-sized
farmers, or even of the public.’

A recent article by Carlos Oya,
of the University of London, explores
the Bank’s approach to the global food
crisis. Reviewing the Bank’s research,
advocacy and policy on agriculture
from the 1960s onwards, he finds that
despite many contradictions and ten-
sions between different outputs, there
‘emerges a consistent pro-liberalisa-
tion message’, despite ‘decades of
neoliberal experiments in developing
countries, contradictory global ten-
dencies and the latest global food cri-
sis’. He finds that the Bank tends to
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characterise the food crisis as a ‘one-
off episode’ underpinned by a set of
‘real economy’-based production and
demand conditions, including the ex-
pansion of biofuel production and
energy price increases.

In doing so Oya argues that the
Bank consistently denies the role of
‘financial speculation in driving price
volatility in food markets’. Oya finds
that ‘the Bank has used its assess-
ments of the global food crisis to en-
hance the marketing of what were
some of its preferred products prior
to the onset of the crisis, including
“innovative” private insurance
mechanisms to deal with price ...
risks [and] the promotion of rural fi-
nancial markets to smooth risks faced
by farmers’. Therefore, ‘the World
Bank demonstrates respect for its core
deregulation agenda, while acknowl-
edging the significance of market risk
and volatility’. This means that ‘pal-
liative and market-friendly preventa-
tive measures to deal with risk and
vulnerability are likely to assume
more prominent roles in the Bank’s
and other donors’ work as a result of
the crisis’. L 4

This article is reproduced from the website of the
Bretton Woods Project
(www.brettonwoodsproject.org).
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Weak position limits cannot tackle
speculation in commodities

The US Commaodity Futures Trading Commission, responsible for regulating
commodity speculation, has voted to introduce position limits — rules on how
much of the market one particular trader can control at any one time.
However, the 25% rule is based on the amount of physical commaodities in the
market, not on the amount of speculation. This means that the market will be
partly reduced, although not enough to completely reduce the massive price

AFTER months of delay, the US com-
modity regulator — the Commodity
Futures Trading Commission

volatility seen in recent years.

Kavaljit Singh

sition limits will be 25% of deliver-
able supply of commodities. How-
ever, this limit would be applied

(CFTC) — finally approved new
rules to limit traders’ positions on
28 physical commodity futures
(and swaps) contracts.

On 18 October 2011, the
CFTC’s decision was arrived at
through a 3-2 vote along party
lines, with the commission’s three
Democrats forming the majority
against the two Republicans. The
new restrictions (called position
limits) on the number of contracts
traders can hold are an important
component of the Dodd-Frank
Wall Street Reform and Consumer
Protection Act (2010) to regulate

separately for physically-delivered
contracts and cash-settled con-
tracts. For non-spot-month, the
position limits will be set at 10%
of the open interest for the first
25,000 contracts and 2.5% there-
after. Agricultural contracts will be
adjusted twice a year whereas en-
ergy and metals contracts will be
adjusted on an annual basis.
Surprisingly, special exemp-
tions have been provided under the
new rules for ‘hedging’ operations,
thereby allowing the so-called
‘bona fide hedgers’ to exceed the
position limits. The CFTC has also

commodities trading. But their de-
tailed workout plan and actual im-
plementation by the CFTC got de-
layed largely due to strong oppo-
sition from Wall Street.

New rules

The position limits would be im-
posed on 19 agricultural contracts
(such as CBOT Corn and ICE Futures
US Cocoa), four energy contracts
(such as Hub Natural Gas and
NYMEXNYH Gasoline Blendstock),
and five metals contracts (such as
COMEX Copper and NYMEX Plati-
num).

As per the information made
available by the CFTC, the new posi-
tion limits would be implemented
over a period of time in two phases.
The position limits on nine agricul-

The US Commodity Futures Trading Commission’s
new position limits for commodity markets may not
be effective if they come with too many exemptions
and an open-ended time framework.

tural commodity contracts (including
CBOT Corn and CBOT Wheat) will
come into effect 60 days after the
CFTC passes a separate rule which
would legally define the term ‘swap’.
For the rest of the contracts, the lim-
its will come into force once the one
year of interest data is collected and
analysed by the CFTC. One wonders
why the CFTC has announced such a
vague, open-ended time framework
despite the fact that the US Congress
has given the agency an explicit di-
rective to impose position limits.
The position limits have been di-
vided into two types: spot-month and
non-spot-month. The spot-month po-
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given exemptions for positions that
are established in ‘good faith’ prior
to the effective date of the initial
limits. It is not clarified who should
be qualified for these exemptions.
Besides, the CFTC has exempted
NYMEX HH Natural Gas contracts
(the delivery point for the natural gas
futures contract traded on the New
York Mercantile Exchange) from
these limits. Cash-settled position and
aggregate limits will be set at five
times the limits for the physical-de-
livery HH Natural Gas contracts.

Effectiveness

The stated policy objective be-
hind the imposition of position limits
is to curb excessive speculation and
market concentration in the US com-
modity markets. According to Gary



Gensler, chairman of the CFTC, the
new limits have been introduced to
ensure that ‘markets do not become
too concentrated’.

Will the new rules be effective in
curbing reckless speculation and mar-
ket concentration? It is too early to
predict the potential impact (positive
or negative) of these curbs on the US
commodity markets. But a narrow
scope coupled with exemptions and
an open-ended time framework may
not yield positive results.

In the present time, no single
policy tool alone could fix excessive
speculation in the US commodity
markets. If implemented correctly
along with other regulatory measures
and continuously monitored, the po-
sition limits could serve as a first step
towards orderly functioning of com-
modity derivatives markets.

To a large extent, the effective-
ness of position limits would also be
dependent on the quality of the
CFTC’s market surveillance pro-
gramme. The proposed budget cuts to
the CFTC could seriously undermine
its ability to effectively supervise
these rules.

Resistance

In the coming days, the imple-
mentation of position limits would be
strongly resisted by Wall Street and
conservative think-tanks. The oppo-
nents of position limits could chal-
lenge these rules on superfluous tech-
nical or legal grounds. As pointed out
by Felix Shipkevich, an expert on
CFTC rules, ‘the opponents may use
another strategy that has worked
against Dodd-Frank. The Chamber of
Commerce was able to strike down
one Dodd-Frank rule written by the
SEC [Securities and Exchange Com-
mission] by arguing that the agency
inadequately assessed the rule’s cost-
benefit ratio.’

Since the US presidential and
congressional elections are to be held
next year, this issue would remain a
major bone of contention between
Democrats and Republicans. 2

Kavaljit ~ Singh  works — with  Madhyam
(www.madhyam.org.in), a New Delhi-based policy
research institute which addresses finance, trade and
development issues.
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economies, the shockwaves of the crisis were
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monetary policies, which have largely proved
effective in stabilizing conditions and promoting
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Understanding Tunisia’s elections

results

Tunisia, which was the vanguard of the Arab Spring, distinguished itself once more
by being the first Arab country to hold free and fair elections after its revolution.

Esam Al-Amin analyses the results.

IN early 1994 a small Islamic think-
tank affiliated with the University of
South Florida (USF) planned an aca-
demic forum to host Rachid
Ghannouchi, the leader of the main
opposition party in Tunisia,
Ennahdha. The objective of this an-
nual event was to give Western aca-
demics and intellectuals a rare oppor-
tunity to engage an Islamically-ori-
ented intellectual or political leader at
a time when the political discourse
was dominated by Samuel Hunting-
ton’s much-hyped ‘clash of civilisa-
tions’ thesis. Shortly after the public
announcement of the event, pro-Is-
raeli groups and advocates led by
Martin Kramer, Daniel Pipes, Steven
Emerson, the head of the local B’nai
B’rith, and a small-time journalist for
the local right-wing newspaper began
a coordinated campaign to discredit
the event and scare the university.
According to Arthur Lowrie, a
former State Department official who
was an adjunct professor at USF at
the time, the American Israel Public
Affairs Committee (AIPAC) and other
pro-Israel groups exerted enormous
pressure on the State Department to
rescind its visa to Ghannouchi two
weeks after it was issued in London.
Consequently the university had to
cancel the event, despite strong pro-
tests by more than two dozen schol-
ars and academics. As aresult, a valu-
able encounter between Western in-
tellectuals and opinion makers on the
one hand, and a major figure in the
Islamic world on the other, was ob-
structed because of a foreign agenda
of a small but powerful interest group.
This episode foreshadowed the anti-
intellectual movement in subsequent
years that sought to limit the ability
of Islamic groups and figures to con-
tribute to the national dialogue, espe-

A voter casting her ballot in Tunisia’s 23 October elections. The election outcome reflected
Tunisians’ desire for moderate Islamists and secularists to work together for democratic
governance and a just socio-economic system.

cially after 9/11.

