House of Commons

London
SW1A 0AA

Dear             
                     MP
Thank you for your supportive response to my correspondence regarding the need for effective regulation to curb excessive speculation on food prices. 

Since our last contact, there have been a number of developments regarding this issue.

Excessive speculation driving high food prices  

The evidence supporting the analysis that excessive speculation driving high food prices continues to accumulate. For example, a research paper by the OECD has been cited by the UK government and opponents of measures to address excessive speculation. However, the recent Food Outlook 2011-2020 by the OECD and UN Food and Agriculture Organisation notes that “Almost all researchers agree that non-commercial participation in futures markets may amplify price movements in the short term, even if they differ in their conclusions about other possible impacts.” Short-term price movements can have lasting impacts, such as the damage caused by food shortages to child development.
Supply and demand factors cannot fully explain the dramatic spikes in food prices that have occurred in recent years. In another recent report, the UN Conference on Trade and Development said that fundamental changes in supply and demand “alone are not sufficient to explain recent commodity price developments; another major factor is the financialisation of commodity markets. Its importance has increased significantly since about 2004, as reflected in rising volumes of financial investments in commodity derivatives market.”
A number of leading business figures share this position, including Sir Richard Branson, who has stated that, “There is strong evidence that speculation exacerbated the last oil and food bubble. Speculation will fuel the next one too, unless meaningful speculative position limits are established.”  Producer groups such as the National Farmers’ Union in Scotland have also recently commented that, “it is deeply alarming that the greatest proportion of activity in the futures markets no longer involves those in the supply chain but is, instead, taken up by speculators.”

I am therefore concerned that the government finds the evidence on financial speculation exacerbating price volatility inconclusive. The government is increasingly isolated in holding such a view.
Regulating food speculation

As you may be aware, the government acknowledges the need for improved transparency in commodity derivatives markets and strong regulatory oversight powers in these markets.
However, the government remains unwilling to set firm limits on the market share that financial speculators can hold. Aggregate position limits could tackle excessive speculation while also ensuring adequate liquidity in the market for real food users to insure against risk. Position limits were used effectively in the US prior to deregulation in 2000 and after the US Frank-Dodd Financial Reform Act was passed in 2010 position limits are set to be reintroduced. Jeff Sprecher, CEO of Intercontinental Exchange recently remarked that position limits introduced by the exchange have produced a “healthier market” with more, smaller players.
In contrast, the ‘flexible position management’ favoured by the UK government has led to a lack of effective market oversight. In 2010 the Financial Services Authority did not exercise its powers to intervene in commodity markets at all. Instead it delegated responsibility to the commodity exchanges and failed to monitor their use of these powers. The limitations of this approach were clearly shown when hedge fund Armajaro nearly cornered the European cocoa market in July 2010, pushing prices to a 33 year high. This could not have happened had the market been regulated effectively.
In the last six months of 2010 alone soaring food prices led to an additional 44 million people being pushed into extreme poverty. In the UK, rising food prices are one of the major drivers of inflation that is harming both consumers and the wider economy. This autumn the European commission’s review of the Markets in Financial Instruments Directive is likely to propose position limits for agricultural commodity markets. 
I would be grateful for any further help you could provide in encouraging the government to recognise the strong evidence of the impacts of excessive speculation on food prices and support strict position limits on financial actors in food derivatives markets to help tackle the damaging impacts of financial speculation on global food prices. In particular, I would be grateful if you would consider asking a question about this issue in Parliament. If so, I would be happy to suggest some possible options for questions.
Yours sincerely,
