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Global Closure, Crises and Financial
Markets: A Commentary

W. Travis Selmier Il and Chang Hoon Oh

Introduction

In the paper titled “Speculation in international crises: report from the
Gulf”, Weiner (2005) analyzes oil futures trading on the New York
Mercantile Exchange [NYMEX] during the Gulf Crisis (1990-1991) to
address several issues critical to financial trading, national security policy,
and the impacts of crises. Splitting price movements of futures contracts
into Day (trading occurring when NYMEX is open) and Night (contract
price changes which occur between market close and the following day’s
opening price), the author searches to identify the causes of market vola-
tility rather than merely symptoms of volatility. The paper essentially
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questions whether trading and speculation cause greater market volatility.
He argues that politics and market fundamentals are more impactful pro-
genitors of market volatility rather than speculation per se. Herein, we
argue that changes in technologies and markets since the [first] Gulf
Crisis have perhaps strengthened his conclusion, but with an important
twist. While there are deeper institutional frameworks, more access to
markets, and stronger corporate risk management, speculative behavior
and variety of risks have also increased in financial trading and interna-
tional business.

Weiner (2005, 577) notes four reasons why “[tJhe Gulf Crisis is a nat-
ural experiment for scrutinizing trading and volatility”, namely (1) there
is a clear link between political conflict and international markets; (2) the
global impact on the oil market wherein defined, direct results are evi-
dent; (3) the Crisis’ beginning and end are clearly defined temporally;
and (4) both the Crisis and the futures market [NYMEX] are geographi-
cally distinct. We concur with these ideas, but we also feel Weiner under-
sells his “natural experiment.” Some market participants were familiar — in
some cases extremely adept — at dealing with crises and understood how
those crises affected oil markets at that time. Given a long history of wars
and conflict (in the Middle East and elsewhere), some oil MNEs were
already quite experienced in risk management, in some cases even profit-
ing from crises. Their strong institutional memories had already been
established with a product that has always been political. Hence, a fifth
reason why the Gulf Crisis may be a useful natural experiment to scruti-
nize market volatility is that the oil MNEs — which were active traders of
both physical (oil and its downstream products) and futures — could
count among their numbers true exemplars of what has become known
as “non-market strategy” in the decades following the Gulf Crisis. Oil
MNE:s were early employers of technology and non-market strategies to
manage political and business risk.’

"Yergin (1992: 129-133) provides a fascinating vignette into how oil MNEs weighed market and
non-market strategies in the aftermath of the revolutionary Baku oil riots in 1905. Yergin argues
this was “the first time... a violent upheaval had interrupted the flow of oil, threatening to make a
vast investment worthless.” Paris-based Rothschilds decided to lower their Russia-concentrated oil
interests; whereas Royal Dutch/Shell, seeking to diversify supplies, paid in stock for the Baku assets.
The Rothschilds became the largest shareholders of both Shell and Royal Dutch stock, considerably
diversifying away from Russian oil assets into a global oil company, while Royal Dutch/Shell diver-
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In another paper published during the Gulf Crisis, Weiner (1991)
made a fascinating, controversial claim that the “world oil market is by no
means unified. Almost half of the region-pairs (11 out of 23) are in dif-
ferent geographic markets more than half the time” ([based on price fluc-
tuation analytics) (1991: 105). As strong proponents of regionalization
we recognize this, but add an important caveat, which constitutes a sixth
reason underpinning his “natural experiment”: The oil market may not
be (or have been then) “one great pool”, but oil MNEs arbitraged around
these region-pairs. Oil MNEs recognized the idea of “global closure” (a
term coined in 1904 by British Member of Parliament and geographer
Halford Mackinder, often called the “Father of Geopolitics”); i.e. the idea
was that world transport routes were being knitted together by the com-
ing of the railroad era which were then linking markets, people and
armies globally.

