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July 22, 2008 
 
Dear Mr. Chairman, 
 
I write to you as a concerned citizen, as someone knowledgeable in the issues surrounding 
“Index Speculation,” and as someone with a proposal that addresses the many complex issues of 
crude speculation.  Having viewed much of the testimony given July 10th & 11th 2008, I was 
astonished there is debate on whether or not Index Speculation inflates prices, the only serious 
question is by how much.  Also disquieting, is the dearth of proposed solutions.  If I understand 
correctly, the best proposal, to date, is mandatory speculative position limits.  This approach is 
appropriate in some markets but has serious potential consequences with crude that may not have 
been brought to the Committee’s attention.   
 
I therefore submit to the Committee on Agriculture, my perspective on some of the Committee’s 
open questions and a proposal to deal with passive crude speculation. At best, you may find this 
proposal to be an effective solution and a step toward a national energy strategy, at the very least, 
you will see there are other approaches with less risk than the few so far proposed.   
 
If I may introduce myself. 
 
Career: 

• Futures Division Director    UBS PaineWebber  1995-2002 
• Director of Commodity Research  PaineWebber   1988-1995 
• Product Manager – Interest Rate Futures EF Hutton   1985-1988 
• Senior Strategist Futures/Options  EF Hutton   1982-1985 
• Futures Strategist    Paine Webber   1979-1982  

Other: 
• Commodity Trading Advisor       1992-2007 
• Board Member – NY Futures Exchange     1992-1994 
• Babson College        1974-1978 

Current: 
• TWR Management Corp – President     1992 -Pres  

 
My career titles do not fully convey a few skills I have that are relevant to this topic. I am a 
derivatives strategist, cash/futures arbitrageur and part time futures market theorist.  These were 
rare skills to have early in my career, and while less rare today, few others have my tenure.  
Further, as I am now and intend to remain a private investor, there is no corporate leash or 
conflict to which I am held. 
 
I welcome your questions about this report or Index Speculation in general. 
 
Respectfully, 
 
 
Thomas W. Rooke 



 
 
To follow are three standalone reports concerning crude Index Speculation. 
 
Crude Index Speculation – FAQ: Presented in the format of “frequently asked questions,” are 
responses to several questions, posed by the Committee on Agriculture, that probe the current 
and potential issues of Index Speculation. 
 
Response to Proposed Solutions to Resolve Crude Speculation Issues: Outlined are potential 
consequences and reasons why the current proposals of mandated position limits and/or 
increased margin requirements may not prove effective.  
 
Proposal - Trade & Reserve Indexing:  A strategy is presented that constrains crude Index 
Speculation while also providing a benefit to the nation.  The introduction of this proposal 
outlines why crude speculation has become prolific and why attempts to shut it down will likely 
give rise to unintended consequences that are not reversible.   
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Crude Index Speculation - FAQ 
Response to questions, posed by the Committee on Agriculture 

  
By Thomas W. Rooke 

  
July 21, 2008 

 
 
 
 
Introduction 
 
Ideally, and in concept, speculators and Index Speculation1 in the futures markets only 
participate in, but do not move commodity prices.  If I buy and you sell and prices go down, you 
win, I pay.  You and I had no influence on the price of the underlying commodity. This concept 
only holds true, however, if over time the volume of Spec2 buying is in balance with Spec 
selling.  If Spec buying exceeds Spec selling on an ongoing basis, Spec buying is competing with 
long hedgers3 and this will inflate commodity futures prices.  There is evidence, as presented 
below, Index-Spec buying is inflating crude futures prices, however, the degree to which crude 
Index-Spec is influencing Spot4 crude prices, is less certain. 
 
The issue today is not the presumed small price influence Index-Specs may have over crude, but 
rather, if this market force continues to grow, what price dislocations could occur, what market 
stability risks might there be, and what precautions should be taken.  
 