Since that day in 1994,
Ghannouchi has never been issued a
visa to enter the United States, al-
though he had been to the country
several times in the late 1980s and
early 1990s. At the time, he was liv-
ing in the United Kingdom after be-
ing granted political asylum and
cleared by the British authorities of
any links to violence. He had also won
a defamation lawsuit in the UK
against detractors and regime loyal-
ists who accused him of fomenting
violence and strife inside Tunisia.

Landmark elections

Seventeen years later,
Ghannouchi’s Islamically-oriented
Ennahdha movement has won the
elections in Tunisia with a command-
ing 42% of the vote. In effect, it re-
ceived three times as many seats as
the next highest-placed party. These
elections were largely praised by all
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relevant parties and international ob-
servers as democratic, free, fair, and
transparent.

But these free and fair elections
could not have taken place without the
popular revolution that erupted last 17
December in Sidi Bouzid following
decades of repression and rampant
corruption. It quickly spread through-
out the country, ultimately culminat-
ing on 14 January when the long-time
dictator Zine al-Abdine Ben Ali and
his family fled to Saudi Arabia.

Since Tunisia’s independence
from France in 1956, the country has
been ruled by a one-party system that
imposed its autocratic version of strict
secularism. But when Ben Ali took
power in a bloodless coup in 1987,
he treated the country to a brief pe-
riod of political openness until the
security apparatus cracked down on
all political opposition, particularly
Ennahdha and other pro-democracy
and human rights groups.

So who were the major contend-

cc Noeman AlSayyad/UNDP



ers in these elections? What was the
main platform of each party? How did
each one fare in the end? What do the
results mean for Tunisia? And what
happens next?

Winners and losers

On 23 October, Tunisians went to
the polls for the first time since their
revolution to elect a Constituent Na-
tional Assembly (CNA) consisting of
217 seats, including 18 representing
more than one million expatriates liv-
ing abroad, out of 11 million Tuni-
sians. The main role of the CNA is to
write a new constitution for Tunisia
that embodies the democratic aspira-
tions of the popular revolution.

There were about 91 party lists as
well as independents distributed over
27 geographical districts around the
country and six districts abroad,
mainly in Europe. According to the
Tunisian Independent Elections Com-
mission, the voter turnout exceeded all
estimates, as nearly 90% of all regis-
tered voters participated, with some
waiting as long as four hours to cast
their votes. Amidst the dozens of lists,
there were actually four major con-
tenders. But a win of 9% of the votes
by a newly formed party with ques-
tionable leadership, was a major sur-
prise to all political observers in Tu-
nisia. Here is a list of the elections’
major winners and losers.

1) Ennahdha Party was the suc-
cessor to the Tunisian Islamic Trend
Movement that was once affiliated
with the Muslim Brotherhood in the
1960s and has been led by
Ghannouchi, 70, since the mid-1970s.
In 1989 it changed its name to
Ennahdha or Renaissance Party and
declared its commitment to democ-
racy and pluralism. The movement
considers itself a moderate Islamic
party concerned with the preservation
of Tunisia’s identity as an Arab and
Islamic nation. For much of the past
decade it has called for a political
model similar to the Justice and De-
velopment Party (AKP) of Prime Min-
ister Recep Tayeb Erdogan in Turkey.
More recently, it has advocated the
accommodation of liberal and secu-
lar-humanist values with Islamic prin-
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Supporters of Ennahdha celebrate the party’s polls victory in Tunis. Ennahdha won the

elections with a commanding 42% of the vote.

ciples, especially in social and eco-
nomic spheres. It also favours a par-
liamentary system of government.

After almost gaining a fifth of the
vote in the 1989 elections, the move-
ment was banned by Ben Ali, who
cracked down on its institutions, im-
prisoning around 30,000 of its mem-
bers over the span of two decades. As
the main opposition group in the past
three decades, Ennahdha was well or-
ganised and known throughout the
country. Its leaders were respected
and admired not only in urban cen-
tres but also in rural areas. Conse-
quently, in this election it won over-
whelmingly in all districts but one,
gaining 90 seats, including half the
seats abroad.

2) Congress for the Republic
(CFR). Established in 2001, it has
been led by Moncef Marzouki, 66, a
charismatic physician and human
rights advocate. The CFR is consid-
ered a leftist party that emphasises
Arab nationalism and identity as well
as mainly secular values. Moreover,
it calls for public accommodation of
moderate Islamic principles and
groups. It also advocates for a presi-
dential system with strong parliamen-
tary powers. Marzouki is well known
for his fierce advocacy of human
rights, democracy and transparency.
The CFR came in second in voting,
receiving 30 seats across the country.

3) Block (Takattol) for Labour
and Liberties. Established in 1994 by
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progressive and leftist activists and
professionals, Takattol rejected dicta-
torship and advocated for socialist and
nationalist policies. Its leader is
Mustafa Bin Jaafar, 71, who was
named Health Minister in the cabinet
appointed shortly after the revolution.
Although very secular in its policies,
it recognises the importance of Islam
in society and has a moderate and
accommodationist view on the inclu-
sion of political Islam in public life.
It gained 21 seats in the elections.

4) The Progressive Democratic
Party (PDP). Established in 1998, the
PDP was considered the main oppo-
sition party challenging the corrupt
ruling party during the reign of Ben
Ali. It advocated strict secular princi-
ples and was regarded as the main
ideological nemesis of Ennahdha. Its
historical leader was Ahmad Nejib
Chabbi, 67, a well-known attorney,
and leftist politician. Since 2006 it has
been led by Maya Jribi, 51, a biolo-
gist, human rights activist, and a femi-
nist with enormous political
skills. During the campaign PDP lead-
ers challenged Ennahdha and pledged
to come first. However, it was crushed
in the elections, receiving only 17
seats. After the elections it conceded
defeat and congratulated Ennahdha,
but vowed not to join any governing
coalition and to remain in the opposi-
tion.

5) Popular List (Al-Aridha
Chabiyya). The electoral performance



of this list was a complete surprise to
all observers. This list, which has only
existed for a few months, was led by
Al-Hashmi Al-Hamdi, the owner of a
satellite television channel based in
London and a former Ennahdha mem-
ber who broke with the group in the
mid-1990s. Since then he has openly
attacked Ennahdha and worked
closely with Ben Ali’s regime. His
group gained 19 seats in the elections.

Many political observers charge
that this party was financed and sup-
ported by the remnants of the old re-
gime and Ben Ali’s banned Constitu-
tional Party. After announcing the re-
sults, the Elections Commission in-
validated the seats of the Popular List
in six districts, charging the party with
elections violations, including bribery.

The remaining seats were distrib-
uted among 20 other parties includ-
ing tribal, liberal, communist, and
other far-left parties. But most signifi-
cantly the main loser was the coali-
tion of 11 rigidly anti-Islamic secular
parties and former communists under
the Democratic Modernist Pole
(DMP). Throughout the country the
DMP could not garner more than five
seats.

Unambiguous message

The huge win by Ennahdha, fol-
lowed by the CFR, represents a total
break from the parties and political
movements of the corrupt and repres-
sive era of Ben Ali. The collective will
of the Tunisian people as embodied
by the results of this election was to
empower the main groups that asso-
ciated strongly with moderate Islamic
principles and Arab-Islamic identity.