The Interaction Between Technology, Traders
and International Business

We take Weiner’s “natural experiment”, using three quotes from his 2005
paper, to point out that technology, traders and international business
dynamically interact in sometimes cooperative, sometimes conflictual,
ways. First, Weiner notes (2005: 578): “The question of the role of the
trading process in market stability is an old one.” Yes indeed, this ques-
tion literally goes back millennia: Cicero complained that “the credit of
the Roman money market is intimately bound up with the prosperity of
Asia; a disaster cannot occur there without shaking our credit to its foun-
dations” (Frank, 1992, quoting from Teggart, 1939: 74, fn. 40). Traders
conveyed the effects of Asian booms and busts to the Roman money
market, causing political leaders like Cicero to express concern and occa-
sional hostility. Osaka rice merchants in Edogawa Japan developed bonds,
then a form of futures contracts in rice during the seventeenth century

sified their oil assets by adding Baku to their portfolio. Both sides weighed the political risks of the
developing Russia revolutionary movements against their respective needs for oil assets, coming to
this agreement in 1912.
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CE, but were constantly criticized for weakening market stability; “futures
trading, the market in ‘book transactions ... was said to be nothing but
gambling’ by the government” (Schaede, 1989: 494). The latter nine-
teenth century introduction of intercontinental telegraph networks
resulted in share-pricing differentials between London and New York
Stock Exchanges shrinking from ten days before the Atlantic Cable was
installed in 1867 to “zero days” (Hoag, 2006). To take advantage of this
emergent technology, British merchant bank Samuel Montagu & Co.
began siting their offices next to telegraph facilities in the 1870s
(Chapman, 1984: 47). Later that decade, Chicago-traded commodity
prices reacted to Indian climate disasters within hours through the trans-
mission of the news via several intercontinental cables (Odlyzko, 2000:
96-97), leading to considerable outcry against traders from farmers and
from the US government. These three examples illustrate not only the
political pressures on trading mechanisms, but also that, while develop-
ments in techniques and technology — expansion of long-distance trad-
ing, financial contract sophistication, and telecommunications
advances — created pressures on existing markets, the abovementioned
market developments were primarily responses to demand for goods over
geographic space and time.

Second, as Weiner states (2005: 577), “Speculators, particularly hedge
funds, have been blamed in several crises, including the worldwide stock
market crash of October 1987, the Gulf Crisis of 1990-1991, the break-
down of the European Exchange Rate Mechanism (ERM) in 1992-1993,
the Tequila crisis and the Asian financial crisis of the 1990s, and the
Russian crisis and collapse of LTCM of 1998.” And these were only the
crises occurring just before and after the Gulf Crisis of 1990-1991. We
can look back just a decade before to find a powerful source of this blame
which influenced policymakers during the Gulf Crisis: the infamous
Hunt Brothers™ attempt to corner the silver market in the late 1970s.
Initially buying physical silver, the Brothers™ shifted to futures markets
and borrowed heavily, even arranging warechouse space so that when their
futures contracts expired, they could demand physical silver in payment
rather than simply settle their futures contracts at expiry for the profits
(Abolafia & Kilduff, 1988). Silver prices shot up in the resulting “squeeze”,
affecting film producers and other MNEs dependent on silver, as well as
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other commodities such as gold and platinum (Selmier, 2017: 229-231).
This memory was very fresh on the minds of regulators and non-financial
MNE managers during the Gulf Crisis as the Hunt Brothers were finally
fined and banned from trading just at the end of 1989 (Eichenwald,
1989). In effect, the Brothers’ example proved that old adage stating that
one scandal cancels out a thousand good deeds, and their attempts con-
siderably damaged speculators’ reputations and set the stage for policy-
makers’ overreactions during the Gulf Crisis, overreactions which Weiner
deflates (2005: 582-583). But over the last century of financial markets,
the Brothers’ perfidy was a rarer occurrence. As Weiner points out, clos-
ing or severely restricting markets does not end speculation except in
criminal cases such as the one illustrated by the Hunt Brothers.

Third, Weiner correctly argues that “[tJoo often, strong claims and
policy proposals are made without supporting analysis”; in this case of the
Gulf Crisis, governments may “influenc[e] market fundamentals, and
expectations ... [through] an announcement of forthcoming strategic-
reserve releases” (2005: 583). Unfortunately, policymakers sometimes
panic (Weiner notes some government-tied reserves were purposefully
not released, causing further panic). In 2009, economist and former
Bundesbank Director Beatrice Weder di Mauro (2009) pointed out
another relevant policy-linked problem when she summed up post-
Global Financial Crises challenges facing policymakers: “As soon as crisis
strikes, the optimal choice for policymakers differs from the pre-
announced policy, the authorities will usually offer support. The banks
anticipate this behaviour and run even more risks as a result.” Either clos-
ing down the market, or offering too much unquestioned support, sig-
nals a lack of balance. Weiner (2005) and Weder di Mauro (2009)
acknowledge additional problems without explicitly stating them. One is
that policymaking almost never exists in a tabula rasa form; already codi-
fied, policy changes must often be made rather than policy newly written.
Another problem is that a complex pastiche of policymakers interacts
with policymaking, which clutters, complicates, and even confuses
responses. In contrast, the corporate form was created, in part, to form a
more hierarchical, in many cases, command economy nature with defined
boundaries. A third problem is that technology may move faster within
markets rather than within governments. This is particularly so with
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financial markets. In 2009, technology consultancy Gartner Group
pointed out that financial firms spend more globally on technology that
any other institutional grouping — 20% more than industrial firms, and
60% more than all governments at that time (Economist, 2009). This
leads to considerable information asymmetry across and even within
industries.