What is the most significant risk of crude Index Speculation? – Opinion - 
Beyond the debate of how Index-Specs may influence crude prices, is a financial crisis that 
Index-Specs could inadvertently manifest.   Although there are many exchange safeguards and a 
well capitalized Clearing Corp, the issue remains, Index-Specs all employ the same 
indiscriminate buy-hold strategy, and their collective force differs little in form and substance to 
the actions of a consortium intent on cornering the market.  While such intent is fiction, the risk 
is real.  This is because; the crude market provides the two ingredients necessary for a well 
capitalized consortium to perpetrate a windfall financial gain.  Those ingredients are; a market in 
short supply and vulnerable to a supply shock.         
 
To illustrate, assume there is an extreme oil disruption that will affect supplies into the future. 

• Crude futures will go limit bid day after day as Shorts are desperate to cover.   
• The Index-Spec’s obligation to remain long negates any selling relief from this block of 

long positions. 
•  Other Spec longs delay taking profits (selling) since they can monitor Index-Spec 

activity, and when it comes time to take profits, they can react quicker than the Index-
Specs.  This perpetuates higher crude prices than perhaps what would otherwise be the 
case. The Short Squeeze5 takes hold. 

• If crude prices move higher by $100 per barrel, there will be about a $130 billion margin 
call to meet – for just WTI crude - much of which will be paid to the Index-Specs. 

                                                 
1 Index Speculation (“Index-Spec”) is defined herein as all forms of investment products that employ a passive buy-
hold investment strategy using commodity futures and/or OTC traded commodity derivatives/swaps.   
2 “Spec” refers to a speculator or speculation. 
3 A hedger is defined herein as the user (long hedger) or supplier (short hedger) of the physical commodity.   
4 Spot is defined herein as the price of physical crude available for immediate delivery.  
5 Shorts bid prices higher and higher seeking to cover their position but there are few if any offers.  At the extreme, a 
Short Squeeze can be self perpetuating higher prices until the exchange intervenes and forces longs to liquidate. 
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• Margin requirements are increased to induce longs to liquidate. Most Index-Specs are 
fully funded, so this exchange defense may have minimal impact. 

• Short Specs and hedgers fail which adds to the bid volume as the member clearing firm 
attempts to liquidate the positions.  

• Exchange members fail as they guarantee client performance. 
• Wall Street credit concerns heighten as exchange members also guarantee the 

Exchange/Clearing Corp (memberships are usually held in subsidiaries for this reason).   
 
At some point the exchange will concede and force liquidate Spec longs.  The timeliness of this 
decision is of critical importance, but it should not be expected before the need is beyond doubt.  
These decisions only appear delayed with hindsight.  Given the severe consequences of a force 
liquidation order, deference is given to any signal that the market is about to “break;” and of 
course, there are many false signals.  
 
While a crude oil supply shock will trigger economic turmoil with or without Index-Specs, there 
is little doubt that the collective force of Index-Specs, all acting in unison maintaining their long 
positions, would contribute additional stress to the financial system at the most inopportune time. 
 
What is Excessive Commodity Speculation?   
Excessive Speculation becomes a possibility when Spec order flow exceeds the Minimum 
Amount needed to maintain: 

a) a tight bid/ask spread, 
b) market depth, and 
c) the ability to bridge mismatched order flow from long and short hedgers. 

If Spec order flow exceeds this Minimum Amount, but is balanced on average between Spec 
buyers and sellers, this is just “Surplus” speculation and need not be considered Excessive until it 
reaches some subjective unwieldy amount.  However, if this Surplus Spec order flow is 
predominantly one-sided, Excessive Speculation becomes a concern.  The consequence of 
Excessive Speculation is a price dislocation that may have an unjustified economic impact.  If 
there is Excessive Speculation caused by long only Index-Specs, Futures prices will unjustly 
move higher potentially “Crowding Out” longer hedgers and financially straining shorts. 
 
What is “Crowding Out?” 
As applied herein, a hedger is Crowded Out when Excessive Speculation causes the Futures 
price to exceed what the hedger can economically justify.  It can be argued that when a “would 
be” hedger is Crowded Out, there is an added cost in the form of business risk. 
 
What evidence exists to determine if there is Excessive Speculation? –Opinion- 

• The Commitment of Traders Report data does not provide the level of detail necessary to 
address this question with any conviction and the Commodity Index Traders Report lacks 
the historic data to make any substantive conclusion. 

