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The second volume of this Special Issue on Commodities Financial Management of the
International Journal of Financial Engineering and Risk Management (IJFERM), as with
the first volume, is also an eclectic collection of papers focusing on a number of different
areas of commodities markets.

In their paper, Panela, D’Ecclesia, Stack and Barcellona build a predictive model
based on neural networks (NN) for each of the two most globally active crude oil futures
markets, Brent and WTI, using ‘next nearby’ or M1 daily closes on ICE and NYMEX,
respectively. The authors find that their modelling approach with NN successfully
produces accurate predictions for crude oil prices, over a one year horizon, proven to be
extremely useful in a highly volatile and rapidly changing market with ‘major booms and
busts’ — up-moves and down-moves.

Next, Abouarghoub, Mariscal and Howells provide with their study a distinctive
empirical insight into the dynamics of tanker freight rates, by proposing a two-state
Markov-switching distinctive conditional variance model that matches the two-state
conditional freight variance to the most suitable GARCH specification. To this end, the
authors investigate the hypothesis of the second moment of freight return (conditional
variance) being regime state dependence and then they examine the suitability of
different conditional variance models to better capture freight dynamics within these
distinct regimes. Their modelling approach is applied on the Baltic Dirty Tanker Index
(BDTI), a time series that represents freight rate positions for a fleet of tankers. Findings
support the hypothesis that tanker freight dynamics are state dependence and are better
captured by distinctive conditional volatility models, which subsequently provide better
risk measures.

In their paper, Samis and Davis use Monte Carlo simulation with both Discounted
Cash Flow (DCF) and Real Options risk pricing techniques to analyse an actual project
financing proposal for a small gold mine. Monte Carlo simulation combined with real
options analysis proves to be a powerful tool for understanding how financing distributes
value and risk among project stakeholders. Creditors’ concerns about default and equity
holders’ concerns about protective loan covenants can be compared with the proposed
modelling approach that helps interested parties, including government, to balance their
competing interests.

Finally, Barone-Adesi, Geman and Theal study in their paper the effects of the gold
lease rate, speculative and pricing pressure in the gold market. To understand how
speculative agents can affect the gold futures market, the authors examine the open
interest data from the Commodity Futures Trading Commission (CFTC) Commitment of
Traders (CoT) report. The data consists of weekly open interest values for commercial,
non-commercial and small trader positions collected from the CFTC reports spanning the
period from January 1996 until October 2009. The authors argue that the derived lease
rate can serve as an observable form of the convenience yield of gold, and in such a
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framework exhibit a strong impact of short-term lease rates (1-month duration) on the
level of discretionary market inventory. Finally, it is shown that increased speculative
activity in gold futures contracts is associated with higher futures returns.

As with the first, the second volume of this special issue offers a wide range of papers
with an insight into the multi-faceted research currently carried out on commodities,
specifically on issues around commodity pricing and modelling.



