
‚At 7:55 a.m., five minutes before the opening bell, An-
thony Compagnino and Michael Ragazzo huddle in their 
office on the New York Board of Trade floor—a booth 
with a dozen telephones and no chairs—to plot their 
next move in the cocoa pit. “I should have picked a less 
stressful job, like bomb defusing,” says Ragazzo, a com-
modities broker at East Coast Options Services. 

After five years, the rally in commodity prices has hit 
a wall. For two days, Ragazzo and Compagnino, his boss, 
have been selling cocoa futures as prices have plummet-
ed 15 percent. Hedge funds that have been riding the 
richest commodities boom in a generation have dumped 
cocoa en masse, upending the market.

Now, on July 19, the guys at East Cost Options agree 
that the worst is over. Compagnino, 46, wearing a blue 
and gold trader’s jacket, hustles to the top rung of the 
cocoa pit, the tiered ring where trading takes place. 
 Ragazzo, 48, in a matching coat, takes up a position 
nearby, a phone to each ear.

The bell sounds—and all hell breaks loose. One floor 
broker barks a bid to buy cocoa for September delivery 
for $1,517 a metric ton. Another hollers an offer to sell at 
$1,507. The traders down in the pit can’t settle on a 
price. Compagnino starts selling.

“Thirty Seps at 18! Thirty Seps at 18!” Compagnino 
thunders, offering to sell 30 September contracts on 
cocoa for $1,518 per ton.

The fate of a single futures contract is just one worry 
for New York Board of Trade brokers and their counter-
parts around the world. The Reuters/Jefferies CRB Price 
Index, which tracks a basket of 19 commodities, sank to 
313.73 on Sept. 11, its lowest level since March 9, 2005. 
Since May, the index had lost almost 12 percent as crude 
oil fell to less than $65 a barrel and gold slid below $600 
an ounce. After doubling to a 24-year high of 19.3 cents 
a pound on Feb. 3, sugar plunged 40 percent.

For traders like Compagnino, that was no small mile-
stone. The decline marks the market’s first reversal since 
2001, when China’s voracious appetite for raw materials 
and trades by the $1.2 trillion hedge fund industry com-
bined to send prices soaring.

The question now is whether the drop is nothing 
more than a hiccup in a bull market that still has years 
to run—or the start of a commodities bust.

After a five-year rally, the 
commodities market has 
turned ugly. As prices tumble 
and hedge fund firms such as 
Amaranth reel, floor traders 
brace for a wild ride.

By Edward Robinson
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Lords of the ring: Nymex local Eric 
Bolling, center, hollers an order amid 
the throng of traders on the floor. Pit
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turned to the futures market to obtain immediate deliveries of 
nickel.

You can see the intensity of demand in the trading ring at 
the LME. The exchange is an oasis of civility compared with 
the raucous shoutfests in the New York pits. Traders face 
each other on a round, red-leather sofa, and must stay seated 
during trading or pay fines. They also must wear jackets and 
neckties and are forbidden from unbuttoning their collars. 
Profanity is frowned upon. Copper, aluminum, lead, zinc 
and nickel are traded in five-minute turns.

In August, when nickel was off the charts, traders polite-
ly bought and sold futures like it was just another day at the 
office. Then, in the final 10 seconds of the session, the ring 
opened to cash bids and offers for immediate delivery. The 
traders erupted, yelling buy orders, gesticulating wildly and 
risking penalties by leaping to their feet.

When demand is low, a commodity’s spot price tends to 
be less than its price for future delivery. Traders call this up-
ward pricing curve “contango.” It reflects the costs of stor-
age and insurance.

When demand is high—as it has been for nickel lately—
then the opposite happens. The spot price exceeds the future 
price, a situation known as “backwardation.” In August, spot 
nickel was trading at a 15 percent premium to the three-
month contract and a 32 percent premium to the 15-month 
contract. “The cash-to-forward price in nickel is just nasty,” 
says Russell Plackett, head of metals trading in the London 
office of Paris-based BNP Paribas SA. In two decades of 
metal trading, Plackett, 38, has rarely seen spreads like those, 
he says.

Traders thrive in volatile markets—provided they bet right. 
Blowups at hedge fund firms such as Amaranth and Mother-
Rock show what can happen when trades go wrong.

“In big moves, there’s always someone who scores huge and 
someone who gets crushed,” 
says Ed Silliere, an indepen-
dent gold trader on the 
Nymex. Now that commod-
ity prices have tottered, pit 
traders can only hope that 
investors who’ve rushed into 
the market won’t trample 
them running for the 
exits.„

EDWARD ROBINSON is a senior 
writer at Bloomberg News in San 
Francisco. 
edrobinson@bloomberg.net
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For the Global Commodity Pr ices & Data funct ion, type GLCO <Go>.
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To display a historical price graph for more than one com-
modity at a time, type G <Go> 1 <Go> to create a new 
graph worksheet. Click on Multiple Security Historical, and 
enter a name for the graph, such as OIL VS. GAS. Press 
<Go>, define the date range and press <Go> again. Click on 
Add a Security. Enter CL1 <Cmdty> for the generic crude oil 
futures price in the SECURITY field, and press <Go>. Type 1 
<Go> to add another security, enter NG1 <Cmdty> for the 
natural gas futures price and press <Go>. Press <Menu> to 
display the graph with prices of both commodities.

To show the change in 
the price of each commodity 
relative to the prices at the 
start of the time period cov-
ered in the graph, click on 
the Edit button, select Nor-
malization and click on Fac-
tor. Keep 100 in the field 
that appears, and press 
<Go>. In the normalized 

chart, both prices start at the level of 100 and move up on 
gains and down on losses.

To track the actual price spread between the prices of the 
two commodity futures contracts, type NG1 <Cmdty> CL1 
<Cmdty> HS <Go>, as shown below. The Historical Spread func-
tion graphs the difference between the prices of the oil and gas 
contracts. Press <Page Fwd> to display graphs of both prices 
and of the spread between them. Press <Page Fwd> again to list 
all of the daily price data for both contracts and the spread.
SHIN PEI
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