• In the crude market, an intuitive gauge of Excessive Speculation is comparing recent and 
historic futures price spreads.  Historically, the nearby crude futures price is often higher 
than the deferred delivery futures prices (e.g. “backwardation” pricing).  If Index-Spec 
buying is excessive, one would expect the deferred prices to trade higher in price relative 
to their historic price relation with the nearby futures prices.  The following chart study 
shows this to be true. 
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WTI Crude Futures Spread
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WTI Crude Futures Spread
Jul 1999 - Jul 2002
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WTI Crude Futures Spread
Jul 2005 - Jul 2008
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Historically, crude prices are most often in 
backwardation (blue).  However, the reverse has 
been true (e.g. contango pricing - red) more often 
during the past three years and by a greater amount, 
than any other three year period of this 15 year 
study.  This is strong circumstantial evidence, that 
excessive long speculation has inflated futures 
prices. More Contango 

than prior periods 

The following calculation shows how much the 6th 
delivery month out futures price was inflated, on 
average, relative to the 2nd delivery month out (this 
does not address how much Spot may be inflated): 
 

Avg Spread Past 3 Yrs (2nd – 6th):       (.84) 
Avg of Each Prior 3Yr Period:     .79 
Avg Inflated 6th vs. 2nd Price:          $1.63/bbl 
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 To what degree have Index-Specs moved the SPOT price of Crude? –Opinion- 
• The spread study above, and others like it (not provided), all suggest that during the past 

3 years, deferred futures prices were inflated relative to the nearby futures price by 
roughly $1 to $2/bbl. While this is a small amount relative to the overall price move of 
crude, this study makes no conclusion about how much the Spot price might be inflated. 

• A qualified response to the question above, requires an understanding of the cash/futures 
price relationship.  This is because; it is assumed Index-Specs only buy futures and other 
derivatives, not physical.  Therefore, to claim Index-Specs are driving Spot prices higher, 
implies that higher futures prices are motivating someone else to pay more for Spot. This 
can happen in three ways: 

1. As is graphically portrayed in charts 1a through 1c below, when crude prices are 
in backwardation, Index-Spec buying has no direct link (e.g. arbitrage) to cause 
higher Spot prices.  However, when futures prices go contango to their “carry” 
price, Index-Spec buying can push Spot prices higher.  However, it should be 
noted that the buying power to push just the futures prices higher is less than what 
is needed to push both futures and the Spot price higher. 

2. Suppliers that peg near term delivery prices to the futures market are likely 
passing on to the end user a price that may have been inflated from Index-Spec.   

3. As crude is often subject to tight supplies, suppliers of physical may do well by 
using the futures price as the lead offering price, and then the Spot price is 
determined by whoever blinks first.  Hence, futures prices may indirectly 
influence Spot prices.  

Conclusion: The debate on this question will continue since the significance of the non-
quantifiable factors, such as #3 above, are unknown.  But two quantifiable considerations stand 
out; 1) the previously discussed study that concludes deferred futures prices are inflated verses 
nearby futures prices, and 2) the fact that crude future prices continue to oscillate between 
backwardation and contango.  Since backwardation pricing still occurs, this suggests Index-Spec 
is not a brute force holding up the price of Spot crude.  For these reasons and other 
supply/demand market fundamentals not addressed, a fair guesstimate to the question is 10%. 
 
How much COULD Index-Specs move the Crude Spot market price? –Intuitive- 
The next upturn in the world economy will likely cause the crude supply/demand fundamentals 
to be far worse than today.  If left unchecked, crude Index-Spec could easily double.  Once crude 
futures prices are continuously contango,6 this is a strong indication that Excessive Speculation 
may be inflating the Spot price crude.   
 
