Module I 

INTRODUCTION TO COMMODITY MARKET

Introduction

A commodity market is a place where goods are bought and sold. Commodities are goods that can be exchanged on any market around the globe. Wheat, steel, oil, coffee, and other raw resources, including gold, diamonds, other precious metals, silver, platinum, and other minerals, are all traded on commodity markets.
The commodity markets often fall into two categories:
Agricultural products and raw materials are traded on physical commodities markets. Contracts to deliver the underlying commodities at a specific price on a specific date in the future are traded on futures markets.
Merchandise that can be purchased and sold can be found in a commodity market. These products are raw ingredients or core agricultural products. Commodities are not the same as goods produced in factories using manufacturing processes or by service industries.
Emergence of Commodity market
The roots of commodity trading can be traced back as early as between 4500 BC and 4000 BC in Sumer (modern-day Iraq). The Sumerians used clay writing tablets that contained information such as the number of goods to be delivered, date of delivery, etc. Such a contract has a resemblance to the futures derivatives contract used today. In the early days, civilizations were involved in the trading of goods such as cattle, gold, silver, grains, etc.
Commodities brought from distant places were exchanged for gold and silver. With the introduction of Money as a medium of exchange, there was a paradigm shift in commodity trading with the value of commodity being expressed in monetary terms and trading in commodities was conducted mainly through the medium of currency. 
At some stage, counterparties started entering into agreements to deliver commodities (e.g.: wheat) at a specified time in future at a price agreed today. These agreements came to be known as forward contracts. 
Commodity futures trading first started in Japan and the first known organized futures market was the Osaka Rice Exchange set up in 1730. In the 17th century, Osaka emerged as the major trading centre for rice in Japan. At that time, rice played an important role in the economy as rice was the main agricultural commodity. 
The Chicago Board of Trade (CBOT) in USA and the London Metal Exchange (LME) in UK successfully launched their operations in 1848 and 1877, respectively. 
The establishment of the Chicago Board of Trade (CBOT) was an important milestone in the history of commodity trading. CBOT initially offered commodity trading for corn and wheat with further expansion to plywood and silver in 1969. The volumes in commodity markets have grown at an exponential rate with further potential to rise with the advent of modern technology and online trading. Some of the biggest commodity exchange markets in the world are the Chicago Board of Trade (CBOT), London Metals Exchange (LME), New York Mercantile Exchange (NYMEX), Shanghai Futures Exchange (SHFE), and European Energy Exchange (EEE).
In the 1900s, commodity traders were primarily involved in speculative trades and arbitrage opportunities that enabled them to earn good profits. But things have come a long way since then as commodity trading firms are now an integral part of the supply chain. This backward integration in the acquisition of physical assets combined with their trading knowledge gives a huge advantage to commodity trading firms. Owning the supply of a commodity allows the commodity houses to dictate the prices and then take positions in trade markets allowing them to make huge profits.
According to a 2019 report by UNCTAD, more than half of the world’s countries (102 out of 189) and two-thirds of developing countries are dependent on commodities.
Evolution of Indian Commodity markets
Forward trading in animal, agricultural produce and metals are believed to have existed in ancient India and references to such markets appear in Kautilya’s ‘Arthasastra’.
A few years later, Guajrati Vyapari Mandali was set up, which started trading in castor seed, groundnuts and cotton. In the year 1919, the Calcutta Hessian Exchange was setup which started trading in raw jute and jute goods. Subsequently, many other commodity derivatives trading centers emerged across the country in places such as Hapur, Amritsar, Bhatinda, Rajkot, Jaipur, Delhi, etc.
The roots of the commodity market in India can be traced back to the 19th century when Bombay Cotton Trade Association was established in 1875, marking the inception of organized commodity trading. The famous New York Cotton Vayda, introduced in the 1920s, played a crucial role in establishing standardized grades for cotton trading. This initiative not only streamlined cotton trading practices but also laid the foundation for organized first commodity exchange in India ‘Bombay Cotton Trade Association’, established in 1875.