By choosing moderate political
groups that were not corrupt or part
of the old archaic political structure,
the Tunisian people sent an unam-
biguous message that they want mod-
erate Islamists and secularists to work
together in establishing democratic
governance and building a just socio-
economic system, while preserving
hard-won freedoms and liberties, as
well as respecting human rights and
the Arab-Islamic identity of Tunisia.

Upon winning the elections in
convincing fashion, Ennahdha gave
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Ennahdha leader Rachid Ghannouchi.
Ennahdha considers itself a moderate
Islamic party concerned with the
preservation of Tunisia’s identity as an Arab
and Islamic nation.

assurances that it will not impose Is-
lamic social and moral edicts on so-
ciety, but rather intends to preserve
the legal rights given to women with
regard to personal status law. It also
announced that it would not ban al-
cohol or bathing suits as its opponents
had charged. The day after announc-
ing the elections results Ghannouchi
himself met with the leaders of Tuni-
sia’s stock market to assure them of
his party’s strong support for vigor-
ous economic growth, especially in
the tourism sector. His party’s plat-
form calls for a robust annual eco-
nomic growth of 8%.

Ennahdha announced that its Sec-
retary General Hamadi Jebali, 62, a
former journalist and engineer by
training, would be its candidate for
prime minister. He pledged to form a
national unity government within a
month that will include as many of
the elected parties as possible. At a
minimum, the three major winners
with a commanding majority of 141
seats have pledged to work together
for the future of Tunisia. Furthermore,
in a spirit of reconciliation Jebali an-
nounced that Ennahdha’s candidate
for interim president would be either
Marzouki of the CFR or Bin Jaafar of
Takattol.

But the major challenges facing
the next government are three-fold.
Ennahdha should form not just a unity
government, but an effective govern-
ment that will be able to deliver to the
man and woman in the street physi-
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cal and economic security as well as
public services at a moment of tre-
mendous political turmoil and social
change. Luckily for the new govern-
ment the economic challenge was sof-
tened in the week after the elections
when Qatar — as a state that has been
at the forefront of supporting the Arab
Spring — pledged an immediate eco-
nomic assistance package of $500
million.

Simultaneously, the elected As-
sembly must write the new constitu-
tion for Tunisia’s second republic
within one year. Although the will of
the Tunisian people was determined
in this election as favouring a moder-
ate Islamic movement and other mod-
erate secular parties, translating this
into a constitution that will yield a na-
tional consensus is a major undertak-
ing.

But perhaps the major immedi-
ate challenge facing the new govern-
ment will be the reaction of the for-
eign powers, especially in the West,
that for decades have been warning
against the days when ‘Islamists’ will
be empowered.

The memory of the siege and
boycott of Hamas following its vic-
tory in the Palestinian elections in
2006 is still very vivid. So far, the US
administration and its European allies
have had a wait-and-see attitude, de-
spite the noise coming from neo-con-
servative, Zionist, and right-wing cir-
cles. In a span of two weeks, Israeli
leaders Bibi Netanyahu, Ehud Barak,
Shimon Peres, and Tzipi Livni were
warning the West against the
upcoming ‘radical Islamic groups’
taking charge throughout the Middle
East and threatening Israel and West-
ern interests.

The same old Islamophobic
voices that raised false alarms echo-
ing Israeli-hyped fears some 20 years
ago and poisoned the atmosphere be-
tween the West and moderate Islamic
groups, are at it again. The real ques-
tion now is: Have Western political
leaders learned anything during this
time or are we about to initiate a pre-
dictable sequel to the clash of civili-
sations? L 4

Esam  Al-Amin  can  be reached at
alaminl919@gmail.com. This article is reproduced
from the CounterPunch website
(www.counterpunch.org).
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Afghanistan: Ten years of tragedy
and misguided policy

Writing on the occasion of the 10th anniversary of the US invasion, Ramzy Baroud
says the invasion and destruction of Afghanistan was a morally repugnant and self-

contradictory response to terrorism.

ON 1 July 2002, US planes bombed
an Afghan wedding in the small vil-
lage of Deh Rawud.

Located to the north of Kandahar,
the village seemed fortified by the
region’s many mountains. For a few
hours its people thought they were
safe from a war they had never in-
vited. They celebrated and, as customs
go, fired intermittently into the air.

However, the joyous occasion
turned into an orgy of blood that will
define the collective memory of Deh
Rawud for generations. It was re-
ported that the US air force used a B-
52 bomber and an AC-130 gunship
in a battle against imagined terrorists.
According to Afghan authorities, 40
people were killed and 100 wounded.
Of course the US military refused to
apologise.

The bombing of Deh Rawud was
amicrocosm of the war — and equally
lethal occupation — that followed.

While al-Qaida was not an imag-
ined enemy, the invasion and destruc-
tion of Afghanistan was a morally re-
pugnant and self-contradictory re-
sponse to terrorism.

The war remains repulsive 10
years after the US began attacking the
poorest country on earth. This latest
crime against humanity in Afghani-
stan is a continuation of a trend that
has spanned decades.

Unfortunate Afghanistan was
designated a pawn in a great game
between powerful contenders vying
for strategic control and easy access
to natural resources. Throughout his-
tory Afghanistan has been brutalised
simply because of its geographical
location.

The people of Afghanistan should
not expect an apology for the war ei-
ther. “The US invaded Afghanistan to
crush an al-Qaida base of operations

US soldiers in Afghanistan. ‘The war [in Afghanistan] remains repulsive 10 years after the
US began attacking the poorest country on earth.’

whose leader Osama bin Laden over-
saw the September 11 terror attacks —
and to make sure Afghanistan would
not be a haven for Islamic terrorists
to plot against the West,” wrote Car-
men Gentile and Jim Michaels in US4
Today. Such justification has perme-
ated mainstream media like a mantra.
Malalai Joya, a former Afghan
MP and human rights activist, dared
to challenge this dubious rationale.
In a video message recorded on
the 10th anniversary of the war and
occupation of Afghanistan she said:
‘Ten years ago the US and Nato in-
vaded my country under the fake ban-
ners of women'’s rights, human rights,
and democracy. But after a decade Af-
ghanistan still remains the most un-
civil, most corrupt, and most war-torn
country in the world. The conse-
quences of the so-called war on ter-
ror have only been more bloodshed,
crimes, barbarism, human rights and
women’s rights violations, which
have doubled the miseries and sor-
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rows of our people.’
Army commanders and neo-con-
servative think-tanks are frantically

After a decade
Afghanistan still
remains the most
uncivil, most corrupt,
and most war-torn
country in the world.

trying to find reasons for celebration.
Neither has been able to accept moral
responsibility for the crimes commit-
ted in Afghanistan under their com-
mand.

Marine General John Allen for
example still sees ‘real gains, particu-
larly in the south’, as a result of coun-
terinsurgency efforts which he sup-
posedly mastered in Iraq. ‘Insurgen-
cies are effective when they have ac-
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cess to the population,’ he
said. “When they are ex-
cluded from the popula-
tion, then insurgencies
have a very hard time.’

A strange assessment,
considering the fact that the
Taliban are not alien bod-
ies from outer space and,
worse, seem to still be ef-
fectively controlling the
country.

When the Paris-based

behaviour hardly suggests
that it’s a militant move-
ment on the retreat but
rather a shadow govern-
ment in waiting. In fact
‘shadow governors’ is the
term being used to refer to
Taliban officials administer-
ing much of the country.
‘Recent events strongly
suggest that the US and its
Nato allies are losing the
war in Afghanistan to the

research group the Interna-
tional Council on Security
and Development (ICOS)
claimed that the Taliban
controlled 72% of Afghani-
stan, Nato commanders dismissed the
allegation as simply untrue.

‘The Taliban are now dictating
terms in Afghanistan, both politically
and militarily,” said ICOS director of
policy Paul Burton. ‘There is a real
danger the Taliban will simply over-
run Afghanistan.’

Concurrently there are those who
argue that this was in the past, and
since then US President Barack
Obama has approved a surge of more
than 30,000 troops with the very aim
of pushing the Taliban back. Such a

A 6-year-old Afghan girl recovers in a hospital in Herat after being
wounded in a coalition airstrike. ‘The result of the surge of troops of
Obama’s administration is more massacres, more crimes, violence,
destruction, pain and tragedy.’

move would allow state-building ef-
forts to commence, thus preparing Af-
ghanistan for the withdrawal of for-
eign troops in December 2014.