The futures and OTC derivatives markets will not be able to sustain unencumbered Index-Spec   
growth unless the amount of speculative selling keeps pace with Index-Spec buying7.  If Spec 
selling does not keep pace8, the likely outcome will be excessive Index-Spec losses that will 
motivate investors to liquidate. (Several other, not so pretty, scenarios are also possible) 

                                                 
6 This assumes the contango pricing is not a result of a supply glut.  
7For every derivative buyer, there must be a seller (e.g. for every winner there must be a loser to pay the winner).  
8 In an efficient market, higher bids should attract sellers.  However, if buying interest overwhelms selling interest, 
then: a) If the buyers are rational, the market will be illiquid with a wide bid/ask spread. Or b) if buying is 
indiscriminant, such as with Index-Specs, prices could be bid higher and higher until a seller is eventually found.   
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How far might crude prices fall with mandatory position limits? –Opinion- 
While Spot crude prices may sell-off during the beginning phase of liquidation, the bulk of the 
sell-off may only remain in the futures prices for reasons graphically presented in charts 2a 
through 2c below.  When liquidation concludes, for reasons stated above, the guesstimate is a 
10% lower Spot price.  However, for reasons outlined in “Response to Proposed Solutions to 
Resolve Crude Speculation Issues,” mandated position limits may result in some serious 
unintended consequences in the years ahead.      
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Response to Proposed Solutions to Resolve 
Crude Speculation Issues 

 
By Thomas W. Rooke 

  
July 21, 2008 

 
 
 
 
 
 
Concerns that crude Index Speculation1 (“Index-Spec”) could inflate crude prices and could 
manifest market instability if there is a supply shock, are well founded2. However, there is a 
dearth of creditable proposed solutions.  The current proposals, mandating speculative position 
limits and/or increasing margin requirements, continue to be debated because both have known 
consequences, unknown risks and no long term assurance of the desired result. 
 
This response to the current proposals seeks to advance the debate by outlining a few loop holes, 
issues and some possible egregious unintended consequences that may not have been 
acknowledged yet during this decision process.  
 

 
Mandating Speculative Position Limits:  

 
Loop Holes 

• Investors/funds could open a “managed commodity account” (in the entity’s 
name) where discretion is given to a manager to replicate Index-Spec up to the 
Spec limit in every energy related futures contract traded on all exchanges.   

• Maintaining a US restricted list of offshore funds could be problematic if offshore 
Index-Spec funds become viable. 

Issues 
• Weakness in crude prices during Index-Spec liquidation may be taken as a buying 

opportunity for countries to top off reserves, and for energy firms to fill their 
containers - thwarting this proposal’s attempt to lower crude prices.   

• The low crude price reached during Index-Spec liquidation may be perceived as 
the ‘floor’ price.  Going forward, whenever this price is approached, it will 
motivate buying interest. 

Unintended Consequences 
• There will be a Surge of new domestic & offshore oil storage companies that sell 

depository receipts, e.g. physical hoarding. 
• The wealthy, hedge funds, etc. will buy known reserves and cap producing wells 

as US Crude becomes worth more left in the ground.   
• Listed companies that have long term leases or that own reserves will watch their 

stock values increase despite their limited exploration effort; and decide this is a 
good business plan. 

 

                                                 
1 Index Speculation (“Index-Spec”) is defined herein as all forms of investment products that employ a passive buy-
hold investment strategy using commodity futures and/or OTC traded commodity derivatives/swaps.  
2 For qualification of this claim, see “Crude Index Speculation – FAQ, Response to questions posed by the 
Committee on Agriculture,” By Thomas W. Rooke July 21, 2008. 
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Increasing Margin Requirements: 
 

• Proposal is mute.  Most Index-Specs are believed to engage in fully funded 
commodity speculation.  Hence, interest will be earned on the capital invested 
whether it is posted as margin or otherwise. 

• Commodity Trading Advisors3 will be put out of business. This speculative 
market participant trades both sides of the futures market and it can be argued 
their order flow contributes to liquidity and price discovery. 

• Index-Spec long order flow will increases relative to that of speculative shorts 
which will only worsen the current issues such as the Crowding Out of long 
hedgers.    