A few years later, Guajrati Vyapari Mandali was set up, which started trading in castor seed, groundnuts and cotton. In the year 1919, the Calcutta Hessian Exchange was setup which started trading in raw jute and jute goods. Subsequently, many other commodity derivatives trading centers emerged across the country in places such as Hapur, Amritsar, Bhatinda, Rajkot, Jaipur, Delhi, etc.
Post-independence, the Indian government recognized the importance of the commodity market for agricultural communities. In 1952, the government established the Forward Markets Commission (FMC) to regulate and promote the commodity market. This marked a significant step towards ensuring fair practices and protecting the interests of market participants.
The 21st century witnessed a transformative phase in commodity market history in India with the emergence of multi-commodity exchanges. The establishment of the National Commodity and Derivatives Exchange (NCDEX) in 2003 and the Multi Commodity Exchange of India (MCX) in 2003 marked a new era.
Commodity trading in Indian exchanges has reached a sophisticated level. The exchanges offer electronic trading platforms for buyers and sellers to manage their price risks better and to improve the marketing of their physical products. This has made the commodity sector more efficient and competitive. Globally, exchange- traded commodity derivatives have emerged as an investment product often used by institutional investors, hedge funds, sovereign wealth funds besides retail investors. There has been a growing sophistication of commodities investments with the introduction of exotic products such as weather derivatives, power derivatives and environmental emissions trading (carbon credits trading).
Dynamics of global commodity markets
Commodity markets are integral to the global economy. Understanding what drives developments of these markets is critical to the design of policy frameworks that facilitate the economic objectives of sustainable growth, inflation stability, poverty reduction, food security, and the mitigation of climate change.
While the quantity of commodities consumed has risen enormously, driven by population and income growth, the relative importance of commodities has shifted over time, as technological innovation created new uses for some materials and facilitated substitution among commodities.
Commodity markets are heterogeneous in terms of their drivers, price behavior, and macroeconomic impact on emerging markets and developing economies, and that the relationship between economic growth and commodity demand varies widely across countries, depending on their stage of economic development. 
Commodity markets are integral to the global economy. Developments in these markets have major effects on the global economy. In turn, changes in the global economy materially affect commodity markets. Understanding those determinants would also help assess how commodity market developments, such as oil price shocks, affect commodity exporting and commodity-importing countries. Such analysis is critical to the design of policy frameworks that facilitate the economic objectives of sustainable growth, inflation stability, poverty reduction, food security, and the mitigation of climate change.
Effect of COVID 19 pandemic
Several major events since the beginning of the current decade highlight the complex and volatile relationship between commodity markets and economic activity. In 2020, the COVID-19 pandemic triggered a sharp fall in global demand for commodities— especially crude oil, which experienced its sharpest one-month price decline ever in April 2020. Since most of the sectors were not performing petroleum, iron, metals recorded decrease in demand however there was an  increase in demand for plastics and semiconductors because there was noted increase in online activity. Prices subsequently rebounded, however, amid capacity constraints, supply bottlenecks, and a strong economic recovery. Following the COVID-19 pandemic, reduced incomes and lost wages, combined with higher domestic food prices and supply constraints, exacerbated undernourishment. The number of people facing hunger globally increased from 650 million in 2019 to 768 million in 2020, undoing most of the progress achieved over the previous 15 years (FAO 2021).
Effect of Russia Ukraine war
 In 2022, the war in Ukraine led to further disruptions to commodity markets and more costly patterns of trade, with a major diversion of trade in energy as Ukraine could not export grains and some countries banned imports of Russian energy. The disruption also displayed how interrelated commodity markets are—high energy prices pushed up the production costs of other commodities (such as fertilizers), fueling a broad-based increase in commodity prices. The increase in prices had major economic and humanitarian impacts, especially for energy- and food-importing economies. In the longer term, the war may have accelerated the energy transition as countries seek to reduce their reliance on fossil fuels.