Such claims are backed by the
latest Department of Defence bian-
nual report to the US Congress on Af-
ghanistan. The surge has produced
‘tangible security progress’, claimed
the report, and the ‘coalition’s efforts
have wrested major safe havens from
the insurgents’ control, disrupted their
leadership networks and removed
many of the weapons caches and tac-
tical supplies they left behind at the

end of the previous

fighting season’.
But reality on
the ground tells a
different story. Ac-
cording to Al-
Jazeera, the Taliban
are in control of the
vast majority of the

country’s prov-
inces.
Their near-

complete control of
the east and south
and constant en-
croachment else-
where are only ce-
mented by the regu-
lar news of their
highly coordinated
targeting of Afghan
officials and foreign

Taliban fighters in Ghazni province, Afghanistan. ‘Recent events
strongly suggest that the US and its Nato allies are losing the

war in Afghanistan to the Taliban.’

forces, even in the
heart of Kabul.
The Taliban’s

THIRD WORLD RESURGENCE No 254

Taliban. Top collaborator
officials are knocked off at
the drop of a Taliban tur-
ban,” wrote US professor
James Petras.

As for the claim that Afghans are
better off as a result of the US mili-
tary invasion, the numbers tell a dif-
ferent story. Sadly, few kept count of
Afghan casualties in the first five
years of the war.

According to modest UN esti-
mates, 11,221 civilians have been
killed since 2006, 1,462 of them in
the first six months of this year.

Three photographs were pub-
lished by the German news organisa-
tion Der Spiegel last March. They
were of US soldiers — known as the
Kill Team — posing with mutilated Af-
ghan civilians from Kandahar last
year. They were horrifying to say the
least, and scarcely have the impres-
sion of any kind of tangible progress.

‘It was during Obama’s adminis-
tration that civilian death tolls in-
creased by 24%,’ said Malalai Joya.
‘And the result of the surge of troops
of Obama’s administration is more
massacres, more crimes, violence,
destruction, pain, and tragedy.’

And yet, there is no apology. It is
almost as though the sons and daugh-
ters of Afghanistan are mere numbers,
dispensable and extraneous.

Ten years after the war on Af-
ghanistan we stand in solidarity with
the war’s victims — with Malalai Joya
and her ever-proud people. 2

Ramzy Baroud is editor of PalestineChronicle.com,

fromwhich this article is reproduced. His latest book,
My Father Was a Freedom Fighter: Gaza’s Untold
Story (Pluto Press), is available on Amazon.com.
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Afghanistan’s energy war

The US is pursuing a little-noticed energy agenda in Afghanistan which will not only
deny much-needed economic benefits to its people but may well undermine its

VIOLENCE escalated daily in Af-
ghanistan with the approach of the 10-
year anniversary of the US invasion
on 7 October. At the same time, a lit-
tle-noted energy agenda is moving
rapidly forward that may not only
deny Afghans the much-needed eco-
nomic benefits their energy resources
could provide, but also exacerbate in-
security and instability, ensuring a
prolonged US and foreign military
presence. It is an agenda remarkably
similar to one well underway in Iraq.

Eight years of war in Iraq suc-
ceeded in transforming the country’s
oil industry from a nationalised
model, largely closed to American oil
companies, into an all-but-privatised
industry open to foreign oil compa-
nies. ExxonMobil and BP, among
other companies, are today producing
oil in Iraq for the first time in over 30
years under some of the most corpo-
rate-friendly terms in the world. How-
ever, opposition from Kurdish lead-
ers, Iraqi unions, civil society organi-
sations, and some parliamentarians —
who worry that the terms would grant
undue benefit to foreign companies,
to the detriment of Iraq’s economic
stability and security — has kept the
Iraq Oil and Gas Law, written to lock
in this access, from passage.

But while the effort to transform
Irag’s oil sector has played out on a
fairly public international stage, no
such attention has been focused on
Afghanistan. Compared to Iraq, Af-
ghanistan’s populace remains poorly
educated, its civil society and public
sector workforce underdeveloped,
and its government not only weak and
challenged by corruption, but also
lacking in both energy sector exper-
tise and infrastructure. Under such
circumstances, a radical redesign of
the nation’s energy development
model cannot take place in a manner
that ensures fairness, equity,
sustainability, or safety.

security and independence.

Shukria Dellawar and
Antonia Juhasz

Suspect intentions

Afghanistan’s known hydrocar-
bons are primarily located in the north.
Its approximately 1.6 billion barrels
of crude oil and 15.7 billion cubic feet
of natural gas are minor in compari-
son to the resources of its neighbours
(Irag’s oil reserves are estimated at
115 billion barrels), but are compara-
ble to those in nations such as Chad
and Equatorial Guinea — and may be
considerably larger, as there has been
no significant exploration in decades.

Unknown to most Afghans, in
January 2009 the government imple-
mented a new Hydrocarbon Law that
transforms its oil and natural gas sec-
tors from fully state-owned to all but
fully privatised. In April 2011, the
Afghanistan Ministry of Mines
launched the first of what it expects
to be ‘several tenders for Afghani-
stan’s oil and gas resources over the
next few years’.

As in Iraq, the contracts include
production-sharing agreements. These
agreements are the oil industry’s pre-
ferred model, but are roundly rejected
by all the top oil-producing countries
in the Middle East because they grant
extremely long-term contracts (45
years or more, including the explora-
tion phase, under Afghanistan’s law)
and greater control, ownership, and
profits to the companies than other
models. They are used for only ap-
proximately 12% of the world’s oil.
The Afghanistan contracts, moreover,
would not require foreign companies
to invest earnings in the Afghan
economy, partner with Afghan com-
panies, or share new technologies.

The Kabul-based nonprofit
watchdog, Integrity Watch Afghani-
stan, found the Ministry of Mines se-
verely lacking in the capacity to im-
plement sound oversight, including to
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protect impacted communities and the
environment, and found that this,
‘combined with reported endemic
corruption in Afghanistan’, means
that the Afghan government will not
be able to ensure the good manage-
ment of these resources.

The Norwegian government re-
cently concluded an analysis of Af-
ghanistan’s hydrocarbons, finding
that ‘most Afghans express a high
level of suspicion about the motives
and intentions of neighbouring coun-
tries and, increasingly, also of the in-
ternational community’. Further,
‘[M]any Afghans point out the risk of
a lack of political willingness to en-
sure that such benefits [from hydro-
carbon development] will have a fair
distribution.’

Pipeline politics

Afghanistan is not only an energy
producer, it is also a potential ‘energy
conveyer’. And negotiations for the
creation of a Turkmenistan-Afghani-
stan-Pakistan-India (TAPI) pipeline
are progressing at a rapid rate. In Sep-
tember, Afghanistan Minister of
Mines Wahidullah Shahrani reported,
‘The implementation of the TAPI
project will begin in 2012 and will be
completed in 2014.”

The pipeline would carry natural
gas from Turkmenistan through Af-
ghanistan and Pakistan to India. It has
been an objective of United States and
Western energy companies (and their
governments) that have invested in
the land-locked but energy-rich coun-
tries of the Caspian region since the
mid-1990s, when companies includ-
ing California-based Unocal began
negotiating with the Taliban. Sanc-
tions imposed on Afghanistan in 1998
made it impossible for US companies
to do business there, so negotiations
stalled until 2001, when sanctions
were lifted.

The Bush administration made
completion of the TAPI a core part of



its Afghanistan war strategy. As then-
US Assistant Secretary of State Rich-
ard Boucher said in 2007: ‘One of our
goals is to stabilise Afghanistan, so it
can become a conduit and a hub be-
tween South and Central Asia so that
energy can flow to the south.’

This March, US Assistant Secre-
tary of State Robert Blake, Jr. reiter-
ated the importance of the TAPI be-
fore a Congressional committee, and
in July Secretary of State Hillary
Clinton urged completion of the TAPI
while in India.