 
 
Conclusion: 
 
A reason for crude Index-Spec growth, is the compelling diversification benefit this commodity 
offers when held in a portfolio4.  Forced liquidation of the crude Index-Specs by mandating 
speculative position limits will likely just redirect this capital to various alternatives such as 
those listed above under “unintended consequences.”  What underlies each of these alternatives 
is a form of hoarding that legislative action may not be able to prevent.  
 
While action must be taken to contain crude Index-Spec, the unintended consequence of position 
limits may actually exacerbate the issue of high crude prices.  Different approaches to resolve the 
Index-Spec issue need to be considered such as this author’s proposal called “Trade & Reserve 
Indexing,” that avoids to a large extent all the unintended consequences of the current proposals. 
 
 
   
Note:  The case made herein against mandated speculative position limits, only pertains to 
crude.  Such a mandate will be warranted in other commodity markets on a case by case 
basis.  

                                                 
3 Disclosure: Thomas W. Rooke is a member of the NFA and has been registered as a Commodity Trading Advisor. 
4 See the introduction in “Proposal: Trade & Reserve Indexing” by Thomas W. Rooke July 21,2008, for a discussion 
that addresses this claim.  
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Preface 

Proposal: 
Trade & Reserve Indexing 

Restructuring Crude Index Speculation to Benefit the Nation 
 

By Thomas W. Rooke 
  

July 21, 2008 

 
• The Trade & Reserve Indexing proposal (“TRI-Proposal”) is a strategy that seeks to 

resolve the issues of crude Index Speculation1 (“Index-Spec”) and to largely avoid the 
risks of speculative position limits that are addressed in “Response to Proposed Solutions 
to Resolve Crude Speculation Issues,” by Thomas W. Rooke July 21, 2008.   

• While the TRI-Proposal addresses crude Index-Spec, many of the same concepts could be 
applied to other markets including agricultural commodities such as wheat and beans. 

 
Introduction 
 
The amount of capital invested in energy Index-Spec is estimated by some as being enough to fill 
the Strategic Petroleum Reserve (“SPR”) two times over. The growth of Index-Spec has been 
rapid, and now the issues of investing in commodities that are fabricated with derivatives are 
becoming apparent.  Among other issues, Index-Specs are accused of inflating commodity prices 
and destabilizing the price discovery function of commodity exchanges.  However, few solutions 
have been proposed, and as a result, the consensus is heading toward simply shutting down 
Index-Spec by mandating speculative position limits.  While this mandate is appropriate in some 
commodity markets, it is not a universal cure. 
 
Crude is one market where it is believed position limits will merely resolve the Index-Spec 
issues by creating a potentially more serious issue.2  The reason becomes apparent with an 
understanding of why an investment in crude Index-Spec, goes beyond a simple bet on higher 
prices.  Specifically, when included in an investment portfolio, crude Index-Spec offers a 
diversification benefit few other investments can rival.      
 
The Appeal of Crude Index-Speculation: 

1. Interest earned on investment plus gain/loss of crude price movement.  
2. Upward futures price convergence will at times enhance return. 
3. Asset with greater upside appreciation potential than downside risk. 
4. Appreciates with US dollar weakness. 
5. Considered an inflation defense. 
6. Global demand expected to increase for the foreseeable future. 
7. Global supply may not keep pace with demand. 
8.  Since higher crude prices often negatively impact equity prices, a long crude position 

is an excellent hedge. 
                                                 
1 Index Speculation (“Index-Spec”) is defined herein as all forms of investment products that employ a passive buy-
hold investment strategy using commodity futures and/or OTC traded commodity derivatives/swaps.  
2 For more detail, see “Response to Proposed Solutions to Resolve Crude Speculation Issues,” by Thomas W. Rooke 
July 21, 2008. 



The reasons to include crude Index-Spec in an investment portfolio, are the same reasons why 
alternatives to crude Index-Spec will be sought if it is shut down.  The amount of capital that will 
be released in search for a pure “long energy” type investment could be $200 billion. Legislative 
action may be impossible to prevent investment in the alternatives that will be found. For 
example, companies that own proven reserves may best serve their shareholders by abandoning 
oil production activities and hold themselves out as a crude oil depository.  Once word gets out 
that US crude is worth more left in the ground, any gains achieved by liquidating the crude 
Index-Specs will be lost many times over with little likelihood of reversing the damage done. 
 