Inflation
Commodity price shocks can intensify global inflationary pressures. The oil price shocks of the mid-1970s triggered a global increase in inflation that was brought under control only in the 1980s after central banks imposed steep increases in interest rates.
Gold is supposed to be  an important metal which has used for inflation hedging when countries are fighting inflation we find the traders or the institutional investors turn towards gold by bullion and stock them so that at the time of revival of the economy they will sell gold and come out of the communities. For this reason we found that the prices of gold and increased by a considerable amount  since last few years
EMDEs (Emerging Market and Developing economies)
The macroeconomic performance and progress on poverty reduction in commodity-exporting EMDEs (Emerging Market and Developing economies). Historically has varied in line with commodity price cycles. This is especially so for low-income countries that rely on a narrow set of commodities. Commodity price cycles have often created credit booms and busts in EMDEs, amplifying the macroeconomic effects. These cycles usually involve international capital flows and the supply of domestic credit.
China’s economic growth is projected to slow as its economy shifts from manufacturing and investment to services and domestic consumption. However, China’s experience over the past half century is unlikely to be repeated, unless a group of other EMDEs collectively (or India) replicates China’s growth performance. As some EMDEs mature, broader slowdowns in global economic and population growth will also contribute to slower growth in overall commodity demand. At the same time, as the energy transition gathers speed, fossil fuels will increasingly be replaced by metals, while climate change and changing weather patterns are likely to affect the production of many commodities.
Climate change
Climate change and the transition to more climate-friendly sources of energy add another dimension to the uncertainties that roil commodity markets. Climate change and more frequent extreme weather events are likely to affect the production of all commodities. In what was perhaps a harbinger, in 2021 extreme weather disrupted the production of many commodities: droughts reduced hydroelectric generation in several countries including Brazil, China, and the United States; freezing weather and hurricanes disrupted crude oil and natural gas production in the United States; floods interrupted the production and transport of coal and some metals in Australia; and drought in Brazil reduced its coffee production to historic lows.
Demand for fossil fuels is expected to be flat or to decline over the next 30 years, whereas demand for metals and minerals will be boosted by ramped-up investment in renewable energy infrastructure. The effects on agriculture are less certain and depend on the evolution of demand for biofuels. The energy transition will also have major economic and geopolitical consequences. Fossil fuel exporters may see a decline in export and fiscal revenues, whereas metal exporters could receive windfall revenues. Because metal reserves are much more geographically concentrated than other commodities, the global economy could be more at risk of supply disruptions. The energy transition could also lead to additional energy price volatility in the short run if investment in fossil fuels declines before there is sufficient alternative renewable energy capacity. Technological innovation is likely to generate inherently unpredictable shifts in commodity demand and supply.
The following observations can be made :
1. The quantity of commodities consumed has risen enormously over the past century, driven by population and income growth
2. The relative importance of commodities has shifted over time, as technological innovation created new uses for some materials and facilitated substitution among commodities.
3. Growth in China’s demand for commodities is expected to slow, whereas other fast growing EMDEs are likely to account for an increasing share of commodity demand.
4. Commodity markets are heterogeneous in terms of their drivers, price behavior, and macroeconomic impact on EMDEs
5. Global macroeconomic shocks have been the main source of short-term commodity price volatility over the past 25 years—particularly for metals
6. Among commodity exporters, oil exporters tend to be less diversified than metal and agricultural exporters.
7. Policy frameworks that enable countercyclical macroeconomic responses have become increasingly common—and beneficial.
8. Geo political tensions affect the commodity prices.
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Commodity Specific Issues 

