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difficult for some farmers to sell their future crops more than a * Historic Surge in Grain Prices Roils
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, . . s 9/28/07
crop unless the farmer can deliver the physical grains within as
few as 30 days. That has crimped their ability to lock in gains
and manage other price risks such as the escalating costs of land and fertilizer.

"Farmers were saying, 'I've got great marketing opportunities, but I can no longer lock in my
sale.' That's a wakeup call for everybody," said Tom Coyle, chairman of the National Grain
and Feed Association and vice president and general manager of the Chicago grain-handling and
trading unit of Nidera Holdings BV, a Dutch grain merchant.

The CFTC scheduled its own roundtable with academics, traders and grain exchanges, to assist
in "critical fact-finding and dialogue so we may better understand and evaluate the inter-related
factors impacting the futures markets," according to a statement released M onday by CFTC
Acting Chairman Walt Lukken.

As with energy markets a few years ago, pension funds and hedge funds have flocked to grain
investments as the supply of farm acreage and crop output shrinks relative to the growing
global population and new demands for crops for biofuels and food. M any such investors
make predominantly bullish bets. Pension funds, endowments and other large institutions
allocate small percentages of their total assets to commodities as a long-term diversification
tool and hedge against inflation, because commodities prices tend to go up when the rest of the
economy is hurt by rising costs.

The most popular way to make
such allocations is to invest in
baskets of commodity futures,

Digital Influx

Volume data for selected commaodities futures

Wheat Sl el et or index-linked funds. Ben Dell,
Openauction 700,360 1,842,468 W ~62.0% an analyst at Sanford C.
i 5 2
Electronic 5,009,437 2,114,195 136.9 Bernstein & Co., estimates that
Roggh rice . 25 528 20659 639 investors have poured roughly
pen action ' ' s $175 billion to $200 billion into
Electronic 81,619 25,572 219.2 ) . )
o commodity-linked index funds
ats . .
Open auction 66,875 85,608 519 s?lce 2001. Dan Basse, president
Electronic 76080 32,733 1324 of AgResource Co., an

agriculture market-research
company in Chicago, said that in
some grain futures markets the
influx of cash by index investors is enough to buy two years' worth of the total U.S. harvest in
some given crops.

Source: Chicano Board of Trade

In 2007 and early 2008, prices of wheat, corn, rice and soybeans, among other crops, have
escalated along with energy and other natural resources. Since the start of 2007, wheat futures
are up 69%, soybeans have risen 92%, corn is up 49% and rice is up 131% on the Chicago
Board of Trade.

M any markets have been more volatile than they used to be. On the M inneapolis Grain
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Exchange, the high-protein wheat used to make bread hit an intraday high of $25 a bushel on
Feb. 25, up 29% from the day before. Some say speculators caused the run-up because they
bet wrongly that prices would fall; when prices began rising instead, the traders had to buy
wheat contracts hurriedly to fulfill trading obligations.

"There's heartburn in the heartland," CFTC Commissioner Bart Chilton said. He said he
recognizes that financial investors add "necessary liquidity" to commodities markets, providing
more robust buying and selling. But he said the commission should study more carefully the
effects of these investments because of "concern about how these risk management markets are
working"

Another issue likely to dominate the hearing is the notion of "convergence" and whether
financial investors have distorted it. A futures contract is an agreement by one side to buy, and
the other side to sell, a commodity at a set price on a set date. Often traders make offsetting
trades to get out of their bets, but if they don't, futures contracts often result in physical
delivery of a commodity. As a futures contract gets closer to its expiration date, the price is
supposed to converge with the price that actual wheat or corn, for example, is trading at on the
open "cash" market. The commission will be looking some instances of discrepancies in those
prices.
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