The TRI-Proposal Has Less Risk Than a Shut Down of Crude Index-Spec: 

1. The TRI-Proposal is reversible.  It has three stages and may be halted at any point.  Stage 
one can be rolled out quickly, Stage-2 can wait until the success of Stage-1 is evaluated. 

2. The TRI-Proposal seeks to resolve the issues of Index-Spec without forcing capital 
committed to crude speculation to be redeployed. 

 
Trade & Reserve Indexing Proposal - Objectives: 

• Contain and control crude Index-Spec 
• Provide no economic incentive for hoarding crude 
• Accommodate the investment demand for crude 
• Manage short term crude supply & demand imbalances 
• Remove/reduce “supply shock” speculative buying incentives 

 
 

The Trade & Reserve Indexing Proposal 
 
Stage One – Legislate the Commodity Reserve Fund 
 

1. Define an investment class (similar to a mutual fund, commodity pool, etc.) called 
herein a Commodity Reserve Fund (“CRF”) that captures all entities and investment 
vehicles that employ a passive commodity buy hold strategy.   

 
2. CRFs, that exceed a specified speculative position limit, are required to hold a Reserve 

Requirement of their long position in crude (as defined). The initial Reserve 
Requirement (“ResReq”) might be 20% to 30% with a future target of perhaps 50%.  

 
3. To meet the ResReq initially, and immediately, without driving crude prices higher, the 

CRFs will be required to lease crude from the SPR (“Stage-1 Lease”). Much the same 
way Central Banks today lease their gold reserves. 

a. To be clear, The SPR will assume no risk or loss of use of the SPR reserves with  
Stage-1 Lease agreements3: 

i. No restrictions whatsoever on SPR usage. 
ii. SPR assumes no price or no credit risk. 

iii. No delivery of SPR crude is needed. 

                                                 
3The CRF will have a claim on the US Gov’t equal to the lease payment it pays to the DOE. This claim is secured by 
the SPR.  Should there be a national emergency that draws down the SPR below the amount of crude leased, the 
CRF will agree to accept the credit risk of the US Gov’t, and continue leasing from the SPR on “good faith.”  
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b. A guesstimate of the size of a 20% ResReq levied on current crude Index-Specs, 
is 350 million barrels, about half the SPR will be leased. 

c. The American public will realize a significant benefit: 
i. To lease the SPR crude, the CRFs pay the Department of Energy (“DOE”) 

the full market value of the amount leased marked-to-market daily. 
ii. It is estimated the CRF Stage-1 Lease payment might be $50 billion. 

iii. During Stage-2, as the CRFs purchase physical crude to meet their 
ResReq, the DOE returns the lease payments.  

iv. Since the lease is a substitute to the physical crude the CRFs would 
otherwise hold in storage, the Stage-1 Lease payments are interest free4.  

v. The CRFs are essentially financing the SPR to the benefit of the nation 
since the DOE will earn interest on the Stage-1 Lease payments. 

 
Comment:  (worth reading) The Reserve Requirement is an expense to Index-Spec investors 
that is justified when one considers the risk Index-Specs bring to the stability of the futures 
exchanges, and the price dislocations their one-sided demand causes.  Despite this expense, there 
still remains an economic incentive for investors to stay with the CRF verse storing physical 
crude5.  This is important because it means Index-Spec investors that liquidate because of the 
ResReq expense, have no incentive to search for a physical crude storage alternative. 
 
The TRI-Proposal could stop here. Indeed, it would be appropriate to pause before Stage-2 to 
evaluate how effective the Reserve Requirement is in controlling the level of Index-Spec.  If a 
20% ResReq results in a minimal amount of Index-Spec liquidation, it should be raised and it’s 
effectiveness as a tool to control Index-Spec tested.   
 