Oil MNEs - The Winners of the Gulf Crisis?

When engaging in policy analyses, analytics must include estimations of
who benefits and who is harmed cezeris paribus. Analytics requires infor-
mation, but information is only one necessary condition. In Weiner’s
problematique, oil MNEs were among the biggest winners of this Gulf
Crisis. Adrian Throop of the Federal Reserve Bank of San Francisco
(1991) estimated that American oil companies garnered additional over-
seas profits of $8 and $9 billion in the 4th quarter of 1990 and 1st quar-
ter of 1991 respectively, which he attributes to the oil price increase
caused by the Gulf Crisis. Since the Gulf Cirisis, the boundaries between
non-financial MNEs with oil operations and financial firms have become
blurred. Hache and Lantz (2013), Zhang (2012) and others point out the
increase in non-commercial trading volume in the “noughties” from per-
haps 20% of trading volume to more than 60%. Goldman Sachs, for
instance, now trades in both physical and futures, having arranged con-
siderable storage facilities. Natural resource MNEs such as Glencore and
Trafigura engage in so much financial trading that they have been com-
pared to large financial firms through engendering systemic risk. Trafigura
commissioned Craig Pirrong (2015), a prominent natural resources
economist specializing in hedging strategies, to argue they were not “too
big to fail.”

We differ in part with Weiner’s assertion “Daytime (i.e., when the
exchange is open) price fluctuations during the Gulf Crisis can be associ-
ated primarily with the trading process, and overnight fluctuations with
news” (580). The operative word is “primarily”. No doubt if a reaction to
the Crisis were forthcoming, it would have been led by the US, so news
was also created during the trading day. Attributing the “gapping” that
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occurred — where future contract trading begins with a gap between
opening and previous day’s close —to “news” is not inaccurate, though.
Oil companies could and did trade both physical and derivatives, as they
had done for decades; physical traded 24/7 during the Crisis. But
NYMEX was the only game in town for those who could not trade physi-
cal. SIMEX (Singapore International Monetary Exchange) began trading
oil futures during October 1989, while TOCOM (Tokyo Commodity
Exchange) did not begin trading similar contracts until September 10,
2001. To critics who might argue that Weiner (2005) ignored SIMEX,
volumes were so low that Victor Yu, in the energy group of Refco (then
perhaps the world’s largest risk management consultancy), said during
the Crisis that "SIMEX is kind of a joke, the IPE [SIMEX oil futures] just
doesn’t have the liquidity that you really need” (see Beveridge, 1991).

Is Weiner’s 2005 Paper Dated?

We, with an obvious bent toward economic history, are not unbiased
judges. The readers will have to decide, and they will need to consider
how technology developments in international business, trading and risk
management dynamically change over time. America’s Strategic Petroleum
Reserve was established after the oil crises in 1973-1974. NYMEX’ deci-
sion to extend oil futures’ trading hours began during the Crisis. Glance
back up at the times when SIMEX and TOCOM introduced oil futures —
a few months before the Gulf Cirisis, and the day before 9/11, respec-
tively. Global closure, we argue, is an ongoing, dynamic process, but it is
processed in fits and starts. International strategic management inher-
ently accepts this; notably, Oh and Oetzel pointed out (2017) that MNEs
develop institutional memories through experiential learning to manage
risk but much of that learning results from experiencing, and overcom-
ing, events such as crises, conflicts and disasters. Passing through trying
periods catalyzes institutional changes, and the above-mentioned blur-
ring of lines between financial and non-financial firms in resource mar-
kets underscore this.

In conclusion, we note that Weiner’s (2005) analytics show us four
important, and timeless lessons: (1) crises, which are inevitable and
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repetitive, may occur without adequate risk-management tools; (2) blame
may be apportioned without fundamental analysis, which likely leads to
(3) incomplete, inadequate and often off-target policy responses, all of
which implicitly require (4) well-structured non-market strategies which
consider both potential crises and inherent asymmetric information sets.
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