Cropping and Growth patterns

A cropping pattern is an effort to plant things on a plot of land by arranging the layout and order of plants for a certain period of time. Cropping patterns and or intercropping can be done with the aim of utilizing resources optimally and to avoid the risk of crop failure and market risk. 

Diversified cropping patterns are farming diversification with the aim of increasing agricultural yields so that income is maintained. Farming patterns have a significant impact on business objectives such as income, agricultural waste utilization for animal feed, and agricultural land utilization

Intercropping can be done with the aim of utilizing resources optimally and to avoid the risk of crop failure and market risk. Diversified cropping patterns are farming diversification with the aim of increasing agricultural yields so that income is maintained. Business diversification offers the perpetrators a number of benefits, including reducing the chance of crop failure, gaining new sources of revenue, absorbing labor, and enhancing or conserving the environment. 

Farmers that perform food crop farming, particularly rice farming, must combine their activities with other commodities since food crop cultivation, particularly rice farming, has a lower level of economic feasibility than plantation farming.

Farming, has a lower level of economic feasibility than plantation farming. The scarcity of productive land, which is shrinking due to population growth and land conversion, has shifted the focus to developing agriculture on dry land, which has a large potential in terms of total area . However, the use of dry land as agricultural land faces technical, cultural, social, and economic problems. Profitable farming patterns can be a solution to sustainable farming on dry land. Several studies have stated that the selected farming pattern must be based on the usual farming pattern carried out by farmers and be socially, economically, culturally and environmentally acceptable.

Farmers carry many commodities in their business to maximize income, because there are several dangers they encounter, including pests and diseases, as well as price swings. Furthermore, farmers have developed habits like cultivating rice and raising cattle, with rice being used primarily for home food and cattle being utilized for family savings.

Rubber plantations are another commodity that has been grown for a long time, while other commodities such as soybeans, peanuts, and sweet corn experience ups and downs based on demand and prices. Observations of farming patterns reveal that there is commodity diversification and integration, particularly with cattle.

 Agricultural waste is utilized as feed for crops, and livestock excrement is used as organic fertilizer. Crop and livestock integration has a mutually beneficial connection and can boost food security. Farmers who diversify their crops get various benefits, including increased efficiency and suitability for places with limited land.

Research findings reveal that diverse farming practices have a considerable impact on revenue, agricultural waste utilization for animal feed, and agricultural land utilization. Differences in farming methods have little effect on the purpose of using animal waste, pasture land acreage, or livestock productivity.

Global Domestic Demand Supply Dynamics

Commodity prices are a crucial indicator of economic health, providing a glimpse into the intricate interplay between supply and demand forces in the global market. The dynamics of supply and demand are fundamental to understanding how commodity prices react and adapt to various economic stimuli. With commodities playing an integral role in everyday life – from fuel to food – their price fluctuations can have far-reaching implications for both producers and consumers worldwide.
At the heart of these fluctuations is the simple economic principle that a rise in demand against a limited supply will typically lead to higher prices, while an increase in supply, if not matched by demand, can cause prices to fall. These shifts can be influenced by a multitude of factors, including geopolitical events, environmental conditions, and technological advancements. The strategic nature of certain commodities, such as oil and rare-earth metals, further underscores their importance, as their pricing can have significant geopolitical consequences.
· Commodity prices fluctuate due to the balance between supply and demand in the global economy.
· Economic, environmental, and geopolitical factors can cause significant shifts in commodity supply and demand dynamics.
· Continuous monitoring of the market trends and predictions helps in understanding future commodity price movements.
Role of supply and Demand
The prices of commodities are primarily driven by the forces of supply and demand in the markets. When demand increases or supply diminishes, prices tend to rise. Conversely, if demand falls or supply expands, prices usually decline. For instance, a disruption in oil production can lead to an increase in  crude oil prices, while an oversupply of steel can result in lower prices for metals. Agricultural commodities are heavily dependent on factors such as weather conditions and harvest yields, which can cause significant price volatility.
Economic factors
· Income: Higher disposable income generally boosts commodity demand, pushing up prices.
· Investment: Commodity prices can be affected by both the levels and types of investments. For example, an increase in investments in oil can drive up oil prices.
· Monetary Policy: Central banks influence commodity prices through policy measures that affect inflation and currency valuation.
Supply disruptions 
They significantly affect commodity prices by altering the delicate balance between availability and demand. Specific events like natural disasters and political decisions can create immediate and significant shifts in this balance, leading to price fluctuations. Examples :
· Hurricane Katrina caused a significant decrease in oil production, increasing crude oil prices.
· The 2011 Tohoku earthquake disrupted supply chains, impacting prices and production across various sectors.
· OPEC’s agreement to reduce oil output can cause crude oil prices to increase as supply tightens.
· Sanctions on Russia, one of the world’s largest producers of crude oil and natural gas, often lead to uncertainty and increased prices on the global market due to concerns over supply disruptions.
· Indian govt decision to ban rice and wheat export significantly affected global supplies and resulted in global prices going up.

