
Ref#: AAAEUF-05 AAEA / AEPP Podcast page 1 of 3 
  Kristin Agard, Scott Irwin / v33issue1.mp3 

Kristin Agard: Welcome to the Applied Economic Perspectives and Policy 
Podcast, a production of Oxford Journals and the Agricultural and Applied 
Economics Association. I'm Kristin Agard.  
 
Today I'll be talking with Professor Scott Irwin, about his article, “Index 
Funds, Financialization and Commodity Futures Markets.” Professor Irwin's 
article was recently published in the first issue of Volume 33 of AEPP.  
 
Welcome, Professor Irwin, and thank you for taking the time to answer a few 
of my questions today. Food and energy price increases have been much in 
the headlines recently. Many argue that rising prices of commodities is due to 
the increased investment in speculative funds based in commodity markets. 
Some researchers have gone as far as to label this price increase as a bubble. 
What does your research show in terms of the cause of this rise in prices? 
 
Scott Irwin: Our research, which is really a review of other people's 
research, and my own, with several co-authors, is that there simply isn't a 
direct link between the positions of these outside speculative financial 
investors, they go by a variety of names, and commodity futures price 
movements. This is a variety of theories about how that might occur, but to 
date, the statistical evidence that would document such a link, is not 
compelling. 
 
Kristin Agard: You mention that at least 100 billion dollars were invested 
between 2004 and 2008, into commodity futures markets. Can you put that 
into perspective for us? 
 
Scott Irwin: Sure, first off, it's not necessarily easy to measure the flow of 
these funds. It's certainly at least as large as 100 billion. Some estimates 
have it even three times as big, over that time period, 300 billion, and it's 
certainly much larger today than it was even back in 2008. So these are 
clearly huge positions, based on data from the Commodity Futures Trading 
Commission in the United States, their estimates indicate that the positions 
associated with these financial investors can be anywhere from about 20 to 40 
percent of the long side of these commodity futures markets. 
 
Kristin Agard: And why should this be troubling? 
 
Scott Irwin: Well some people, of course, jump to conclusions, any time 
there's positions that large, argue that there's potential to artificially affect 
the level and volatility of prices. But it certainly is a large structural change in 
our commodity futures markets, so it is, indeed, natural to ask, what kind of 
role have they played. As this investment is floating to the markets, have 
there been any negative consequences that public policy would need to deal 
with? These are, in fact, good questions that ought to be asked about this 
kind of massive flow of investment dollars. 
 
Kristin Agard: You illustrate the controversy surrounding index funds by 
citing two predominant analysts who say things, such as, "speculators are an 
invasive species that will continue to damage the markets until they are 
eradicated." Does your analysis lead you to agree with that assessment? 
 
Scott Irwin: No, we simply find no smoking gun that would corroborate that 
kind of statement. There simply isn't any systematic evidence that speculators 
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in commodity futures markets have anything more than a small to marginal 
role in the price run up in 2007, 2008, or the present run up that we're 
experiencing right now. 
 
Kristin Agard: What sorts of tools do policy makers have at their disposal to 
regulate index funds and commodity futures markets? 
 
Scott Irwin: The main instrument that the regulators have debated and 
iterated towards, in the United States and Europe, is what are called 
speculative position limits, and this is just putting an out and out limit on the 
total size of the positions at any one point in time, when an individual 
company that's offering these kinds of index investments may have in the 
commodity futures markets. There are other policy instruments that have 
been proposed and discussed, but this is the main one that is actually being 
proposed and debated. 
 
Kristin Agard: And my last question for today, you mentioned that 
regulating speculative position limits on index fund investors may well do 
more harm than good. Why is that? 
 
Scott Irwin: Well the available evidence to date, indicates that the index 
funds, which are the instrument that these outside financial investors are 
seeking positions and using to place positions in commodity futures markets, 
there's no significant evidence that they're harming the functioning and price 
discovery in these markets. And there's even some modest evidence that they 
may actually have a price dampening impact and enhance the liquidity of 
these markets, which is the ease with which you can get in and out of 
positions. Those are, I think, more tentative conclusions, but, based on the 
evidence we have today, one would have to say that placing new restrictions 
on these traders and these kinds of positions would remove a pool of positions 
and capital investment in these markets, that is actually badly needed by 
others that want to lay off the price risk. They don’t want to carry these kinds 
of positions, and if you take out the people that have stepped forward in 
recent years to carry these positions, naturally, basically the price of doing 
business in these markets in economists' terms, the risk premium that's 
demanded in the markets will likely go up and that will inevitably be passed 
on as a higher cost to both consumers and producers. 
 
Kristin Agard: Great, well that concludes this interview, thank you very 
much, Professor Irwin. 
 
Scott Irwin: My pleasure, glad to visit with you. 
 
Kristin Agard: Scott Irwin is the Lawrence J. Norton Chair of Agricultural 
Marketing in the Department of Agricultural and Consumer Economics at the 
University of Illinois at Urbana-Champaign. Look for his featured article in 
Volume 33, Issue 1, of AEPP.  
 
If you have any feedback or follow up questions for Professor Irwin, please 
send an e-mail to podcasts@oxfordjournals.org. If you are interested in more 
information about AEPP, or signing up for free AEPP content alerts, visit 
www.aepp.oxfordjournals.org. Or, for more information about the Agricultural 
and Applied Economics Association, visit www.aaea.org. I'm Kristin Agard, 
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Executive Director of the Agricultural & Applied Economics Association. Thanks 
for listening. 
 
#### End of v33issue1.mp3 #### 
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