If the ResReq proves to be effective, implementing Stage 2 and 3 of the TRI-Proposal will be of 
significant benefit to the nation and the start of a national strategic energy policy.  This is 
because; as outlined below, the TRI–Proposal calls for the creation of second strategic reserve of 
crude.  Using the capital committed to Index-Spec, this reserve will be a privately owned but 
economic incentives will cause this reserve of crude to flow on demand to stabilize prices and 
minimize supply shocks.   
 
 

Stage 2 - Building the Physical Reserve Requirement 
 

4. CRFs will meet their ResReq needs at a pace coordinated with the SPR.  The following 
illustrates how the ResReq is met:  (assume Spot crude price = $130/bbl) 

a. CRF has been maintaining a Stage-1 lease for 100,000/bbls.  Since it is marked-
to-market daily, the CRF has on deposit with the DOE a $13mln lease payment.  

b. CRF is authorized to buy physical crude for it’s reserve. 
c. CRF buys 100,000 barrels of crude at market for $130/bbl ($130mln)  
d. CRF terminates it’s Stage-1 lease of 100,000/bbls and receives back the $130mln 

lease payment, this cash is used to purchase the crude. 
e. CRF liquidates it’s long derivatives position on 100,000/bbls that had been 

maintained in lieu of owning physical.  

                                                 
4 Similar to the reserve requirements banks must maintain that earn no interest.  
5 The economic incentive is based on historic experience, not theoretically possible futures pricing extremes.  

 12



 
5. Eligible crude reserves are defined as follows: 

a. Crude held in US storage containers, pipelines and/or tankers destined to the US. 
b. “Depository Receipts” issued by an approved storage facility. 
c. Leases from other CRFs with excess Reserves.  
d. SPR Leases.   

 
6. Storage capacity rules will be enacted such that net new growth in CRFs will require US 

storage capacity expansion. 
 
 

Stage 3 - Reserve Management & Crude Price Stabilization 
 
7. When the CRF ResReq is met, the privately owned reserves will be managed to 

maximize the return to investors.  However, similar to how the Fed implements 
monetary policy to control the cost and creation of money, so too will a regulatory body 
conduct “crude policy” that strategically regulates the flow of crude in and out of these 
private reserves by providing economic incentives and penalties. 

 
8. A regulatory body, referred to as the “Commodity Reserve Authority” (“CRAuth”), will 

command various “tools” to institute crude policy. For instance, the CRF will adjusted 
the ResReq up or down for strategic, economic, or market related reasons. For example: 

a. The ResReq could be lowered during times of an oil shortage to lower and 
stabilize prices. Lower prices will be achieved in this instance, because CRFs will 
immediate sell their excess reserves at the “over priced” Spot price and buy back 
an equal amount of crude futures to lock in a profit6.  

b. The ResReq could be raised if Spec buying on a futures exchange is deemed 
excessive. To meet the new ResReq and to maintain a proper amount of market 
exposure, CRFs could either borrow reserves, which would be expensive, or buy 
physical and offset an equal amount of long futures positions. 

 
9. Other tools the CRAuth will have to stabilize crude prices might include: 

a. Allowing the ResReq to be met with Reverse Cash & Carry7  positions. To bring 
down Spot prices relative to forward prices. 

b. “Discount Window” SPR Leases would be available for CRFs much the same 
way banks can borrow reserves through the Fed’s discount window. 

c. Other tools regulate the amount CRFs may sell into or buy from the Spot market. 
 
10.  National emergency use of these private reserves is available if the SPR is 

insufficient.  The Government could literally borrow the physical crude, give the CRF 
an “IOU crude,” and return the crude when it becomes available.  In this instance, the 
Government would assume the same price risk as it does when SPR crude is used and 

                                                 
6 A profit is achieved because Spot prices exceed futures prices during a supply shortage with few exceptions.   
7 A “Reverse Cash and Carry” trade is the simultaneous selling of physical crude and repurchasing it back in the 
Futures or Forward market.       
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replaced.  Borrowing crude in this way will not require the CRFs to replicate the 
borrowed crude in the derivatives market. 

Commodity Reserve Funds – Structure, Trading & Control 
 

11. Banks/Brokerage firms will be able to create “Master CRF Trusts.” These Trusts will 
meet all the reserve and storage conditions as regulated by the CRAuth.  It is anticipated 
that these Trusts will in turn sell forms of ownership, for “re-packaging” into different 
types of public investment product.  

