Interview with an Academic Expert in the Commodity Markets

Interview with Colin A. Carter, Ph.D.
Professor, Department of Agricultural & Resource Economics and Giannini Foundation of Agricultural Economics,
University of California, Davis, U.S.A.

In the Summer 2024 issue of the Commodity Insights Digest (CID), we are delighted to interview Dr. Colin
Carter, who is a Distinguished Professor of Agricultural and Resource Economics at the University of
California, Davis. At UC Davis, Professor Carter is responsible for developing an introductory
undergraduate course on futures and options where there are about 250 to 300 students who take this
course each year. “Itis so exciting to introduce the world of commodities to these excellent students,” he
has said. “They have no idea what | am talking about on the first day [of class]. What | do the first day is
| put a list of commodities up on the screen that affects them on a daily basis, and | start with orange juice
and coffee and so on and go through that and by the time | am finished ... they are actually paying
attention.” Professor Carter’s research covers the grain and livestock sectors in China as well as the
economics of biotechnology, global agricultural commodity markets, and biofuels policy in the United
States. More recently, he has been researching the impact of the Russia-Ukraine War on agricultural prices
and trade flows.

What are some of the major changes you have experienced in the agricultural commodity markets/ futures
markets?

| was studying futures markets before financial futures were introduced, and | have always been amazed
how interest rate futures, currency futures, and stock index futures have grown in importance. As they
developed, these financial futures and options markets all drew from the historical importance of
agricultural futures. Hedging and speculation in agricultural markets had been around for over 100 years
before they were discovered by financial futures.

The boom in algorithmic trading has also been a significant change in futures markets and this form of
trading in the markets is controversial. We still do not fully understand the impact of the algos and to
what extent the market fundamentals have taken a back seat to automatic trading. Their large share of
trading is no doubt good for the commodity futures exchanges and good for liquidity. Indeed, the
controversy may be misguided because, on average, these algorithmic traders are not continually taking
large profits out of the market. Academic research has found that the financial performance of commodity
trading advisors has been statistically indistinguishable from the average return on an investment in U.S.
Treasury bills, despite the much greater risk associated with investing in commodities.

You recently co-authored an article on “Did Grain Futures Prices Overreact to the Russia-Ukraine War?”
Can you let our readership know what you found regarding this highly relevant topic?

Shortly after the war broke out in 2022, Radio France called me for an interview on the global food market
implications of Russia’s invasion of Ukraine. The reporter wanted to talk about the impending food crisis
created by the war with rising food prices and significant impacts on global hunger and malnutrition. He
was not alone in his view of the war’s market impact as about the same time the Economist magazine’s
front cover referred to the “coming food catastrophe.” Some organizations such as Greenpeace claimed
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that excessive speculation by hedge funds in the futures market that was sparked by the Ukraine war
would lead to millions of people in developing nations suffering from acute hunger. The Radio France
reporter seemed very surprised when | told him that it was unlikely the war in Ukraine would lead to rising
global hunger. After thatinterview | decided to investigate the topic further and with my colleague Sandro
Steinbach, | wrote a paper on the market’s reaction to the war. We found there is no statistical evidence
of abnormal speculative pressure in the market around the time of the invasion, and we concluded that
when the war broke out, the markets had put a fair price on the wartime risk of Black Sea grain shipment
disruptions.

Dr. Colin Carter, Distinguished Professor of Agricultural and Resource Economics at the University of California, Davis, lecturing
at an academic commodities conference.

You authored the book, “Futures and Options Markets: An Introduction.” What was the motivation for
writing this book and who is the target audience?

At University of California, Davis, | teach an advanced undergraduate course on futures and options. |
wrote the book for my students, and my goal was to explain in plain language why these markets are
important in the economy, explain how they work, and along the way we learn some of the theories of
price formation and price behavior. | found some of the other textbooks out there to be very technical
and lacking a practical explanation and short on examples of the workings of futures and options markets.
My book would also be ideal for a Master’s level introductory course in futures and options.
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What other areas of research are you currently focusing on?

I am currently working on understanding how the war in Ukraine impacted agricultural commodity prices
and trade flows. The Ukraine is not part of the European Union (EU), and after the war broke out the EU
gave Ukraine special and improved market access to EU markets. We are studying how this played out in
countries like Poland, Hungary, and Romania. Our results will be useful to understanding how Ukraine’s
future EU membership may rearrange commodity markets and trade within the EU region.

What advice would you give those students and young professionals who are interested in pursuing a
career that touches on the commodity markets?

In my opinion there are too few young students interested in commodity markets. Most students would
rather pursue a career as a financial analyst or financial planner as they view commodities as a bit old
fashioned. However, they can apply the same analytical tools to studying commodity markets, and the
commodity space is much less crowded with young minds.

Thank you, Professor Carter, for the opportunity to interview you in the CID!
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