Commodity Market
What Is a Commodity Market?
A commodity market is a physical or virtual marketplace for buying, selling, and trading raw or primary products. There are currently about 50 major commodity markets worldwide that facilitate trade in approximately 100 primary commodities.
Commodities are split into two types: hard and soft commodities. Hard commodities are typically natural resources that must be mined or extracted—such as gold, rubber, and oil, whereas soft commodities are agricultural products or livestock—such as corn, wheat, coffee, sugar, soybeans, and pork.
KEY TAKEAWAYS
· A commodity market involves buying, selling, or trading a raw product, such as oil, gold, or coffee.
· There are hard commodities, which are generally natural resources, and soft commodities, which are livestock or agricultural goods. 
· Investors can gain exposure to commodities by investing in companies that have exposure to commodities or investing in commodities directly via futures contracts. 
· The major U.S. commodity exchanges are the Chicago Board of Trade, the Chicago Mercantile Exchange, the New York Board of Trade, and the New York Mercantile Exchange.
Commodity Market
How Commodity Markets Work
Commodities can be invested in numerous ways. An investor can purchase stock in corporations whose business relies on commodities prices or purchase mutual funds, index funds, or exchange-traded funds (ETFs) that have a focus on commodities-related companies. The most direct way of investing in commodities is by buying into a futures contract. A futures contract obligates the holder to buy or sell a commodity at a predetermined price on a delivery date in the future.
Types of Commodity Markets
The major exchanges in the U.S., which trade commodities, are domiciled in Chicago and New York with several exchanges in other locations within the country. The Chicago Board of Trade (CBOT) was established in Chicago in 1848. Commodities traded on the CBOT include corn, gold, silver, soybeans, wheat, oats, rice, and ethanol. The Chicago Mercantile Exchange (CME) trades commodities such as milk, butter, feeder cattle, cattle, pork bellies, lumber, and lean hogs.
 The Commodity Futures Trading Commission (CFTC) is the main regulatory body for commodity markets in the U.S.  
The New York Board of Trade (NYBOT) commodities include coffee, cocoa, orange juice, sugar, and ethanol trading on its exchange. The New York Mercantile Exchange (NYMEX) trades commodities on its exchange such as oil, gold, silver, copper, aluminum, palladium, platinum, heating oil, propane, and electricity.
Key commodity markets in regional centers include the Kansas City Board of Trade (KCBT) and the Minneapolis Grain Exchange (MGE). These exchanges are primarily focused on agriculture commodities. The London Metal Exchange and Tokyo Commodity Exchange are prominent international commodity exchanges.
Commodities are predominantly traded electronically; however, several U.S. exchanges still use the open outcry method. Commodity trading conducted outside the operation of the exchanges is referred to as the over-the-counter (OTC) market.
Commodity Market Requirements 
In the U.S., the Commodity Futures Trading Commission (CFTC) regulates commodity futures and options markets. The CFTC's objective is to promote competitive, efficient, and transparent markets that help protect consumers from fraud, manipulation, and unscrupulous practices. Regulation of commodity markets has continued to remain in the spotlight after four leading investment banks were caught up in a precious metals manipulation probe in 2014. https://www.investopedia.com/terms/c/commodity-market.asp
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https://www.google.co.in/books/edition/Commodity_Derivatives/QFfsjCLD740C?hl=en&gbpv=1&dq=COMMODITY+DERIVATIVES+MARKET&printsec=frontcover
https://www.investopedia.com/ask/answers/12/derivative.asp#:~:text=Key%20Takeaways-,A%20derivative%20is%20a%20contract%20between%20two%20or%20more%20parties,warrants%20are%20commonly%20used%20derivatives.
What Is a Derivative?
A derivative is a contract between two or more parties whose value is based on an agreed-upon underlying financial asset (like a security) or set of assets (like an index). Common underlying instruments include bonds, commodities, currencies, interest rates, market indexes, and stocks. 
KEY TAKEAWAYS
· A derivative is a contract between two or more parties whose value is based on an agreed-upon underlying financial asset, index, or security.
· Futures contracts, forward contracts, options, swaps, and warrants are commonly used derivatives.
· Derivatives can be used to either mitigate risk (hedging) or assume risk with the expectation of commensurate reward (speculation).
What Is A Derivative?
Understanding Derivatives
Derivatives are secondary securities whose value is solely based (derived) on the value of the primary security that they are linked to–called the underlying. Typically, derivatives are considered advanced investing.
There are two classes of derivative products: "lock" and "option." Lock products (e.g. swaps, futures, or forwards) bind the respective parties from the outset to the agreed-upon terms over the life of the contract. Option products (e.g. stock options), on the other hand, offer the holder the right, but not the obligation, to buy or sell the underlying asset or security at a specific price on or before the option's expiration date. While a derivative's value is based on an asset, ownership of a derivative doesn't mean ownership of the asset. Futures contracts, forward contracts, options, swaps, and warrants are commonly used derivatives.
Futures Contracts
A futures contract, for example, is a derivative because its value is affected by the performance of the underlying asset. A futures contract is a contract to buy or sell a commodity or security at a predetermined price and at a preset date in the future. Futures contracts are standardized by specific quantity sizes and expiration dates. Futures contracts can be used with commodities, such as oil and wheat, and precious metals such as gold and silver.
Equity Options
An equity or stock option is a type of derivative because its value is "derived" from that of the underlying stock. Options come in forms: calls and puts. A call option gives the holder the right to buy the underlying stock at a preset price (called the strike price) and by a predetermined date outlined in the contract (called the expiration date). A put option gives the holder the right to sell the stock at the preset price and date outlined in the contract. There's an upfront cost to an option called the option premium.
The risk-reward equation is often thought to be the basis for investment philosophy and derivatives can be used to either mitigate risk (hedging), or they can be used for speculation where the level of risk versus reward would be considered. For example, a trader may attempt to profit from an anticipated drop in an index's price, such as the S&P 500, by selling (or going "short") the related futures contract. Derivatives used as a hedge allow the risks associated with the underlying asset's price to be transferred between the parties involved in the contract.
https://cleartax.in/s/financial-derivatives
Derivatives : Meaning, participants, types and more
Derivatives are contracts which derive their value from the underlying asset. These are widely used to speculate and make money. Some use them as a risk transfer vehicle as well.
This article covers the following:
1. What are derivatives?
Derivatives are financial contracts whose value is dependent on an underlying asset or group of assets. The commonly used assets are stocks, bonds, currencies, commodities and market indices. The value of the underlying assets keeps changing according to market conditions. The basic principle behind entering into derivative contracts is to earn profits by speculating on the value of the underlying asset in future. Imagine that the market price of an equity share may go up or down. You may suffer a loss owing to a fall in the stock value. In this situation, you may enter a derivative contract either to make gains by placing accurate bet. Or simply cushion yourself from the losses in the spot market where the stock is being traded.
2. Why do investors enter derivative contracts?
Apart from making profits, there are various other reasons behind the use of derivative contracts. Some of them are as follows:
· Arbitrage advantage
Arbitrage trading involves buying a commodity or security at a low price in one market and selling it at a high price in the other market. In this way, you are benefited by the differences in prices of the commodity in the two different markets.
· Protection against market volatility
A price fluctuation of asset may increase your probability of losses. You can look for products in the derivative market which will help you to shield against a reduction in the price of stocks that you own. Additionally, you may buy products to safeguard against a price rise in case of stocks that you are planning to buy.
· Park surplus funds
Some individuals use derivatives as a means of transferring risk. However, others use it for speculation and making profits. Here, you can take advantage of the price fluctuations without actually selling the underlying shares.
3. Who participates in derivatives market?
Each type of individual  will have an objective to participate in the derivative market. You can divide them into following categories based on their trading motives:

· Hedgers
These are risk-averse traders in stock markets. They aim at derivative markets to secure their investment portfolio against the market risk and price movements. They do this by assuming an opposite position in the derivatives market. In this manner, they transfer the risk of loss to those others who are ready to take it. In return for the hedging available, they need to pay a premium to the risk taker.

Imagine that you hold 100 shares of XYZ company which are currently priced at Rs. 120. Your aim is to sell these shares after three months. However, you don’t want to make losses due to a fall in market price. At the same time, you don’t want to lose opportunity to earn profits by selling them at a higher price in future. In this situation, you can buy a put option by paying a nominal premium that will take care of both the above requirements.  

· Speculators
These are risk-takers of the derivative market. They want to embrace risk in order to earn profits. They have a completely opposite point of view as compared to the hedgers. This difference of opinion helps them to make huge profits if the bets turn correct. In the above example, you bought a put option to secure yourself from a fall in the stock prices. Your counterparty i.e. the speculator will bet that the stock price won’t fall. If the stock prices don’t fall, then you won’t exercise your put option. Hence, the speculator keeps the premium and makes a profit.
· Margin traders
A margin refers to the minimum amount that you need to deposit with the broker to participate in the derivative market. It is used to reflect your losses and gains on a daily basis as per market movements. It enables to get a leverage in derivative trades and maintain a large outstanding position. Imagine that with a sum of Rs. 2 lakh you buy 200 shares of ABC Ltd. of Rs 1000 each in the stock market. However, in the derivative market you can own a three times bigger position i.e. Rs 6 lakh with the same amount. A slight price change will lead to bigger gains/losses in the derivative market as compared to stock market.
· Arbitrageurs
These utilize the low-risk market imperfections to make profits. They simultaneously buy low-priced securities in one market and sell them at higher price in another market. This can happen only when the same security is quoted at different prices in different markets. Suppose an equity share is quoted at Rs 1000 in stock market and at Rs 105 in the futures market. An arbitrageur would buy the stock at Rs 1000 in the stock market and sell it at Rs 1050 in the futures market. In this process he/she earns a low-risk profit of Rs 50.
4. What Are The Different Types Of Derivative Contracts?
The four major types of derivative contracts are options, forwards, futures and swaps.
· Options
Options are derivative contracts which gives the buyer a right to buy/sell the underlying asset at the specified price during a certain period of time. The buyer is not under any obligation to exercise the option. The option seller is known as the option writer. The specified price is known as strike price. You can exercise American options at any time before the expiry of the option period. European options, however, can be exercised only on the date of expiration date.
· Futures
Futures are standardised contracts which allow the holder to buy/sell the asset at an agreed price at the specified date. The parties to the future contract are under an obligation to perform the contract. These contracts are traded on the stock exchange. The value of future contracts are marked-to-market everyday. It means that the contract value is adjusted according to market movements till the expiration date.
· Forwards
Forwards are like futures contracts wherein the holder is under an obligation to perform the contract. But forwards are unstandardised and not traded on stock exchanges. These are available over-the-counter and are not marked-to-market. These can be customised to suit the requirements of the parties to the contract.
· Swaps
Swaps are derivative contracts wherein two parties exchange their financial obligations. The cash flows are based on a notional principal amount agreed between both the parties without exchange of principal. The amount of cash flows is based on a rate of interest. One cash flow is generally fixed and the other changes on the basis of a benchmark interest rate. Interest rate swaps are the most commonly used category. Swaps are not traded on stock exchanges and are over-the-counter contracts between businesses or financial institutions.
5. How To Trade In Derivatives Market?
· You need to understand the functioning of derivative markets before trading. The strategies applicable in derivatives are completely different from that of the stock market.
· Derivative market requires you to deposit margin amount before starting trading. The margin amount cannot be withdrawn until the trade is settled. Moreover, you need to replenish the amount when it falls below the minimum level.