 
12. Essential to this TRI-Proposal: opened ended investment structures, such as Exchange 

Traded Funds, will be required to amend their investor agreements to give the CRAuth 
the power to halt net new buying during times of an emergency.  This control is 
necessary to prevent panic buying that could cause the open ended fund to fail meeting 
it’s ResReq.8   

 
13. The CRAuth will have various oversight, compliance and emergency authorities such as 

the ability to mandate a CRF liquidation only rule. This may be appropriate during 
Stage-2 as the physical reserves are being built. 

 
 

                                                 
8 A creative workout will be required for this amendment. If a net new Halt is declared, it could last for an extended 
period during a national emergency.  The workout might best be accomplished by the fund instantly becoming a 
temporary closed end fund.  That will mean buyer beware, if purchases are made above NAV, once the Halt is 
canceled, NAV pricing returns.    
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Summary of TRI-Proposal Benefits & Risks 
 
 
The TRI-Proposal is Reversible and Flexible: 

1. Quick rollout of Stage-1 is possible; there is no immediate need for Stage-2 preparation. 
2. The amount of Index-Spec liquidations can be evaluated before committing to any other 

course of action. 
 
Crude Price Stability Benefits: 
(“Reserve” refers to the physical crude held to meet the Reserve Requirement)   

1. Immediate expense imposed reducing Index-Spec investment incentive (Stage-1 Leases).  
2. Reduction of Index-Spec long derivative positions.  

a. Immediate reduction anticipated in reaction to the added expenses. 
b. Liquidation only moratorium might be imposed during Stage-1 and Stage-2.    
c. 50% or more reduction when ResReq is met.   

3. Reserve reduces the “supply shock” risk premium built into the crude price. 
4. Reduction of Spot crude price spikes relative to the forward price. 
5. Security of Reserve and price stability reduces speculation. 
6. Regulatory Agency controls speculation and is vested with emergency authorities.  
7. Investment demand for crude is accommodated, avoids unintended consequences. 
8. There will be a disincentive to hoard. 

 
National Strategic and Financial Benefits: (all figures are guesstimates) 

1. SPR is privately financed (at will) with no risk and with no withdrawal restrictions. 
2. Cost of admin & regulation is self funded with interest earned on lease payments. 
3. DOE earns interest on lease payments (e.g. interest on $50bln Stage-1 Lease payment)  
4. The nation will have two strategic crude reserves 

a. SPR for emergencies. 
b. CRF Reserves for daily crude price stabilization and emergencies. 

5. Crude price stability provides an economic benefit. 
6. A financial crisis manifested by a crude short squeeze will become unlikely.   

 
Risks: 

1. The risk of higher crude prices exists with all proposals. 
a. Crude price stability is not a leveling of prices, it is removing short term price 

volatility common to commodities with lean supplies.  
b. When building the Reserve begins, the impact on crude prices will be similar to 

filling the SPR. 
c. Once the CRF ResReq is met, there will be ongoing price stability benefits. 

2. Building of the physical CRF ResReq may take years.  
3. Remaining Passive long derivatives positions may continue to be price supportive. 
4. Storage capacity.  
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Conclusion: 
 
The investment demand for crude will not disappear.  Crude Index-Spec has become the 
investment method of choice.  If taken away, a modest correction in the price of crude is likely, 
until a guesstimated $200 billion in cash released from energy Index-Spec finds another 
investment that tracks the cost of energy.   
 
The potential consequences of shutting down crude Index-Spec could be severe and irreversible.  
Such action is not warranted until other options, that will not cause irreversible damage, have 
been tested.  Stage one of the TRI-proposal is one of those options. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The Trade & Reserve Indexing Proposal was conceived by Thomas W. Rooke, the author of this report.  It was 
prepared by him for the public good without financial gain.  All appellations and anagrams were also conceived by 
him extemporaneously and if such are owned or used by others, their use herein is merely coincidental. 
 
 
 
 
 