In April, upon the Afghanistan
Parliament’s approval of a TAPI gas
pricing agreement, parliamentarian
Mohammad Anwar Akbari said that
‘we will have support of a US com-
pany’ for its construction. In the past
year, Minister of Mines Shahrani has
been pushing the benefits of both the
pipeline and natural resource devel-
opment in Afghanistan to private com-
panies in London and New York.

The price for entry

The primary obstacle to construc-
tion of the pipeline and to foreign oil
companies actively seeking oil pro-
duction contracts is, and always has
been, security. In response, Minister
Shahrani announced plans for a 7,000-
person Afghan ‘pipeline security
force’. Yet across Afghanistan there
is enormous scepticism about the
present capacity of the Afghan Na-
tional Army and Police, who are con-
sidered no match for the Taliban or
local warlords.

Yet, if the pipeline is constructed
and US companies begin producing
in Afghanistan, its importance to the
West will only intensify, as will the
desire to keep Afghanistan ‘open for
business’. If Afghanistan does not
have the internal capacity to provide
this ‘openness’ itself, the United States
and other foreign governments may
feel forced to do so on its behalf —
utilising their own troops.

The focus on Afghanistan’s en-
try into the ‘Great Game’ of energy
politics must not be only on generat-
ing profits or for the interests of ex-
ternal actors, but also on the long-term
stability, independence, and strength
of Afghanistan. Otherwise, the price
for entry may be far higher than Af-
ghans — and Americans wish to pay. 4
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Antonia Juhasz is an oil industry analyst and author
of The Tyranny of Oil: The World’s Most Powerful
Industry — and What We Must Do to Stop It. She is
an Associate Fellow with the Washington, DC-based
Institute for Policy Studies and a National Advisory
Committee member of Iraq Veterans Against the War:

Shukria Dellawar, an Afghan American, is an
independent researcher and Afghanistan security
specialist. Both women were in Afghanistan in
August as part of a fact-finding mission. This article
is reproduced from the Foreign Policy in Focus
website (www.fpif.org) under a Creative Commons
licence.
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Bolivia’s controversial highway
cancelled, but deeper conflicts

remain

Although President Evo Morales has finally bowed to pressure from indigenous
people to cancel a controversial road which would have cut through their homeland
in Amazonian Bolivia, some festering problems regarding the direction of the
country’s development have still to be addressed.

IN a stunning political reversal, Bo-
livian President Evo Morales signed
anew law in October prohibiting con-
struction of the highway

Emily Achtenberg

loomed large, evoking memories of
the widely repudiated police repres-
sion of the march last September.

previously championed by
his government through
the TIPNIS national park
and indigenous territory.
The event marked a his-
toric victory for lowland
indigenous groups who
marched 360 miles from
Beni to La Paz to protest
the road, and brought the
highway dispute to an of-
ficial conclusion. But the
fractures in Morales’ po-
litical base and the divi-
sions among Bolivia’s so-

Political pressure

While Morales char-
acterised his reversal as an
example of enlightened
‘gobernar obedeciendo’
(governing by obeying the
people) — similar to his re-
traction of last winter’s un-
popular gasoline price hike
— critics see the President
as being forced by politi-
cal pressure to promulgate
a law he does not genu-
inely support. Indeed, Mo-

cial movements triggered
(or exacerbated) by the
TIPNIS conflict will be
more difficult to resolve.

In addition to permanently can-
celling the TIPNIS highway, the law
prohibits illegal settlements by non-
resident groups inside the park and
protects the indigenous territory as an
‘untouchable’ zone. Only two months
ago, Morales insisted that the high-
way was essential to promote regional
integration and would be built ‘like it
or not’.

In just 48 hours, Morales also di-
rectly resolved 16 other demands
raised by the marchers, including a
pledge to compensate and remediate
environmental damage caused by ex-
tractive activities in the Aguaragiie
National Park in Tarija. During the
march, the protesters were perceived
as demanding a halt to all hydrocar-
bons extraction in the park, which

Bolivian President Evo Morales at a press conference called a day
after the arrival in La Paz of marchers protesting a planned highway
that would pass through indigenous territory. Morales has since
scrapped the project.

generates 90% of Bolivia’s gas ex-
ports — a stance that infuriated Mo-
rales, and provided a major impetus
for the Yucumo blockade against the
marchers by pro-government
campesino (peasant) ‘colonists’.
Morales’ surprise 21 October an-
nouncement cancelling the road came
just two days after the indigenous
march arrived in La Paz to a tumultu-
ous welcome, and less than a week
after 43% of Bolivian voters invali-
dated their ballots in a popular judi-
cial election widely viewed as a ref-
erendum on the MAS (Movement
Towards Socialism) government.
With indigenous protesters camped
out in front of the government palace,
the potential for violent confrontation
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rales used the occasion of
the signing ceremony to
remind indigenous march-
ers that 200 campesino,
civic, business, and indigenous or-
ganisations in Beni and Cochabamba
are in favour of the TIPNIS road. He
urged the marchers to assume respon-
sibility for explaining the new law to
these sectors, and to shield him from
blame for changing his mind.

The TIPNIS conflict has taken a
high political toll on the MAS gov-
ernment leadership. In addition to the
disappointing judicial election results,
the government has lost two impor-
tant cabinet ministers and at least three
vice-ministers or high-level directors
who either resigned under protest or
were fired. The cabinet’s credibility
has been effectively undermined: by
its own count, the government sent a
total of 11 ministers and 17 high-level
commissions to negotiate with the
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The lowlands indigenous groups had set off on their protest march against the TIPNIS

highway in August.

protesters during the march, but they
were unable to deliver results. Both
the marchers and social sectors sup-
porting the TIPNIS road accuse the
ministers of obstructing a resolution
to the conflict.

Morales himself suffered a ma-
jor decline in approval ratings to 37%,
following the police intervention in
September (in a largely urban poll,
which likely understated his tradi-
tional rural support). The political
impact of his reversal on the TIPNIS
road remains to be seen, but there are
many factors to consider.

On the one hand, the road can-
cellation represents an acknowledge-
ment by Morales that the lowlands
indigenous groups, despite constitut-
ing only a fraction of Bolivia’s popu-
lation, have disproportionate moral
and political force through their ef-
fective ability to mobilise and cannot
be readily dismissed. As Chief of Staff
Carlos Romero recently put it, “We
can’t conceive of the Plurinational
State we are building without the low-
lands indigenous people. The people
who marched are the expression of
our cultural diversity.’

But lowlands indigenous leaders
who were repeatedly attacked by
Morales during the march (and beaten
by police) remain sceptical, and are
keeping their critical distance from the
government. ‘We’ll continue giving
them headaches until 2015 if they

don’t recognise our rights,’ says
Adolfo Chavez of CIDOB, the low-
lands indigenous federation that co-
sponsored the march.

On the other hand, Morales’ re-
versal on the TIPNIS road has pro-
voked outrage among campesino,
cocalero (coca farmer), and colonist
groups that have been the traditional
bastions of MAS support. These sec-
tors, who view the road as critical for
transportation of their products and
expansion of commercial opportuni-
ties, now feel betrayed by Morales —
even though the government has
promised to identify an alternative
route to connect the two road seg-
ments on either side of the TIPNIS
park that are already under construc-
tion. The groups have conducted vig-
ils and are mobilising to plan next
steps.

Deeper dispute

The TIPNIS conflict has effec-
tively ruptured the ‘Unity Pact’, an
alliance of Bolivia’s five major so-
cial movements (campesinos, colo-
nists, peasant women, and highland
and lowland indigenous federations)
that historically has been the main
force behind the Morales government
and Bolivia’s ‘process of change’. In
addition to CIDOB, the highland in-
digenous organisation CONAMAQ
supported the TIPNIS marchers in the
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road dispute, while the other groups
supported the government.

Underlying this conflict is a
deeper dispute about the direction of
development in Bolivia. Should it
continue to rely on extractive activity
and infrastructure expansion, to max-
imise economic growth and revenues
for desperately needed social pro-
grammes, or emphasise slower
growth alternatives that protect the en-
vironment and indigenous rights?
How much land should be redistrib-
uted to indigenous communities as
territorial holdings, and how much
allocated to small agricultural produc-
ers seeking new frontiers?