· You should have an active trading account which permits derivative trading. If you are using services of a broker, then you can place orders online or on the phone.
· For selection of stocks, you have to consider factors like cash in hand, the margin requirements, the price of the contract and that of the underlying shares. Make sure that everything is as per your budget.
· You can choose to stay invested till the expiry to settle the trade. In this scenario, either pay the entire outstanding amount or enter into an opposing trade.
https://www.upcounsel.com/what-are-derivative-contracts
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https://www.investopedia.com/terms/e/exchange-traded-derivative.asp
What Is an Exchange Traded Derivative?
An exchange traded derivative is a financial contract that is listed and trades on a regulated exchange. Simply put, these are derivatives that are traded in a regulated fashion. Exchange traded derivatives have become increasingly popular because of the advantages they have over over-the-counter (OTC) derivatives, such as standardization, liquidity, and elimination of default risk. Futures and options are two of the most popular exchange traded derivatives. Exchange traded derivatives can be used to hedge exposure or speculate on a wide range of financial assets like commodities, equities, currencies, and even interest rates.
KEY TAKEAWAYS
· An exchange-traded derivative is a standardized financial contract, traded on an exchange, that settles through a clearinghouse, and is guaranteed.
· A key feature of exchange-traded derivatives that attract investors is that they are guaranteed by clearinghouses, such as the Options Clearing Corporation (OCC) or the CFTC, reducing the product's risk.
· Exchange-traded derivatives are listed on exchanges, such as the Chicago Board Options Exchange (CBOE) or New York Mercantile Exchange (NYMEX), and overseen by regulators, like the Securities and Exchange Commission.
Exchange Traded Derivative Explained
Exchange traded derivatives can be options, futures, or other financial contracts that are listed and traded on regulated exchanges such as the Chicago Mercantile Exchange (CME), International Securities Exchange (ISE), the Intercontinental Exchange (ICE), or the LIFFE exchange in London, to name just a small few.
Exchange traded derivatives are well suited for the retail investor, unlike their over-the-counter cousins. In the OTC market, it is easy to get lost in the complexity of the instrument and the exact nature of what is being traded.
In that regard, exchange traded derivatives have two big advantages: 
Standardization
The exchange has standardized terms and specifications for each derivative contract, making it easy for the investor to determine how many contracts can be bought or sold. Each individual contract is also of a size that is not daunting for the small investor.
Elimination of Default Risk
The derivatives exchange itself acts as the counterparty for each transaction involving an exchange traded derivative, effectively becoming the seller for every buyer, and the buyer for every seller. This eliminates the risk that the counterparty to the derivative transaction may default on its obligations
Another defining characteristic of exchange traded derivatives is their mark-to-market feature, wherein gains and losses on every derivative contract are calculated on a daily basis. If the client has incurred losses that have eroded the margin put up, he or she will have to replenish the required capital in a timely manner or risk the derivative position being sold off by the firm.
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Types of Commodity Market:
Hard and soft commodities are traded on the exchanges. Metals, crude oil, etc. fall under the category of hard commodities whereas agricultural commodities like corn, wheat, cotton, soybean, guar are soft commodities as they have a limited shelf life. Let us concentrate on the types of commodity market in India and list of commodities traded on commodity market.
Types of commodities traded in India (MCX):
Bullion: Gold, Silver
Base Metals: Aluminum, Brass, Copper, Lead, Nickel, Zinc
Energy: Crude oil, Natural gas
Agri commodities:Black pepper, Cardamom, Castor seed, Cotton, Crude palm oil, Mentha oil, Palmolein, Rubber
List of commodities traded in India (NCDEX):
Cereals and pulses: Barley, Chana, Maize kharif/south, Maize rabi, Wheat, Moong, Paddy (basmati)
Fibres: Kappa’s, Cotton
Guar seed, Guar gum
Oil and Oil seeds:
Castor seed, Cotton seed oil cake, Soybean, Refined soy oil, Mustard seed, Crude palm oil
Soft: Sugar
Spices: Pepper, Turmeric, Jeera, Coriander
List of most traded commodities:
Crude oil, Gold, Brent oil, Silver, corn, Natural Gas, Soybeans, Cotton, Wheat, Coffee are the most traded commodities on a global level. Below is the detailed information of few commodities belonging to the list of traded commodities.
Crude oil:
Crude oil is the most sought-after commodity as there are several products that are produced as a result of refining crude oil such as petroleum, diesel, etc. Geopolitical tensions erupt all over the globe for dominance over crude oil reserves. The demand for crude oil is poised to increase with growing demand for automobiles. OPEC is a consortium of oil producing nations and the supply of crude oil gets disrupted due to wars, armed rebellion, etc. Top oil producing countries in the world are US, Saudi Arabia, Russia.
Gold:
Gold is always considered as a haven. Whenever the US dollar prices fall, people start buying gold and when the price of dollar increases, gold prices fall. US dollar and gold prices share an inverse relationship.
Soybeans:
Factors that affect soybean prices are biodiesel demand, weather and demand for dollar.
Participants of commodity market:
Speculators:
Speculators and hedgers are the drivers of commodity market. These traders constantly analyze the prices of commodities and forecast the future price movement. For example, if they predict the prices to move higher, they buy commodity futures contract and if the prices seem to move higher, they sell the contracts at a price higher than the price at which they bought. If they feel that the prices would move down, they sell the contracts and then buy them again at an even lower price. In both the cases, they tend to make profits.
Hedgers:
Producers, manufacturers, etc. usually hedge their risk by using commodity futures market. Let us take an example to understand this concept. There is a wheat farmer and if there is fluctuation of prices during harvest and if price falls, farmer would face loss. To hedge this risk, the farmer enters into a futures contract. When there is fall in price in the local market, the farmer can compensate this loss by making gains in the futures market. In case there is increase in price during harvest, the farmer would face loss in the futures market but he can compensate this loss by selling it at a higher price in the local market.
What benefits does one get by trading in commodities?
Transparency in trading transactions:
As commodity trading happens over the exchange, there is no manipulation of prices neither by buyers or sellers. The buyer quotes a price and in the same way a seller quotes a price and if there is a match between the two, the order gets executed. Price discovery of commodities is possible without any manipulation and this is the major advantage of using advanced online trading platforms. Lower margins in commodity futures encourage small trades to use this segment to hedge their risk and get higher leverage.
Risk Management:
As trading takes place on exchanges, there is no fear of counterparty risk. Proper risk management procedures are enforced by the exchanges to safeguard the investors.
Major Commodity Exchanges in India:
· Multi Commodity Exchange of India
· National Commodity and Derivatives Exchange
· Indian Commodity Exchange
· National Multi Commodity Exchange of India
Important points to note while trading in commodity:
· Commodity prices area affected by many reasons and it is important to understand these factors and the strategies that must be employed before trading in commodities.
· One should have a clear idea about the demand-supply chain to trade in commodities.
· While one gets higher leverage, risk associated with commodity trading is also higher.
· If you are a beginner, take the support of research experts because a thorough knowledge and constant monitoring of the market is necessary.
Have clarity on the commodity types list and read extensively on how the price of a particular commodity gets impacted before you begin trading in commodities
https://www.karvyonline.com/knowledge-center/beginner/types-of-commodity-market
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Commodity Exchanges of India
A commodities exchange is an exchange where various commodities and derivatives products are traded. Most commodity markets across the world trade in agricultural products and contracts based on them. These contracts can include spot prices, forwards, futures and options on futures.
A commodities exchange is an exchange where various commodities and derivatives products are traded. Most commodity markets across the world trade in agricultural products and contracts based on them. These contracts can include spot prices, forwards, futures and options on futures.  As of now there are six commodity exchange market in India. These six exchanges are explained below one by one.
1. National Multi Commodity Exchange:
Establishment: 2002
Headquarter: Ahmedabad
Promoters:
• Central warehousing corporation
• Gujarat State Agricultural Marketing Board
• Gujarat Agricultural Industries Corporation Limited
• National Institute of Agricultural Marketing
• Neptune Overseas
• Punjab National Bank
Trading Commodities:
•  Castor Seeds
•  Rapeseed
•  Mustard
•  Soyabean
•  Seasame
•  Copra
•  Black Pepper
•  Gram
•  Gold
•  Aluminum
•  Copper
•  Lead
•  Nickel
•  Zinc
•  Rubber
•  Jute
•  Coffee
•  Isabgoal
2. Multi Commodity Exchange of India Ltd (MCX):