Demand related factors
Consumer demand for energy undergoes a shift as societies gravitate towards more sustainable lifestyles. With the global energy transition, individual consumption patterns are moving away from fossil fuels to alternative energy sources. This shift alters the demand curve for traditional oil consumption, presenting new challenges and opportunities within energy markets. For instance, policy initiatives aimed at reducing carbon footprints are leading to a gradual decline in oil dependency, even as the overall global energy consumption incrementally rises.
The global demand for oil is slowing down while the demand for metals like Lithium, Sodium is growing up. Also demand for alternative fuel sources eg Green Hydrogen, solar is building up, leading to changes in demand and hence prices. 
BRICS decision to move away from US Dollar has sent central banks buying gold.
As the global  industrial output is growing and countries across the globe are contributing to global GDP, the demand for infrastructure related materials like copper, iron, cement are rising. This is creating an upward pressure on prices.
Strategic commodities
In the realm of global markets, strategic commodities like oil and natural gas, along with various metals and agricultural products, are heavily influenced by geopolitical issues. These commodities are vital for economic stability and growth, and their prices can be significantly impacted by events ranging from international conflict zones to policy decisions made by commodity-exporting countries.
Oil and Gas markets
The oil and gas industry is often at the heart of geopolitical tensions. Price fluctuations can be attributed to a range of factors, including supply disruptions due to political instability or conflict. For instance, oil prices can surge as a result of tensions in oil-rich regions, reflecting concerns over potential supply shortages. An illustrative example is the situation in Ukraine, where conflict has led to heightened uncertainty and volatility in the energy sector.
· Supply Dynamics: Disruptions in countries with considerable oil reserves can lead to immediate shocks to supply, triggering price spikes.
· Demand Considerations: Global demand shifts, as seen during the COVID-19 pandemic, can also precipitate notable changes in oil prices.
Future trends
In considering the future of commodity prices, two critical factors are set to play influential roles: technological advancements and the effects of climate change coupled with environmental policies. Both elements yield substantial implications for speculation and market dynamics.
Climate change undeniably impacts commodities, notably those related to agriculture and energy sectors. Extreme weather events can cause abrupt changes in supply, leading to volatility in food prices. Speculation often increases in the face of such uncertainty, which can exacerbate price swings and complicate market stability.
Environmental policies, aiming to mitigate climate change effects, are expected to increasingly influence energy prices. With a global push towards renewable energy, fossil fuel markets may face a long-term decline, while renewable energy commodities could see heightened demand. Such transitions may spur speculative investment as market participants seek to anticipate and benefit from these policy-driven changes.
                              PRICE TRENDS (Ref World Bank report dated 8th May 2024)
Commodity prices are projected to experience a slight downturn in 2024 and 2025 but are expected to remain above pre-pandemic levels. 
Energy prices are expected to decline by 3 percent in 2024, as notably lower prices of natural gas and coal offset higher oil prices, followed by a further decline of 4 percent in 2025. Agricultural prices are expected to ease as well in this year and next amid improved supply conditions. Metal prices are set to remain steady in 2024, before rising slightly in 2025. Although the price forecasts assume no further conflict escalation, risks remain tilted to the upside, stemming from the possibility of conflict in the Middle East and its consequent impact on energy supplies.
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Commodity prices fell 3 percent in 2024Q1, driven by lower energy prices alongside relatively stable agriculture and metals prices. Energy prices declined 3 percent in 2024Q1(q/q), mostly in response to lower natural gas and coal prices. However, oil prices exhibited significant volatility, responding to escalating tensions in the Middle East and a supply outlook that was tighter than anticipated. Agriculture prices saw minimal change, with decreases in food and fertilizer prices balanced by a surge in beverage prices, attributed to supply shortages induced by adverse weather conditions. Meanwhile, metal prices remained generally unchanged during the quarter, with a decline in iron ore prices offsetting increases in other metal prices.