The Unity Pact’s campesino- and
indigenous-identified members have
long held contrasting views on these
issues, along with different
cosmovisions, lifestyles, and forms of
social and political organisation. But
these differences were submerged for
a time through a common identifica-
tion of all sectors (more or less) with
the MAS government and Evo Mo-
rales. The TIPNIS conflict, pitting
highland campesinos and colonists
against lowlands indigenous sectors,
and symbolised most graphically by
the Yucumo blockade, brought these
divisions to the fore and exacerbated
them in dramatic fashion.

How these social forces will
reconfigure in the coming months and
years, and what their relationship will
be to Morales and the MAS govern-
ment, depends a great deal on the gov-
ernment’s ability to articulate a new
development agenda for Bolivia that
addresses these conflicting concerns.
In his 12 October speech to MAS loy-
alists mobilised for the judicial elec-
tions, Morales called for a convoca-
tion in December to begin this task.
Judging from the current volatile state
of political affairs, it can’t happen a
moment too soon. L 2

Emily Achtenberg is an urban planner and a former
Research Associate with the North American
Congress on Latin America (NACLA) with a focus
on Latin American social movements and
progressive governments, especially Bolivia. She has
published recently in NACLA News, Upside Down
World, Bolivia Rising and Progressive Planning
magazine. This article is reproduced from her Rebel
Currents blog on the NACLA website (nacla.org/
blog/rebel-currents).
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Argentine navy captain ‘Angel
Face’ Astiz sentenced to life
imprisonment

During the 1960s and 1970s, military dictatorships backed by the US surged
over Latin America. Although these regimes committed unspeakable atrocities
against their people (a ‘dirty war’ which received covert US support), those
responsible could not be brought to justice with the return of civilian rule because
of amnesty laws. In recent years, many Latin American governments (reports
below relate to Argentina and Uruguay) have moved to lift such immunity and

bring the culprits to book.

TWO notorious former Argen-
tine navy officers Alfredo Astiz
and ‘Tigre” Acosta were sen-
tenced to life in prison on 26
October after being found
guilty of kidnapping, torture
and the forced disappearances
of many detainees in the former
Navy School of Mechanics
(ESMA) during the last dicta-
torship (1976-1983).

As the sentence was read

Astiz was born in Novem-
ber 1951 in Mar del Plata and
following the 1976 coup was
commissioned to ESMA in the
north of Buenos Aires city
where the main clandestine jail
of the de facto government op-
erated.

He belonged to Task Force
332 and was responsible for in-
numerable kidnappings of vic-
tims who ended up at ESMA,

in the courtroom the crowd
waiting outside celebrated and
cheered, which almost caused
it to be suspended.

Astiz, who was also known as the
baby-faced ‘angel of death’, acted un-
der the false identity of Gustavo Niflo,
infiltrated the activities of the Moth-
ers of the Plaza de Mayo human rights
group in 1977 and ‘marked’ his vic-
tims, who were later tortured at
ESMA and thrown alive into the sea
from helicopters.

Among them were the founder of
the Mothers of the Plaza de Mayo
Azucena Villaflor and two French
nuns Leonie Duquet and Alice
Domon.

Other oppressors such as Antonio
Pernias, Oscar Montes and Raul
Scheller were also sentenced to life
in prison.

On the day of the sentencing, a
long line of people was seen outside
the Buenos Aires courtroom, as many
of them wanted to hear the reading
live. Relatives of the accused were

Alfredo Astiz at his trial in Buenos Aires. The former navy
officer was sentenced to life imprisonment for human rights
abuses committed during the 1976-83 dictatorship.

seen standing in line next to family
members of those who had disap-
peared.

Earlier, in the morning, three of
the accused were given the chance to
provide the court with their last state-
ments before the reading.

Captain Astiz was also involved
in the Falklands conflict in 1982 and
signed the surrender of the South
Georgia garrison to the advancing
British Task Force that finally recov-
ered the Islands in June. He was flown
as a prisoner to the UK, but later re-
turned before France requested his ex-
tradition on the case of the killing of
the two nuns.

The Argentine media has always
pointed out that in spite of his defence
arguments that as a naval officer he
was ‘trained to kill’, he surrendered
in South Georgia ‘without firing a sin-
gle shot’.

THIRD WORLD RESURGENCE No 254

many of them to never return.
Argentine human rights organi-
sations estimate 5,000 people
were detained at ESMA but
only 100 survived to tell what went
on in those dungeons.

In 1986/87 Astiz was benefited
with a general amnesty bill but in
1990 a French court sentenced him
to life in absentia for the killing of the
two nuns, Domon and Duquet. Seven
years later the Spanish judge Baltasar
Garzon ordered his arrest and extra-
dition together with 44 other Argen-
tine officers charged with genocide.

In 1998 he was given a dishon-
ourable discharge from the Navy, to
which he was said to be so proud to
belong. He was interviewed several
times and admitted admiring the Ar-
gentine-Cuban guerrilla Che Guevara
but was not at all repentant of having
fought the ‘anti-Argentine Marxist
terrorists’.

But 2003 marked the beginning
of the end when the Argentine Con-
gress annulled the amnesty bill, and
torture and human rights abuse cases



involving military officers, including
Astiz, were reopened.

In early 2004 Astiz was sent to a
military jail and two years later inves-
tigations into his involvement in the
shooting and disappearance of the
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Swedish teenager Dagmar Hagelin
were reopened. In 2007 an Italian
court also condemned him to life im-
prisonment in absentia and he was
transferred to a common jail to await
the ESMA trial. — MercoPress @

Uruguay passes bill eliminating amnesty for
crimes against humanity

THE Uruguayan Congress on 27 Oc-
tober passed a law that eliminates the
effects of the 1986 Amnesty Law (also
known as Expiry Law), which pro-
tected police and military personnel
from being prosecuted for human
rights violations, and repeals a stat-
ute of limitations that would have pre-
vented victims from filing criminal
complaints as of 1 November.

‘With the approval of this new
law, Uruguay’s Congress has taken an
historical step forward in the fight
against impunity for past crimes,” said
Guadalupe Marengo, Deputy Direc-
tor of the Americas Programme at
Amnesty International.

The 1986 Ley de Caducidad de
la Pretension Punitiva del Estado
(Amnesty Law or Expiry Law) was
passed after Uruguay returned to
democratic rule, giving the President
the final say over which cases of hu-
man rights violations could be inves-
tigated.

The measure shielded police and
military personnel from prosecution
for torture, killings, enforced disap-
pearances and other serious human
rights violations committed during an
11-year period of authoritarian rule up
to 1985.

The bill was a match to the am-
nesty law which benefited all the ur-
ban guerrillas in jail or on the loose
for blood crimes committed from
1964 onwards, basically taking arms
and appealing to violence to bring
down democratically elected govern-
ments.

This as such has been repeatedly
confessed publicly in Uruguay and
overseas by the current President Jose
Mujica, a former urban guerrilla
leader who spent over a decade in jail
and in the 2009 presidential polls was

elected as the candidate of the left-
leaning catch-all coalition, Broad
Front, which includes political organi-
sations of former guerrilla groups.

‘We were not terrorists, we were
an armed political party wanting to
overthrow the government,” Mujica
has confessed.

Military rule

The military took over in Uru-
guay in June 1973 following the col-
lapse of the political system dwarfed
by a weak political coalition, rebel-
lious unions and urban guerrillas who
concentrated their firepower on mili-
tary officers to force the reaction of
the armed forces: ‘the worst, the best’
was the motto of the Latin American
guerillas in the 1960s and 1970s, who
believed they could then organise up-
risings against dictatorships.

In 1973 as the Uruguayan ruling
coalition rapidly eroded several po-
litical groups, leaders from the left-
wing parties and respected left-wing
publications hailed the military when
they showed a nationalist vein prom-
ising to end corruption and a quick
return to democracy, insinuating that
the 1971 presidential elections had
been rigged.