Establishment: Nov. 2003
Headquarter: Mumbai
Achievements:  MCX holds 86% market share of commodity exchange in India. It operates in more than 40 commodities. It is the world’s largest exchange in silver and gold.
Promoters:
• National spot exchange limited, India energy exchange, Singapore mercantile exchange global board of trade, IBS Forex, National Bulk Handling Corporation, ticker plant lilited.
Trading Commodities:
• Metal
• Bullion
• Fibre
• Energy
• Spices
• Plantations
• Pulses
• Petrochemicals
• Cereals
3. National Commodity and Derivatives Exchange Limited (NCDEX)

Establishment: Dec. 2003

Headquarter: Mumbai

Promoters:  ICICI Bank, LIC, NABARD, CANARA BANK, PNB, CRISIL, IFFCO, Goldman Sachs, Intercontinental Exchange, Renuka Sugar, J.P. Capital

Commodity Traded: It facilitates the trade of 57 commodities.
• Cereals and pulses
• Fibres
• Oil and oil seeds
• Spices
• Plantation products
• Gold silver
• Steel
• Copper
• Crude Oil
• Brent Crude Oil
• Polyvinyl chloride

4. Indian Commodity Exchange (ICEX): It is a screen based online derivatives exchange for commodities.

Establishment: Nov. 2009

Headquarter: Gurgaon

Promoters:  It has Reliance Exchange Next Ltd. as anchor investor and has MMCTC ltd. India Bulls financial Services Ltd, Indian Potash Ltd., KRIBHCO and IDFC.

Commodity Traded:
• Gold
• Silver
• Copper
• Lead
• Crude oil
• Natural gas
• Mustard
• Soyabean
• Soyabean oil
• Jute
• Menthe oil
• Iron ore
5. Shariah Index: The Bombay stock exchange and Taqwaa advisory and Shariah investment solutions have launched it.

Establishment: Dec. 2010
Headquarter: Gurgaon
This is the first Shariah index created in India utilizing the strict guidelines and local expertise of a domestic Shariah Advisory Board. The index comprises the 50 largest and most liquid shariah compliant stocks within BSE-500.
6. Universal Commodity Exchange: It’s a national level electronic commodity exchange in India.

Establishment: April, 2013
Promoters: Commex Technology, IDBI Bank, IFFCO, NABARD and REC.
Commodity Traded: It deals in 11 commodities.
• Gold
• Silver
• Crude oil
• Chana
• Rubber
• Mustard
• Soyabean
• Refined soya oil
• Turmeric