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Brent crude oil prices surpassed US$91/bbl in early April, driven by escalating geopolitical tensions and further production cuts by OPEC+. Oil prices have experienced considerable volatility amid intensifying concerns about the conflict in the Middle East, tight supply conditions in response to OPEC+ production cuts, and a strengthening of global industrial activity. Recent reductions in U.S. inventories, coupled with revised projections from the International Energy Agency shifting from a predicted surplus to a modest deficit, have further bolstered market confidence. Geopolitical developments in the Middle East and disruptions in Russia’s refinery sector since mid-March have heightened concerns about broadening instability in oil supplies. Oil prices are anticipated to average to US$84/bbl in 2024 (up from US$83/bbl in 2023), before tapering to US$79/bbl in 2025.
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Natural gas prices plummeted in 2024Q1, reaching levels almost 40 percent lower than a year earlier. The European benchmark fell by 35 percent in the first quarter of 2024 (q/q), driven by high inventories, reversing gains seen in the previous quarter. Similarly, the U.S. natural gas price fell by 22 percent in the quarter, reflecting robust domestic production and subdued demand attributable to mild weather conditions. In contrast, Japan's LNG benchmark registered a modest 4 percent increase quarter-on-quarter, driven by heightened demand in the region, particularly from China, which regained its status as the world's largest importer in 2023. Natural gas prices are forecast to remain significantly depressed in 2024 due to ample global storage levels and ongoing adjustments in trade patterns, particularly concerning Russia. However, a reversal is anticipated in 2025, with prices expected to rise as a result of an uptick in the U.S. benchmark, propelled by increased LNG exports facilitated by the commissioning of new terminals.
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Agriculture prices edged up in early April, driven by a surge in cocoa and Robusta coffee prices. Food commodity prices declined by 4 percent in 2024Q1 (q/q), attributable to favorable supply conditions and robust exports from the Black Sea region. In contrast, unfavorable weather conditions, in part due to El Niño, pushed beverage prices—particularly cocoa and Robusta coffee—to record highs by the end of 2024Q1, a trend that continued in April. Food prices are expected to experience a marginal decline in 2024 and 2025, buoyed by favorable supplies and moderating El Niño. In contrast, the beverage price index is anticipated to surge by 22 percent in 2024 before tapering off in 2025 as additional supplies enter the market. 
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Food insecurity remains a pressing issue, particularly in regions affected by conflict. Armed conflicts, economic shocks, and extreme weather events are the principal factors driving food insecurity. The recent escalation of conflict in the Middle East and its ripple effects have intensified food insecurity, especially in conflict-ridden areas. The number of people experiencing acute food insecurity has risen sharply in recent years, to more than 282 million people in 2023 from 100 million in 2018.
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Metal prices remained relatively stable amid ample supply and sluggish demand in major economies. Following a pronounced downturn in 2023 reflecting subdued demand across major economies, metal prices stabilized but experienced a notable upswing in April. Notably, copper prices surged to a two-year high in April amid supply concerns and signs of resilience in global economic activity. The metal price index is expected to remain relatively unchanged in 2024 before rising steadily in 2025, reflecting a pickup in global industrial activity and strong demand driven by growing production of renewable energy technologies.
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Commodity price forecasts are subjected to numerous risks, with the primary concern being the potential for further escalation of conflicts. Heightened geopolitical tensions have already exerted upward pressure on some key commodity prices. Gold prices—a barometer of demand for safe-haven assets—reached new record highs in April. A widening of conflict escalation in the Middle East poses the key upside risks to most commodity prices. Should this conflict escalate further, it could result in disruptions to energy supplies, which are pivotal for the production and transportation of other commodities. Additionally, there are other factors contributing to upside risks, such as diminished U.S. energy supply and disruptions caused by adverse weather and climate conditions, particularly impacting agriculture commodities. Conversely, the main downside risks to the forecast include the potential for increased OPEC+ supply and weaker-than-anticipated global economic growth.
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             FACTORS AFFECTING PRICES OF COMMODITIES
1. Demand
2. Supply
3. Storage 
4. Political events and alliances
5. Technological changes
6. Climate changes and weather patterns
7. Tariffs and trade restrictions
8. Natural catastrophes
9. Inflation
10. Economic development of the country
11. Environmental consciousness
12. Infrastructure development especially in minning and transportation
13. Globalisation
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