Speculating that fresh elections
would be called, many political
groups supported the coup with their
silence and inactivity. However the
following day the military were after
the alleged ‘left-wing’ supporters;
they were to stay in office until 1984.

In a few months the military rap-
idly eliminated the remnants of the
urban guerrilla movement called
Tupamaros and caught most leaders
of the communist and other radical
organisations, whom they considered
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enemies of the ‘fatherland’. Most of
them were tortured, jailed and in some
cases made to disappear.

In the early 1980s when the tide
was turning for military regimes in
South America, representatives from
Uruguayan political parties began ne-
gotiations with the Army for a return
to democracy. Following two years of
negotiations an understanding was
reached which included a matching
amnesty for guerrillas and supporters
and military and police officers alleg-
edly involved in human rights abuses.

The participants in the negotia-
tions included representatives from
the left-leaning Broad Front coalition
currently in office, and as agreed the
first bill to be approved by the new
Congress (March 1985) was an am-
nesty for all urban guerrillas and sup-
porters, even those involved in blood
crimes.

However there was resistance to
extending the same benefits to the
military and police forces and it was
only reached after much negotiations
in 1986, with the name of Ley de
Caducidad de la Pretension Punitiva
del Estado.

The 1986 Amnesty Law was rati-
fied in two referendums in 1989 and
2009. An attempt to annul its effects
was narrowly defeated in Congress in
May 2011.

That month the Uruguayan Su-
preme Court concluded that two
former military officials could not be
charged with enforced disappearances
because the crime was not incorpo-
rated into domestic law until 2006 and
there could be no retroactive applica-
tion. They were instead convicted of
‘aggravated murder’, an ordinary
criminal offence.

Treating human rights violations
committed during the military govern-
ment as ordinary criminal offences
rather than crimes against humanity
meant that the cases were subject to a
statute of limitations, which would
have expired on 1 November. The
new law removes this limitation.

The bill passed both houses of
Congress with minimal vote differ-
ence, with the support of the ruling
coalition. — MercoPress 2



Women reject normalisation of
gender violence

Human rights abuses and violence against women are widespread in Mexico,
perpetrated by all actors in society, including the military and police.

NINETY per cent of the non-govern-
mental organisations in Mexico are
founded and run by

Melanie Haider

responsible for human rights viola-
tions.
Cacho said the military is in-

women, says journalist
and women’s rights activ-
ist Lydia Cacho Ribeiro,
even as crimes against
women remain cloaked
in impunity.

Cacho was recently
in New York, where she
was awarded the Civil
Courage award from the
Train Foundation, and
also spoke at a special
event hosted by Colum-
bia University.

When Felipe
Calderén became presi-
dent in 2006, he deployed
the Mexican military in a
federal offensive against

volved in abuses such as
human trafficking, and po-
lice occasionally attack
women’s shelters, either
because they have a per-
sonal connection to a
woman in the shelter or
because they want to pro-
tect the traffickers.

Ten years ago, she
founded such a shelter for
women and their children
who are fleeing various
kinds of gender violence,
called the Women’s Assist-
ance Centre (Centro Inte-
gral de Atenciéon a la
Mujer) in Cancun. It started
mainly as a refuge for vic-

drug cartels and criminal
groups, resulting in a vir-
tual war in which more
than 40,000 people have died. In 2010
alone, the death toll exceeded 15,000,
according to Reporters Without Bor-
ders.

Human rights abuses and vio-
lence against women are widespread
in Mexico, perpetrated by all actors
in society, including the military and
police.

Nine out of 10 women in Mexico
who suffer human rights violations do
not report it to the authorities, and
‘those who (do) report them are gen-
erally met with suspicion, apathy and
disrespect’, according to Human
Rights Watch’s latest country report.

“The normalisation of gender vio-
lence is increasing incredibly,” Cacho
said.

Even though some legal meas-
ures have been put in place to prevent
and punish gender-based violence, the
implementation has been very limited

Mexican journalist and women’s rights activist Lydia Cacho Ribeiro
has actively campaigned against gender violence and sex trafficking.

and impunity remains the norm for
murder or other crimes against
women, according to human rights
groups.

However, Cacho stressed that
there is a growing feminist movement
in Mexico to empower women and to
discuss gender violence, including
that perpetrated by the military.

‘The problem right now in
Mexico, regarding this discussion, is
that the Mexican government is so
obsessed with the media, with the
main media that is pretty much linked
with war discourse, that everything
has to do with the war against drugs.
And they won’t talk about human
rights (even) if we want to take back
the conversation about gender vio-
lence,’ she said.

The issue is especially difficult
since many of the same people re-
sponsible for public safety are also
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tims of domestic violence,
but it soon became clear
that most of the women had
been involved in trafficking, espe-
cially forced prostitution.

The centre now has high security,
with a barbed wire fence and cameras
everywhere to keep the women safe.

Cacho recounted how the shelter
was attacked by police who came to
retrieve the wife of a policeman,
whom she had helped to flee an abu-
sive situation. The police didn’t get
inside, and the attack was caught on
film, but when Cacho sought account-
ability and showed the tape to the dis-
trict attorney, she said he told her ‘that
there isn’t much we can do, (and) the
best thing you can do is just to close
down’.

Perseverance in the face of
death threats

In the last decade, 80 journalists
have been killed in Mexico, accord-



ing to Reporters Without
Borders, and many jour-
nalists and human rights
defenders have been
forced to flee the country
or censor themselves.
Cacho chose to do nei-
ther. She has investigated
gender violence and sex
trafficking and published
numerous stories and
books on the subject. Her
2005 book The Demons of
Eden exposed an interna-
tional child pornography
and sex trafficking ring in
Canctin which involved
senators and politicians.

She was thrown in jail
and tortured for publishing
that book. When she fi-
nally came out and started
talking, the government tried to label
her a terrorist, but without success.
She travelled for six years to investi-
gate the world of international sex
trafficking of women, resulting in her
latest book The Slaves of Power in

2010.

Together with non-governmental
organisations and a grassroots activ-
ist network, Cacho started a preven-
tion campaign called ‘No estoy en
venta’ — ‘1 am not for sale’ — against

cc Tomas Casefhomas Castelazo

sex trafficking that in-
cludes a video to give
young people tools
they need to protect
themselves. The video
explains anti-traffick-
ing laws, the tactics
traffickers use to lure
their victims, and
other aspects of the
issue.

‘It is getting away
from discourse of fear
and moral panic and
all this (crap) and go-
ing back to the dis-
course of “you have
the power of the infor-
mation, use it for your
own good and how to
protect yourself and
other kids in school”,’
she stressed.

But her fight has
not come without a
price. Cacho told In-
ter Press Service (IPS)
that she has a lengthy

Aprostitute in Tijuana, Mexico. Many women victims of trafficking

in Mexico are forced into prostitution.

checklist of safety
strategies she must ad-
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The Women'’s Assistance Centre in Cancun (pic) was set up by Lydia Cacho Ribeiro as a shelter for
women fleeing various kinds of gender violence.

here to in her daily life because of the
threats she receives, such as using a
different name to make hotel reser-
vations when she travels and con-
stantly switching phone cards.

‘I guess right now in Mexico my
biggest challenge is to stay alive,” she
said.

‘l guess right now in
Mexico my biggest
challenge is to stay
alive.’

She could have given in to fear
and stopped doing what she does, af-
ter being tortured and having survived
a murder attempt in her car while she
was driving with friends and her hus-
band, but she chose another path.

‘I guess one day I just understood
that, one of the things they do, like
the mobsters, the government offi-
cials... is to put a lot of pressure for
me to live in such a state of fear,” she
said.

‘So one day I said, what the hell,
they won’t be able to do it. The last
of my liberties is my freedom. If they
take away my job, and the way [ am
as a citizen and as an activist, they
would be taking my freedom away,
and I won’t let them.” — IPS L 2



VIEWPOINT

A lot of people? Yes. Apocalypse?

No.

There are now 7 billion people in the world. Though resource challenges remain, a
child born today has a better chance of survival than decades ago, when food
production per person was far inferior.

David Lam

THE United Nations has identified 31
October as the day world population
hits 7 billion. Many find the Hallow-
een date appropriate given the fright-
ening prospect of this demographic
milestone. As if 7 billion weren’t scary
enough, the UN projects 10 billion
people by 2083, the addition of
roughly three more Indias.

But the parents of the 7-billionth
person should not be afraid for their
child’s future. In spite of the daunting
challenges facing the world, includ-
ing global warming, rising food prices
and a billion people in poverty, the 7-
billionth child will almost surely have
a better life than the 3-billionth or 6-
billionth child.

How will the world cope with this
many people? Consider what the
world looked like in 1960, when the
population hit 3 billion. Falling infant
and child mortality caused population
growth rates to surpass 2% per year

in the 1960s, probably
for the first time in his-
tory. At 2% growth,
the world would dou-
ble in 35 years, and
that is roughly what
happened — world
population grew to 6
billion in 1999. World
population will not
come close to dou-
bling again in 39
years. Indeed, it may

never double again.
Fertility has fallen rap-
idly, with many devel-
oping countries at or
near the replacement
fertility rate of 2.1. The world’s popu-
lation growth rate has been falling
since its peak in the 1960s, and we
may never get much above the 10.1
billion people projected for 2100.

So we’ve just been through the
fastest population growth the world
will ever see. It’s a good time to look
back and see how the world survived

1t.

There were
gloomy predic-
tions in the
1960s about the
consequences of
rapid population
growth, the most
famous appear-
ing in Paul
Ehrlich’s 1968
book, The Popu-
lation Bomb. He
wrote that ‘the
battle to feed hu-
manity is already
lost, in the sense

‘Although there are still serious problems with food distribution and
malnutrition, we have done remarkably well at feeding the extra 4

billion people added since 1960.’

that we will not
be able to pre-
vent large-scale
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Danica Camacho resting in her mother’s arms moments after
she was delivered at a hospital in Manila. Danica was one of
the 31 October newborns chosen by the UN to symbolically
mark the arrival of the 7-billionth person on the planet.

famines in the next decade.’

Happily, Ehrlich was wrong.
World food production grew faster
than population during the last 50
years. Food production per person in
2009 was 41% higher than in 1961.

No country generated more fear
about overpopulation than India. But
food production there has grown
faster than population since the Green
Revolution of the late 1960s. Food
production per person in India today
is 37% higher than in 1961, although
there are 2.6 times more people.

Although there are still serious
problems with food distribution and
malnutrition, we have done remark-
ably well at feeding the extra 4 bil-
lion people added since 1960. This
should make us optimistic about feed-
ing the 3 billion more to be added in
the next 70 years.

Increased food supply is one rea-
son that children around the world
today are the healthiest ever born. An
Indian baby born in 2011 has almost
double the probability of surviving the
first year of life as a baby born in
1960.



The 7-billionth child will also be
better educated than a child born in
1960. Big increases in education in
the developing world are one of the
most impressive accomplishments of
the last 50 years, especially given the
unprecedented growth of school-age
populations. Only about one-third of
Indian girls born in 1960 completed
primary school, compared with about
three-fourths of those born in 1990.
For an Indian girl born in 2011 the
rate will be even higher.

The probability that a child will
grow up in poverty has been going
down. For developing countries as a
whole, the percentage living below
the World Bank’s $1.25-per-day pov-
erty line fell from 50% in 1981 to 25%
in 2005. India’s poverty rate fell from
60% in 1981 to 42% in 2005 and can
be expected to keep falling.

Not all countries have done as
well as India. But even in sub-Saha-
ran Africa, the region with the poor-
est economic performance, poverty
rates have fallen, education has in-

VIEWPOINT

Big increases in education in the developing world are one of the most impressive

accomplishments of the last 50 years.

creased and food production per per-
son has been rising (albeit slowly)
since the 1980s.

None of this is meant to deny the
enormous challenges we face. We
survived the population bomb through
hard work and creativity, and we will
need more of it to continue to feed
the world and reduce poverty. But the

remarkable experience of the last 50
years teaches us that we should not
be afraid to celebrate the birth of the
7-billionth child. L 4

David Lam is a professor of economics at the
University of Michigan and president of the
Population Association of America. This article is
reproduced from the Los Angeles Times (30 October
2011).

IS the population bomb ticking
again? The world has crossed the
milestone of 7 billion people, and
there is renewed debate on the im-
pact of a growing number of humans
on the planet’s finite resources. Neo-
Malthusian arguments, centred
mostly on environmental concerns,
are pitted against the optimistic view
that economic development will
safely stabilise birth rates. The popu-
lation question is complex and there
is no panacea for the travails of hun-
dreds of millions of deprived citi-
zens who need food, shelter, safe
water, and energy. It is distressing
that more than 800 million people
live in slums and a similar number,
mostly women, are not literate. In
the popular imagination, growing
populations can only have a nega-
tive outcome, depleting scarce re-
sources faster —more so in an era of
economic uncertainty. The dilemma
therefore is whether to enlarge the
pie or reduce the number of hands

Seven billion and counting

competing for a share. Empirical evi-
dence supports the humane answer,
which is simply to have more devel-
opment. Crucially, this demands shar-
ing the fruits of economic growth with
the less privileged through access to
education, health care, and welfare,
besides redistribution of wealth. Par-
ticularly significant is the role played
by education and empowerment of
women.

Developing countries with higher
population growth rates are often
viewed as the source of an emerging
environmental crisis. That perspective
is narrow and flawed, given the pat-
terns of resource consumption. As
India’s Nobel laureate Amartya Sen
observed in a 1994 essay titled ‘Popu-
lation: Delusion and Reality’ (New
York Review of Books), ‘one addi-
tional American typically has a larger
negative impact on the ozone layer,
global warmth, and other elements of
the earth’s environment than dozens
of Indians and Zimbabweans put to-

gether.” That was true even before the
world had 6 billion people, and the
pattern remains unchanged, although
a small minority of profligate emerg-
ing-economy consumers now have
a comparable ecological footprint.
What reinforces fears of overpopu-
lation the most is the visibly desper-
ate living condition of large numbers
of the poor. It is this that govern-
ments must address as top priority.
They also need to prepare for a dif-
ficult future in which greater life ex-
pectancy coupled with falling birth
rates would produce an ‘inverted
pyramid’ — an enlarging geriatric
population and shrinking numbers of
young men and women. Equally im-
portant is preserving the natural en-
vironment, which has thus far ena-
bled increasing levels of food pro-
duction. Only a rising quality of life
can lead to voluntary stabilisation of
the world’s population, which is pro-
jected by the United Nations to touch
9.3 billion by 2050. 2

The above first appeared as an editorial in the
Indian daily The Hindu (1 November 2011).
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POETRY

Nicolas Guillen (1902-1989), the poet laureate of Cuba, was also a journalist,
political activist and writer. Though best known in his early years as a
representative of ‘Black Poetry’, his subsequent repertoire transcended such
categorisation.

Ballad

Nicolas Guillen

Come, dove, oh dove, come
tell me the tale of your woe.

I've seen two men passing
with guns and with flags;

the one rode a pinto,

the other a black mare.

For remote lands they left
their houses and wives,

with hate as their escort,
bearing death in their hands.
| asked ‘Where are you going?’
and both spoke at once:
‘Dove, we go riding,

go riding to war,’

so they say, then

on eight hooves they fly,
dressed in dust and in sun,
with guns and with flags,
one rides a pinto

the other a black mare.

Come, dove, oh dove, come
tell me the tale of your woe.

I've seen widows passing

like no two I've seen;

they are like two statues
formed of one single tear.
‘Where are you going,

my ladies?’ | asked.

‘We go for our husbands,

oh dove,’ they replied.

‘Of their going and coming
bitter tidings we have;

they are laid out and dead now,
both dead on the grass,
maggots feast on their stomachs,
buzzards perch on their heads,
their silent guns fireless

and their flags without air;

the pinto horse panicked,

the black mare she fled.’

Come, dove, oh dove, come
tell me the tale of your woe.

Translated by Robert Marquez
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